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Highlights and key messages 
for business and public policy

Figure 1.1: PwC main scenario for output growth by region

Source: PwC analysis

Key projections

2013 2014

Real GDP growth 1.4% 2.4%

Inflation (CPI) 2.7% 2.4%

Source: PwC main scenario projections

•	 After	a	period	of	generally	
disappointing growth in 2011 and 
2012,	the	UK	economy	has	shown	
clear	signs	of	recovery	in	2013.

•	 In our main scenario we expect GDP 
growth	to	pick	up	from	0.1%	in	2012	
to	around	1.4%	in	2013	and	around	
2.4%	in	2014.	Risks	to	growth	are	
now more balanced, with both 
upside and downside possibilities.

•	 Non-financial	services	sectors	will	
remain the main engine of growth in 
both	output	and	employment,	as	has	
been	the	case	for	the	last	four	years.	
Our	analysis	also	shows	these	services	
sectors	playing	an	increasingly	
important role in driving UK  
export growth.

•	 We expect London and the South 
East	to	continue	to	lead	the	recovery,	
but all regions should see stronger 
growth	in	2014	than	in	2013	 
(see Figure 1.1). 

•	 Consumer	price	inflation	is	likely	to	
remain	above	target	at	around	2.4%	
in	2014,	although	this	would	represent	
a	fall	from	2.7%	in	2013.	There	could	
be	upside	risks	to	inflation	from	any	
renewed	rise	in	global	commodity	
prices	next	year.

•	 Persistently	above	target	inflation	
contributes to a continued decline in 
real earnings growth in 2013 and 
2014,	making	six	successive	years	 
of negative real growth. We would 
expect	a	gradual	recovery	in	real	
earnings in 2015-2017, but the level 
of real earnings in 2017 would 
nonetheless	remain	around	6%	
below	its	peak	level	in	2008	in	 
our main scenario. 

•	 Subdued real earnings growth 
should, however, help to keep total 
UK	employment	growing	at	a	healthy	
rate	over	the	next	four	years,	despite	
continued	public	sector	job	losses	
over this period.

•	 We	do	not	expect	any	immediate	
change	in	monetary	policy,	with	
unemployment	not	set	to	fall	to	7%	
until late 2015 in our main scenario. 
This	is	subject	to	many	uncertainties,	
however, and it is possible that this 
threshold could be reached before 
this, leading to an earlier rise in 
official	interest	rates. 

•	 We	expect	to	see	a	gradual	recovery	
in consumer spending growth over 
the	next	few	years,	helped	by	rising	
incomes	from	employment	and	
stronger house prices. But continuing 
upward	pressure	on	energy	and	food	
prices could act as a restraint on 
growth, as could an eventual rise  
in interest rates later this decade. 

•	 Taking	a	long	term	view,	our	analysis	
suggests that the proportion of total 
consumer spending on housing and 
utilities,	which	is	already	around	
25%,	could	rise	further	to	around	
30%	by	2030.	The	share	of	total	
spending on health and recreation 
and	culture	are	also	projected	to	
increase with an ageing population 
and rising income levels, but other 
categories	of	discretionary	spending	
are	likely	to	be	less	buoyant.
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1 – Summary

Recent developments
The	UK	economy	grew	by	0.8%	in	 
the third quarter of 2013 according  
to	preliminary	estimates,	following	 
growth	of	0.7%	in	the	second	quarter.	
This	suggests	that	the	UK	recovery	is	
now gathering real momentum after  
a	couple	of	sluggish	years	in	2011	 
and 2012.

Growth	has	been	driven	primarily	by	
services, but the latest data from both 
business	surveys	and	official	sources	
indicate that manufacturing and 
construction are also now starting  
to recover. 

A	calmer	situation	in	the	Eurozone	has	
generally	supported	financial	markets	
since	last	autumn,	while	the	US	economy	
still	seems	to	be	on	the	road	to	recovery	
despite continued political disagreements 
over	budgetary	matters.	Emerging	market	
performance has been less strong this 
year,	however,	with	Chinese	growth	
slowing a little (but remaining fast in 
absolute terms) and disappointing 
recent	growth	figures	from	India	and	
Brazil	in	particular.

UK	employment	has	continued	to	rise	
this	year,	which	has	supported	consumer	
spending growth despite persistent 
negative real earnings growth. Rising 
house	prices,	helped	by	government	
initiatives	such	as	Help	to	Buy,	have	also	
supported	consumer	confidence	and	
spending. Business investment has still 
not	picked	up	significantly,	however,	
reflecting	caution	as	to	whether	the	
recovery	will	prove	to	be	sustainable.	
Public spending cuts have slowed down, 
but will remain a drag on growth for 
many	years	to	come.

Consumer	price	inflation	(CPI)	has	drifted	
down in recent months, but remains 
some	way	above	target.	Energy	and	food	
price	rises	continue	to	weigh	relatively	
heavily	on	lower	income	households.

Future prospects
As	shown	in	Table	1.1,	our	main	scenario	
is for UK GDP growth to average around 
1.4%	in	2013	and	around	2.4%	in	2014.	
This	is	slightly	more	optimistic	than	the	
latest	consensus	forecasts	for	2014	and	
much more optimistic than the OBR  
was	in	March,	although	these	official	
growth	projections	are	expected	to	be	
increased	at	the	time	of	the	Autumn	
Statement in December.

Consumer	spending	growth	is	projected	
to	follow	a	broadly	similar	pattern	to	GDP,	
but with somewhat stronger growth this 
year.	We	do	not	expect	positive	real	
earnings growth to resume until 2015 
and	even	then	only	at	a	modest	pace.	
However,	household	incomes	will	be	
supported	by	continued	employment	
growth	and	increases	in	non-employment	
income	(notably	pensioner	benefits,	
which remain protected from the 
government’s spending cuts at least 
until	2015/16).

Investment growth has been disappointing 
in	recent	years,	with	the	latest	ONS	
estimates suggesting continued subdued 
capital spending growth during the 
second	quarter	of	2013.	However,	we	
expect	a	gradual	recovery	in	investment	
over	the	remainder	of	this	year	and	into	
2014,	helped	by	an	easing	of	government	
capital	spending	cuts	and	a	recovery	 
in	housebuilding	activity.

Net	exports	made	a	significant	negative	
contribution to growth in 2012, dragged 
down	in	particular	by	weakness	in	the	
Eurozone.	We	do	not	expect	exports	to	
lead	the	recovery	in	2013	and	2014, 
 but their contribution should be more 
positive.	This	should	be	associated	with	
some upturn in manufacturing output  
in	2014	as	well	as	stronger	growth	 
in services exports as discussed  
further below.

As	always	there	are	many	uncertainties	
inherent	in	our	growth	projections,	as	
illustrated	by	the	alternative	scenarios	
in Figure 1.2. Risks are now more 
balanced than before because, although 
there are still considerable downside 
risks	relating	to	trends	in	the	Eurozone	
and	the	global	economy	more	generally,	
there are also upside possibilities if 
these problems can be avoided and a 
virtuous	circle	of	rising	confidence	and	
spending can be established as in past 
economic recoveries.

Inflation	has	remained	stubbornly	above	
target	at	an	average	of	around	2.7%	in	
2013,	which	we	expect	to	subside	only	
slightly	to	2.4%	in	2014.	Our	main	
scenario here is similar to those of the 
OBR and consensus forecasts shown in 
Table	1.1.	There	could	still	be	upside	
risks	to	this	inflation	outlook,	however,	
if	stronger	global	growth	in	2014	pushes	
up	commodity	prices	again.	

Table 1.1: Summary of UK economic prospects

Indicator  
(% change on  
previous year)

OBR forecasts  
(March 2013)

Independent 
forecasts  
(October 2013)

PwC Main  
scenario 
(November 2013)

2013 2014 2013 2014 2013 2014

GDP 0.6 1.8 1.3 2.1 1.4 2.4

Consumer spending 0.5 1.6 1.6 1.7 2.0 2.3

CPI 2.8 2.4 2.7 2.4 2.7 2.4

Source: Office for Budget Responsibility (March 2013), HM Treasury survey of independent forecasts  
(average values in October 2013 survey) and PwC main scenario.
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Given	persistent	above	target	inflation	
we	do	not	expect	any	significant	further	
easing	of	monetary	policy	and	attention	
could	eventually	turn	to	higher	interest	
rates,	although	possibly	not	until	2015	
or later given the new forward guidance 
regime.	Gilt	yields	have	already	risen	
significantly	this	year.

Higher	interest	rates	will	help	savers	
and	reduce	pension	fund	deficits,	but	
borrowers (including the government) 
might gain from locking in funding  
now for long term investments such as 
infrastructure	and	housing.	Households	
need	to	bear	in	mind	likely	future	
interest	rate	rises	in	any	decisions	on	
mortgages or other longer term loans.

Will services continue  
to lead the recovery?
As	discussed	in	detail	in	Section	3,	the	
services sector has been leading the UK 
recovery,	while	the	much	hoped-for	
rebalancing towards manufacturing has 
not	yet	occurred.	But	there	has	been	a	
wide	diversity	of	experience	between	
different activities within the UK services 
industries. Public administration and 
financial	services	have	contracted	
significantly	in	terms	of	output and 

Figure 1.2: Alternative UK GDP growth scenarios

Source: ONS, PwC scenario

employment	since	2009.	Meanwhile,	
professional, business and support services 
and	the	health	sector	have	grown	strongly	
over this period (see Figure 1.3).

As	such,	the	rebalancing	of	the	UK	
economy	appears	to	be	taking	place	
primarily	within	the	services	sector.	 
The	private	sector	is	expanding	relative	
to	the	public	sector	and	non-financial	
services are growing while the 
contribution	of	finance	to	output	 
and	employment	shrinks.	

Most	significantly,	services	growth	
seems	to	be	increasingly	focused	on	
exports.	The	UK	is	the	second	largest	
exporter of services in the world behind 
the US and export-oriented service 
industries account for at least a third  
of our GDP1.	The	positive	trade	balance	
on	non-financial	services	has	doubled	 
as	a	share	of	GDP	over	the	recovery	 
and the UK is now running a services 
trade	surplus	of	around	5%	of	GDP.	 
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Figure 1.3: Growth in UK services output since 2009

Source: ONS
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The	tradable	activities	within	the	services	
industries	are	growing	more	strongly	
than non-tradables, once allowance is 
made	for	the	structural	fall	in	financial	
services	activity.	

We	believe	that	there	is	no	reason	why	
this	services-led	UK	recovery	cannot	 
be sustained, as long as the UK remains  
a competitive and attractive business 
location	and	macroeconomic	policy	
successfully	heads	off	financial	imbalances	
and	counters	inflationary	threats.	 
A	dynamic	and	flexible	services	sector	
that	can	compete	effectively	and	grow	
export markets is an asset to the  
UK	economy.

How will consumer 
spending patterns evolve?

The	period	since	2007	has	been	a	stressful	
time	for	many	UK	households.	They	have	
had to make tough choices as:

•	 rent	and	utility	bills	have	taken	up	
an ever greater proportion of total 
household budgets; and

•	 food prices have risen, which is  
a reversal of historical trends.

As	growth	resumes	and	consumption	
starts	to	pick	up	over	the	next	few	years,	
we expect (as discussed in detail in 
Section	4	below)	that:	

•	 Total	consumer	spending	might	grow	
by	around	2%	per	annum	in	real	
terms on average to 2030, but this 
could	vary	from	around	zero	real	
growth for food, clothing and 
alcohol	&	tobacco	to	around	2.5-3%	
for housing and utilities, recreation 
and culture, and health.

“  Consumers are likely  
to remain highly  
price-conscious as  
on-line retailers and 
high street discount 
stores continue to take  
an increasing share  
of the market”

Figure 1.4: Rising burden of housing and utility costs

Source: ONS, PwC main scenario for 2030
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•	 Housing	and	utilities	now	account	
for around a quarter of total 
household	spending,	up	from	just	
over	20%	before	the	financial	crisis,	
and	this	could	rise	to	around	30%	 
by	2030	(see	Figure	1.4).

•	 Spending	on	financial	services,	
overseas	holidays	and	other	
discretionary	spending	has	been	
squeezed	since	the	crisis,	but	should	
show	some	recovery	in	the	longer	
term	as	the	economy	picks	up.

•	 Consumers	are,	however,	likely	to	
remain	highly	price-conscious	as	
on-line retailers and high street 
discount stores continue to take  
an increasing share of the market 
even	after	the	economy	recovers.	
Retailers will need an effective 
business	strategy	for	the	digital	age.
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2 – UK Economic prospects

Key points
•	 The	UK	has	begun	to	show	consistent	
signs	of	recovery	with	growth	of	
0.8%	in	Q3	2013	on	the	back	of	0.7%	
growth in the preceding quarter. 
Future growth expectations have 
also picked up as business and 
consumer	confidence	has	risen	in	
recent months.   

•	 Services sector activities are leading 
the	way,	but	latest	data	also	show	
signs	of	recovery	in	manufacturing	
and construction that we would expect 
to	strengthen	further	through	2014.	

•	 Consumer spending has recovered this 
year,	supported	by	rising	employment	 
and a stronger housing market. 
Business	investment	has	yet	to	pick	
up	significantly,	but	should	do	so	in	
2014	if	demand	continues	to	strengthen	
and	there	are	no	major	global	shocks.

•	 Inflation	remains	stubbornly	above	
the	Bank	of	England’s	2%	target	at	
2.7%	in	the	year	to	September	2013.	
In our main scenario, we expect some 
decline	to	2.4%	in	2014,	but	upside	
risks	remain	from	global	commodity	
prices.	Real	earnings	growth	is	likely	
to	remain	negative	in	2013-2014,	 
but could return to modest positive 
growth from 2015. 

•	 We	project	GDP	growth	for	the	UK	as	
a	whole	to	be	around	1.4%	in	2013,	
gathering	pace	to	around	2.4%	in	
2014.	All	regions	should	see	stronger	
growth	next	year,	led	by	London.	
Downside risks remain in relation  
to the global environment, but  
there are also upside possibilities if 
business investment picks up faster 
than	projected	in	our	main	scenario.

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

2.1 Recent developments and the  
 present situation

2.2 Economic growth prospects:  
 national, sectoral and regional

2.3	 Outlook	for	inflation

2.4	 Monetary	and	fiscal	policy	options

2.5	 Summary	and	conclusions

2.1 – Recent developments 
and the present situation

The UK economy grew by 0.8% in the 
third quarter of 2013 according to 
preliminary estimates, building on 
the 0.7% increase in the second 
quarter of the year.  
Domestic	demand	was	0.7%	higher	 
in	real	terms	in	Q2	2013	than	in	 
the corresponding quarter in 2012  
(see	Figure	2.1).	Although	positive,	this	
is still sluggish compared to pre-recession 
norms, as real domestic demand growth 
averaged	around	3.5%	per	annum	
between	1998	and	20071. But this 
growth	rate	is	likely	to	have	picked	 
up in the third quarter2.

Figure 2.1: Growth in the expenditure components of GDP in both real  
          and nominal terms in Q2 2013 relative to Q2 2012

Source: ONS
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1	 Inflation	Report,	Bank	of	England,	8	May	2013.
2	 Q3	2013	data	on	the	expenditure	components	of	GDP	was	not	available	at	the	time	of	publication,	but	retail	sales	data	suggests	that	consumer	spending	strengthened		
	 further	in	that	quarter.	Stronger	construction	data	also	suggests	a	rise	in	capital	spending	in	Q3	2013,	although	this	remains	to	be	confirmed.
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Different components of domestic 
demand	have	shown	very	different	
trends, however, with consumer 
spending	leading	the	way	while	
investment	declined	sharply	over	the	
year	to	Q2	2013	as	a	whole	(although	
total	fixed	investment	growth	returned	
to	modestly	positive	territory	in	the	
second quarter when compared to the 
first	quarter	of	2013,	and	may	well	have	
risen further in the third quarter given 
strong estimated growth in construction 
output in that period).

Relatively	modest	domestic	demand	
growth has, however, kept import 
growth under control, whereas exports 
showed a stronger trend in the second 
quarter.	This	performance	is	particularly	
impressive given lethargic demand in 
the	Eurozone	area	and	volatile	currency	
movements	in	many	emerging	market	
economies.	However,	trade	figures	can	
be erratic and latest data suggest a 
renewed	widening	of	the	UK	trade	deficit	
in	July	and	August,	perhaps	reflecting	
stronger domestic demand in that period 
and an emerging market slowdown.

General government consumption 
continued to grow in the second quarter 
of 2013, but this trend is not expected  

Figure 2.2: Sectoral output growth in year to Q3 2013 

Source: ONS
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Figure 2.3: Change in employment by industry since the recession (Q4 2009 - Q2 2013)

Source: ONS
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to	last	in	the	medium	term	as	the	fiscal	
austerity	programme	continues.	In	the	
2013/14	and	2014/15	periods	however,	
the pace of public spending cuts is being 
slowed down prior to a planned renewed 
acceleration	in	cuts	from	2015/2016,	as	
set out in the Spending Review in June.

Growth starting to spread from 
services to other industry sectors
Figure 2.2 shows that growth in the 
manufacturing sector has now recorded 
positive albeit modest growth in the 
year	to	the	third	of	quarter	of	2013.	 

This	in	an	improved	performance	
compared to previous quarters where 
manufacturing was shrinking on a 
year-on-year	basis...	More	impressive	
though is the turnaround of construction, 
which	has	rebounded	from	previously	
weak	performance	to	grow	by	around	
5%	compared	to	the	third	quarter	of	
2012	(although	these	are	only	preliminary	
estimates that could well be revised 
significantly	later).	
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Nonetheless,	the	UK	recovery	has	
predominantly	been	led	by	the	services	
sector, which now accounts for around 
80%	of	total	UK	GDP.	Growth	in	
business	services	and	finance	output	
was	2.1%	in	the	year	to	Q3	2013,	while	
distribution, hotels and restaurants 
recorded	particularly	rapid	growth	of	
3.8%.	Trends	and	prospects	for	the	
services sector are discussed in more 
detail in Section 3 of this report.

The	predominant	role	of	services	is	
reinforced	by	the	data	in	Figure	2.3,	
which	show	the	changes	in	employment	
across	key	sectors	over	the	period	since	
the	recovery	(in	employment)	began	in	
Q4	2009.	This	has	been	distributed	
unevenly	across	sectors,	with	growth	
being	heavily	focused	on	private	sector	
services,	and	the	largest	employment	
declines being seen in construction and 
public	administration.	The	latter	reflects	
the fact that government cuts have 
focused	particularly	on	local	government,	
while areas such as health and education 
have	been	largely	protected.	Again,	
these trends are explored in more  
detail in Section 3 below.

Other important indicators of the latest 
sectoral trends are suggesting that a 
broader	based	recovery	may	now	be	
underway.	In	particular,	the	CIPS/
Markit	Purchasing	Managers	Indices	
(PMIs),	which	can	be	seen	in	Figure	2.4,	
have	been	strongly	positive	(indicated	
by	a	PMI	score	well	above	50)	for	several	
months in a row now for manufacturing 
as	well	as	services.	The	construction	
PMI,	not	shown	in	the	chart,	has	also	
moved	strongly	into	positive	territory	 
in	recent	months,	led	by	a	recovery	in	
housebuilding.

Are the good times returning  
for consumers?
The	latest	ONS	estimates	show	that	
household consumption expenditure has 
risen in real terms for seven consecutive 
quarters	since	the	end	of	2011.	This	is	
despite	high	levels	of	inflation	and	
associated negative real earnings growth 
(see Figure 2.5). One factor helping to 
sustain this has been savings ratios 
declines since 2009. 

The	real	earnings	squeeze	eased	
somewhat during the course of 2012, 
but has become more marked again 
during	2013	as	consumer	price	inflation	
has	remained	stubbornly	above	its	2%	
target while nominal earnings growth 
has	fallen	back	to	below	1%.

Figure 2.4: Purchasing Managers’ Indices of business activity 

Source: CIPS/Markit

Figure 2.5: Real earnings growth (relative to CPI) 

Source: ONS (defined as average earnings growth less CPI inflation rate)
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Figure	2.6	breaks	down	inflation	since	
the recession into its subcomponents to 
see which goods or services having been 
driving	above	target	inflation	rates.	 
As	we	might	expect	due	to	the	duties	
placed on these goods, alcohol and 
tobacco	prices	have	risen	sharply.	 
More	surprising	perhaps	is	that	the	
fastest	growing	price	category	has	been	
education.	This	is	attributable	to	rising	
fees	at	private	schools	and	the	university	
tuition fee increases that occurred  
from September 2012. 

PwC	analysis3 has shown that, excluding 
this exceptional rise in education costs, 
the rise in the cost of staple goods such 
as	food	and	gas,	electricity	and	water	
bills has meant that the poorest income 
groups	have	been	hit	the	hardest	by	
recent	price	rises.	Another	area	that	has	
seen steep average price rises since 2009 
has	been	transport;	this	reflects	the	
rising cost of air travel as well as 
increases in petrol prices over the  
past	four	years.

Figure 2.6: Average annual inflation rate since January 2009, by broad spending category within CPI

Source: ONS
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4	 Based	on	the	LFS	measure	of	unemployment.

Despite	the	combination	of	high	inflation	
and low nominal earnings growth, 
consumer	spending	has	been	relatively	
resilient	over	the	past	few	years	with	
particularly	strong	trends	in	recent	
months. For example, retail sales in 
September	2013	were	2.2%	higher	than	
a	year	earlier.	Furthermore,	quarter	on	
quarter,	the	quantity	of	goods	bought	
rose	by	1.5%	in	Q3	2013,	which	was	 
the largest quarter on quarter increase 
since	2008.	

One important driver here seems to be 
that house prices have been on the rise, 
following a period of relative stagnation 
in	2011	and	2012.	Assistance	by	
government in the form of schemes such 
as	Help	to	Buy	and	Funding	for	Lending	
have helped to boost mortgage approvals 
and	house	prices	this	year.	Figure	2.7	
shows nominal house prices rises over 
the	last	year	by	region	and	compares	
them	to	CPI	inflation	over	the	same	
period. We can see that London is where 
prices are rising fastest, but prices have 
declined	slightly	in	Scotland	and	been	
broadly	flat	in	the	North	East	and	
Northern Ireland. So, at least outside 
London, talk of a new house price bubble 
seems premature.

Another	key	aspect	of	the	recovery	
which has reinforced household 
spending has been the continued 
resilience of the labour market in recent 
years	despite	lacklustre	output	growth	
in	2011	and	2012.	The	unemployment	
rate	fell	again	to	7.7%	of	the	working	
age labour force in the three months to 
August	20134, while the claimant count 
fell to 1.35m in September, a level not 
seen	since	early	2009.	The	unemployment	
rate and its relationship with the new 
forward guidance rules of the Bank of 
England are discussed in more detail  
in Box 2.1.

A	key	driver	of	strong	employment	
growth has been the fall in real earnings 
shown	in	Figure	2.6	above.	This	has	
helped	to	price	people	into	jobs,	which	
has	cushioned	the	overall	employment	
impact	of	the	financial	crisis.	This	in	
turn	has	limited	the	loss	of	employment-
related skills and demonstrated the  
UK	labour	market’s	flexibility.
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Is investment about to make  
a comeback?
Investment	always	tends	to	be	one	of	
the most volatile components of GDP 
and,	after	falling	very	sharply	during	
the	recession	of	2008-9,	business	
investment	has	experienced	only	a	
modest	recovery	since	then.	There	has	
been a marked contrast between the 
generally	bullish	path	of	equity	markets	
(see	Figure	2.8)	and	relatively	subdued	

investment levels. Indicators such as 
PMIs	are	now	looking	more	positive	as	
discussed above, but this momentum 
has	yet	to	feed	through	significantly	
into	real	investment	activity.

Part of the reason for this caution has 
been constrained lending conditions, 
particularly	for	small	and	medium-sized	
businesses, as banks seek to recapitalise 
and	adjust	to	tougher	new	regulatory	
regimes.	More	importantly,	however,	

considerable	uncertainty	still	hangs	over	
many	aspects	of	the	global	economic	
environment	from	the	Eurozone	and	the	
Middle	East	to	emerging	market	wobbles	
this	year	and	wrangles	over	US	fiscal	
policy.	Although	some	of	these	
uncertainties	have	reduced,	notably	 
as	regards	the	Eurozone,	the	overall	
environment for investment remains 
challenging	at	this	early	stage	in	 
the	recovery.	

 

Figure 2.7: % Change in house prices by region (Q2 2012 – Q2 2013)

Source: ONS
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Figure 2.8: Equity market indices 

Source: Thomson Reuters
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2.2 – Economic growth 
prospects: national, 
sectoral and regional
We expect the upward trajectory in 
the UK economy seen so far this year 
to continue into 2014. 
In	our	main	scenario,	we	project	average	
real	GDP	growth	of	around	1.4%	in	
2013,	picking	up	to	around	2.4%	in	 
2014	(see	Table	2.1).	These	GDP	growth	
projections	have	been	revised	upwards	
from those we made in our last UK 
Economic	Outlook	report	in	July5, 
reflecting	the	generally	positive	data	that	
have been released in recent months.

Our	projections	in	Table	2.1	also	envisage	
a	recovery	in	consumer	spending	growth.	
This	is	in	line	with	our	expectations	of	
moderating	inflation	from	mid-2014	
onwards, which should help to ease 
some of the pressures on real disposable 
incomes. Longer term prospects for 
consumer spending are discussed in 
more	detail	in	Section	4	below.

Since	July,	we	have	revised	our	fixed	
investment	projections	to	be	somewhat	
more positive, anticipating less of a 
decline in 2013 and a stronger rebound 
in	2014.	This	reflects	recent	more	
positive sentiments about the UK 
economy	more	generally.	

Table 2.1: PwC main scenario for UK growth and inflation

(% real growth unless stated) 2012 2013 2014

GDP 0.1% 1.4% 2.4%

Consumer spending6 1.2% 2.0% 2.3%

Government consumption 1.7% 0.4% 0.9%

Fixed investment 0.9% -2.8% 4.1%

Domestic demand 1.0% 1.0% 2.2%

Net exports (contribution to GDP growth) -0.7% 0.2% 0.1%

CPI (%: annual average) 2.8% 2.7% 2.4%

Source: ONS for 2012, PwC main scenario for 2013-14.

5	 In	that	report	we	projected	UK	GDP	growth	of	around	1%	in	2013	and	2%	in	2014,	slightly	above	the	consensus	forecasts	at	the	time. 
6	 We	define	this	as	household	consumption	expenditure	not	including	consumption	by	not-for-profit	institutions	serving	households,	such	as	pension	funds	 
 and life insurance companies.

Table 2.2: Official and independent forecasts

(% real YoY growth 
unless stated)

Latest  
estimates

OBR forecasts  
(March 2013)

Average  
independent  
forecast (Oct 2013)

2012 2013 2014 2013 2014

GDP 0.1% 0.6% 1.8% 1.4% 2.2%

Manufacturing output -1.7% N/A N/A -0.2 2.1%

Consumer spending 1.2% 0.5% 1.2% 1.7% 1.8%

Fixed investment 0.9% 2.2% 6.7% -2.3% 5.5%

Government consumption 1.7% 0.4% -0.7% 0.8% -0.2%

Domestic demand 1.0% 0.5% 1.6% 0.9% 1.9%

Exports 1.0% 1.5% 4.4% 2.1% 4.2%

Imports 3.1% 1.0% 3.8% 0.9% 3.5%

Current account (£ bn) -60 -44 -36 -52 -43

Unemployment claimant count (Q4 m) 1.59 1.6 1.6 1.42 1.33

Source: ONS for 2012, OBR Economic and Fiscal Outlook (March 2013), HM Treasury survey of independent forecasts  
(October 2013)
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Net exports are also expected to 
contribute	positively	to	GDP	growth	in	
2013	and	2014,	reversing	the	decline	
seen	in	2012.	This	will	be	driven	by	
global macroeconomic conditions 
gradually	improving	in	our	main	scenario	
(see	Appendix	A	for	more	details	of	
these	global	projections).	But	we	are	not	
anticipating strong export-led growth 
given continued difficulties in the 
Eurozone;	in	line	with	historical	trends,	
domestic	demand	will	remain	the	primary	
driver	of	UK	growth	in	both	years

Comparing	Tables	2.1	and	2.2,	our	latest	
GDP	projections	are	more	optimistic	
than	those	of	the	OBR	made	in	March,	
but	broadly	in	line	with	the	average	of	
the	independent	forecasts	surveyed	by	
the	Treasury	in	October.	The	differences	
between these latest sets of forecasts 
and	the	OBR’s	assessment	in	March	
reflect	the	shift	since	then	in	attitudes	
towards	the	prospects	for	the	UK	economy.	
We have moved from a discussion of  
a possible renewed recession to a 
discussion about how robust we can 
expect	the	UK	recovery	to	be.

Uncertainty	remains	a	key	theme	when	
considering future prospects for the UK 
economy	and,	to	account	for	this,	we	
have considered two alternative UK 
growth scenarios alongside our main 
scenario, as shown in Figure 2.9.  
We can summarise these as follows:

•	 Our ‘strong recovery’ scenario sees  
a rapid rebound in UK growth to an 
average	of	around	4%	by	the	end	 
of	2014.	This	scenario	assumes	a	
stronger	recovery	in	the	Eurozone	
over	the	next	year	than	in	our	main	
scenario,	providing	a	significant	
boost to consumer and business 
confidence	in	the	UK.	This	increases	
business investment and consumer 
spending, as well as external demand 
for UK exports. Other global economies 
are also assumed to grow faster in 
this scenario.

•	 Our ‘renewed slowdown’ scenario,  
by	contrast,	sees	UK	growth	losing	
momentum	over	the	next	year	due	to	
further adverse shocks emanating 
from	the	Eurozone,	problems	in	
emerging markets such as India and 
Brazil,	and	disruptions	to	oil	supply	
(leading	to	higher	global	energy	
prices) from increased political 
instability	in	the	Middle	East.	These	
risks	would	negatively	impact	UK	
businesses,	damaging	confidence	
and forcing cutbacks in investment 
and	employment,	thereby	also	
dampening	consumer	confidence	
and	spending.	This	scenario	is	also	
likely	to	see	prolonged	constraints	 
in credit markets. 

Figure 2.9: Alternative UK GDP growth scenarios 

Source: ONS, PwC scenarios
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Although	we	do	not	believe	that	these	
alternative	scenarios	are	the	most	likely	
outcomes,	they	can	certainly	not	be	
ruled out. Businesses should stress test 
their business plans against these and 
other possibilities. Compared to the 
situation	earlier	this	year,	however,	the	
upside and downside risks to UK growth 
now appear to be much more balanced.

Outlook for industry sectors 
The	sector	dashboard	in	Table	2.3	shows	
actual	and	projected	output	growth	in	
2012-2014	and	draws	out	key	issues	 
for	five	major	UK	industry	sectors.
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All UK regions should see stronger 
growth in 2014 
As	shown	in	Figure	2.10,	economic	growth	
is	not	evenly	spread	across	the	UK.	 
We anticipate that the slowest growing 
region	in	2014	will	be	Northern	Ireland	
(1.6%),	while	London	will	again	be	 
the	fastest	growing	area	(2.8%).	 
But all regions should follow the same 
broad	upward	trend	in	2013-2014	and	
the differences between regions are not 
large	relative	to	the	significant	margins	
of	uncertainty	surrounding	any	such	
projections.

2.3 – Outlook for 
inflation
In our main scenario, we expect 
inflation	on	the	consumer	price	index	
(CPI)	measure,	which	is	currently	2.7%,	
to	moderate	slightly	to	2.4%	in	2014,	but	
remain above the Bank of England’s 
target	of	2.0%	(see	Figure	2.11).

However,	due	to	the	considerable	
uncertainties surrounding this main 
scenario, we also show two alternative 
scenarios in Figure 2.11:

•	 In our ‘high inflation’ scenario, the 
combination	of	supply-side	price	
shocks	such	as	an	increase	in	energy	
and food prices, and a stronger-than-
expected rebound in demand, pushes 
inflation	up	to	around	3.2%	on	
average	in	2014.

•	 In the ‘low inflation’ scenario,	by	
contrast, weak growth in domestic 
demand, combined with a worsening 
global	outlook	and	flagging	demand	
for	commodities,	causes	UK	inflation	
to	fall	back	below	target	later	in	2014.	

Table 2.3: UK sector dashboard

Sector Growth 2012 2013p 2014p Key issues/trends

Manufacturing -1.7% -0.2% 2.6% PMI index is showing strong upward momentum at present, with official 
figures also turning more positive in Q3 2013

Downside risks to demand in the Eurozone, the UK’s primary goods 
export market, remain but prospects have improved

Exchange rate volatility, particularly in emerging market currencies,  
has been high

Construction -7.9% 0.8%     3.2% Housebuilding has shown a strong rebound in recent months which should 
continue, supported by Help to Buy

Commercial construction also starting to pick up in Q3 2013

Distribution, hotels & restaurants 0.8% 3.8% 3.0% Food price rises are expected to continue

Retail sales volume growth stronger for non-food, where prices have  
not risen so much

Shift to online sales will continue to put pressure on some high street retailers

Hotels showing sign of upturn in demand

Business services and finance 1.9% 2.0% 3.1% Business services should remain one of the strongest growing UK sectors

The UK financial sector remains exposed to regulatory changes, Eurozone 
risks and global financial market volatility

Government services 1.1% 0.8% 0.8% Spending cuts in 2013 and 2014 less severe than in earlier or later years.

Total GDP 0.1% 1.4% 2.4%

Source: ONS for 2012, PwC for 2013 and2014 main scenario projections and key issues.
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Figure 2.10: % Output growth by region

Source: ONS
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Figure 2.11: Alternative UK inflation (CPI) scenarios 

Source: ONS, PwC scenarios
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One notable longer term upside risk to 
inflation	relates	to	the	price	of	clothing	
and footwear. Until the mid-2000s, 
these	prices	were	held	down	by	cheap	
production	by	China	and	other	emerging	
markets.	However,	rising	wage	levels	 
in these emerging markets, combined 
with	increased	consumer	sensitivity	to	

working	conditions,	is	likely	to	lead	to	
rising input costs in the medium term 
for	clothing	and	footwear.	Additionally,	
energy	prices	could	continue	on	their	
strong upward trend unless there is 
political intervention to override this. 
Overall,	inflation	risks	remain	biased	 
to the upside for the UK. 
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Outlook for real earnings growth 
The	impact	of	relatively	high	inflation	
has	been	to	squeeze	real	earnings	over	
the	past	five	years,	as	shown	in	Figure	
2.12 below. Over the period from  
2008	to	2012	real	earnings	growth	has	
averaged	-1%	per	annum.	In	2013,	our	
main	scenario	is	that	the	squeeze	on	real	
earnings	will	intensify	further,	before	
moderating	somewhat	in	2014.	But	this	
will	still	represent	six	consecutive	years	
of real earnings declines, which is 
unprecedented as far back as reliable 
data goes. 

As	we	move	into	the	second	half	of	the	
decade, we expect real earnings growth 
to	return	to	positive	territory,	but	at	a	
slower	rate	than	before	the	financial	
crisis.	Overall,	our	analysis	suggests	that	
real	earnings	by	2017	will	be	back	at	
levels	similar	to	those	in	2004,	but	still	
around	6%	below	peak	levels	in	2008.	
However,	as	noted	above,	this	real	
earnings	restraint	has	supported	healthy	
employment	growth	in	recent	years	and	
this	seems	likely	to	continue,	so	there	 
is a balance of effects here that needs  
to be recognised.

2.4 – Monetary and  
fiscal policy options
The	Bank	of	England’s	Monetary	Policy	
Committee	(MPC)	has	now	kept	monetary	
policy	unchanged	for	over	a	year,	with	
interest	rates	at	0.5%	and	the	size	of	 
its asset purchase programme held 
constant at £375 billion. 

The	one	major	innovation	in	monetary	
policy	since	the	tenure	of	Mark	Carney	
began was the new forward guidance 
that the Bank of England set out in 
August.	This	stated	that	the	official	Bank	
rate	will	remain	at	0.5%	and	there	remains	
the potential for more quantitative 
easing	measures	until	unemployment	
falls	to	7%,	conditional	on	none	of	the	
following three triggers occurring:

1.	 In	the	MPC’s	view,	it	is	more	likely	
than	not	that	CPI	inflation	18	to	24	
months ahead will be 0.5 percentage 
points	or	more	above	the	2%	target;

2.	 Medium-term	inflation	expectations	
no	longer	remain	sufficiently	well	
anchored; or

3.	 The	Financial	Policy	Committee	
(FPC)	judges	that	the	stance	of	
monetary	policy	poses	a	significant	
threat	to	financial	stability	that	
cannot	be	contained	by	the	
substantial range of mitigating 
policy	actions	available	to	the	FPC,	
the	Financial	Conduct	Authority	 
and the Prudential Regulation 
Authority	in	a	way	consistent	 
with	their	objectives.

Figure 2.12: Average nominal earnings growth relative to the inflation rate (2001 - 2017) 

Source: ONS for 2001-12, PwC analysis (main scenario) for 2013-17
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This	new	policy	means	that	the	question	
of	when	the	official	Bank	rate	might	rise	
is	now	intimately	linked	to	this	7%	
threshold	for	unemployment.	Box	2.1	
consider	when	this	7%	rate	might	be	
reached, concluding that this might be 
in late 2015 in our main scenario, but 
noting	that	this	is	subject	to	many	
uncertainties.

Fiscal	policy	plans	will	be	reviewed	in	
the	Chancellor’s	Autumn	Statement	in	
December, but we would not expect  
a	radical	change	in	the	overall	fiscal	
stance from that set out in the Budget 
and	Spending	Review	earlier	this	year.	
Public	borrowing	is	likely	to	come	in	
some	way	below	target	this	financial	
year	as	growth	has	exceeded	expectations,	
but we would expect the Chancellor to 
‘bank’ all or most of these gains.

2.5 – Summary and 
conclusions
The	UK	economy	grew	by	an	estimated	
0.8%	in	Q3	2013	according	to	preliminary	
estimates,	following	on	from	0.7%	growth	
in	the	second	quarter.	There	are	signs	
from	the	most	recent	business	surveys	
that	the	recovery	is	gaining	momentum,	
led	by	private	services	sectors.	

We	project	growth	for	the	UK	as	a	whole	
to	be	around	1.4%	in	2013,	picking	up	 
to	around	2.4%	in	2014	in	our	main	
scenario.	This	compares	to	GDP	growth	
of	just	0.1%	in	2012.	

Inflation	remained	stubbornly	above	
target	at	2.7%	in	September	and,	despite	
some	projected	fall	to	an	average	of	
2.4%	in	2014,	we	do	not	expect	the	2%	
target rate to be achieved in the near 
future.	This	will	contribute	towards	the	
real	earnings	squeeze	of	the	past	5	years	

continuing	in	2014,	with	positive	real	
earnings growth not expected to resume 
until	2015.	This	subdued	real	earnings	
growth rate should, however, help to keep 
employment	growth	at	healthy	levels.	

Uncertainty	still	pervades	all	discussions	
of growth, with risks remaining weighted 
to the downside in relation to the 
Eurozone	and	possibly	also	a	slowdown	
in	some	previously	strong	emerging	
markets. But there are also upside 
possibilities for UK domestic demand, 
notably	as	regards	a	recovery	in	business	
investment	from	next	year	if	major	
global shocks can be avoided.

In	summary,	there	is	now	much	stronger	
evidence	of	a	UK	economic	recovery,	 
but	there	are	still	likely	to	be	some	
bumps along the road.

“  There is now much stronger evidence  
of a UK economic recovery, but there  
are still likely to be some bumps  
along the road” 
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Box 2.1  
When	might	the	unemployment	rate	 
fall	to	7%?	

Since the announcement of forward 
guidance	by	the	Bank	of	England	in	
August,	much	attention	has	been	 
paid to estimating when the UK 
unemployment	rate	might	fall	to	7%,	
given that this was the threshold at 
which	the	MPC	said	that	it	would	start	 
to	consider	interest	rate	rises	(subject	 
to certain ‘knock-out’ clauses1). 

The	Bank	of	England	projected	in	its	
August	Inflation	Report	that	unemploy-
ment would not fall to this level until 
late	20162, but subsequent movements  
in short term market interest rates 
suggest that the market is anticipating  
a rate rise during 2015. In some cases 
this	could	reflect	a	view	that	one	of	 
the knock-out clauses (e.g. expected 
inflation	above	2.5%)	might	come	into	
effect,	but	it	also	suggests	that	many	
market	participants	may	expect	
unemployment	to	fall	more	quickly	
below	the	7%	threshold.	So	how	likely	 
is	such	an	outcome?

The	trend	in	the	unemployment	rate	 
will	depend	on	two	key	factors:

•	 employment	growth,	which	will,	in	 
turn,	reflect	the	differential	between	
real GDP growth and labour product-
ivity	growth	(per	worker);	and

•	 labour force growth, which will 
reflect	working	age	population	
growth and the percentage of this 
population that is active in the 
labour	force	(whether	actually	
working	or	actively	looking	 
for work).

Unemployment	will	fall	to	the	extent	
that	employment	growth	exceeds	labour	
force growth. But while working age 
population	growth	is	relatively	predictable	
over the short to medium term, the  
same is not true of other factors such as 
productivity	growth	and	labour	force	
participation	rates.	This	is	shown	by	the	
experience	of	recent	years	when	GDP	
growth has been sluggish, but labour 
force	activity	rates,	particularly	for	 
older	workers,	have	risen	strongly.	

We can illustrate possible future 
unemployment	dynamics	and	
uncertainties with the aid of three 
scenarios,	as	set	out	in	Table	2.1.1	 
and shown in Figure 2.1.1.

Table 2.1.1: Alternative scenarios for the UK unemployment rate

% per annum  
(average rates from Q4 2013 to Q4 2017)

Lower 
productivity 
growth

Main 
scenario

Higher labour 
force growth

Real GDP growth 2.4% 2.4% 2.4%

Productivity (output per worker) growth 1.2% 1.6% 1.6%

Employment growth 1.2% 0.8% 0.8%

Labour force growth 0.5% 0.5% 0.6%

Quarter when unemployment first falls  
to 7% or below

Q4 2014 Q4 2015 Q1 2017

Source: PwC analysis based on initial data from ONS.

1	 Specifically	the	MPC	might	start	to	raise	interest	rates	earlier	if:	(1)	its	expectation	of	CPI	inflation	18-24	months	ahead	rose	above	2.5%;	(2)	other	measures	of		 	
	 inflationary	expectations	were	judged	to	have	risen	in	a	way	that	might	endanger	future	achievement	of	the	inflation	target;	and/or	(3)	that	the	Financial	Policy			
	 Committee	judged	this	may	be	needed	to	safeguard	financial	stability.
2	 The	minutes	of	the	October	MPC	meeting	suggested	this	estimate	might	be	brought	forward	in	time,	but	we	will	not	get	a	precise	new	forecast	until	 
	 the	November	Inflation	Report.
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We can see from Figure 2.1.1 that, in our 
main	scenario,	the	unemployment	rate	
might	fall	to	around	7%	towards	the	end	
of	2015,	opening	the	way	for	possible	
official	interest	rate	rises	by	the	MPC	
from	early	2016	(although	these	would	
depend on other circumstances at the 
time).	This	is	up	to	a	year	ahead	of	the	
broad	timetable	indicated	by	the	Bank	of	
England’s	analysis	in	its	August	Inflation	
Report, although that was hedged about 
with various caveats.

Our alternative scenarios show, however, 
that	with	lower	productivity	growth	 
and	so	higher	employment	growth,	this	
timetable	could	easily	be	brought	forward	
by	a	further	year,	with	unemployment	
below	7%	by	the	end	of	2014.	In	these	
circumstances,	the	MPC	might	see	an	
early	risk	of	this	feeding	through	to	
higher	wage-push	pressures	on	inflation	
and so a stronger case for moving up 
official	interest	rates	from	late	2014	or	
early	2015,	ahead	even	of	the	latest	
market expectations.

On the other hand, our other alternative 
scenario	shows	that,	with	employment	
growth	held	at	0.8%	per	annum	as	in	
our	base	case,	even	a	very	modest	rise	in	
labour force growth could slow down 
the	fall	in	unemployment	considerably.	
In	this	scenario,	unemployment	might	
not	fall	below	7%	until	early	2017,	
rather	later	than	implied	by	the	Bank	 
of	England	analysis.

In	short,	relatively	small	variations	in	
our	assumptions	on	labour	productivity	
and labour force growth can have a big 
impact	on	when	UK	unemployment	falls	
below	7%,	even	making	no	change	to	
our baseline GDP growth assumption.  
If we also varied that assumption, an 
even broader range of timetables would 
become possible.

Forward guidance in its current form 
therefore does not do much to narrow 
down	the	range	of	uncertainty	about	
when	the	MPC	might	start	to	raise	
interest	rates.	This	will	continue	to	
depend on a range of economic factors, 
much	as	in	the	previous	inflation	
targeting	regime.	The	only	thing	we	 
can	say	for	certain	is	that	interest	rate	
rises are not on the immediate agenda  
of	the	MPC.	

Figure 2.1.1: Alternative UK unemployment rate scenarios 

Source: ONS, PwC scenarios
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3 – How the services sector is  
rebalancing Britain’s economy1 

Key points
•	 The	services	sector	has	been	leading	
the	UK	recovery,	while	the	much	
hoped-for rebalancing towards 
manufacturing has not occurred.  
But	there	has	been	a	wide	diversity	
of experience between different 
activities within the UK services 
industries. Public administration and 
financial	services	have	contracted	
significantly	in	terms	of	output	and	
employment.	Meanwhile	professional,	
business and support services and 
the	health	sector	have	grown	strongly.

•	 As	such,	the	rebalancing	of	the	UK	
economy	appears	to	be	taking	place	
primarily	within	the	services	sector.	
The	private	sector	is	expanding	
relative to the public sector and 
non-financial	services	are	growing	
while	the	contribution	of	finance	to	
output	and	employment	shrinks.	

•	 Most	significantly,	services	growth	
seems	to	be	increasingly	focused	on	
exports.	The	UK	is	the	second	largest	
exporter of services in the world 
behind the US, and export-oriented 
service industries account for at least 
a third of our GDP2.	The	positive	
trade	balance	on	non-financial	
services has doubled as a share of 
GDP	over	the	recovery	and	the	UK	is	
now running a services trade surplus 
of	5%	of	GDP.	The	tradable	activities	
within the services industries are 
growing	more	strongly	than	non-
tradables, once allowance is made 
for	the	structural	fall	in	financial	
services	output	and	jobs.	

•	 There	is	no	reason	why	this	services-
led	UK	recovery	cannot	be	sustained,	
as long as the UK remains a competitive 
and attractive business location and 
macroeconomic	policy	successfully	
heads off financial imbalances  
and	counters	inflationary	threats.	 
A	dynamic	and	flexible	services	
sector	which	can	compete	effectively	
and grow export markets is an asset 
to	the	UK	economy.

Introduction
Since mid-2009, when UK growth 
resumed	after	the	financial	crisis,	
services industries have been the main 
engine	of	recovery.	The	growth	of	
services output accounts for the entire 
cumulative	rise	in	UK	GDP	of	5%	in	 
just	over	four	years	of	recovery	so	far.	 
The	services	sector	has	also	been	the	
main	engine	of	employment	growth	–	
resulting in the creation of around one 
million	extra	jobs	in	the	UK,	despite	
cutbacks in the public sector. 

In one sense this is not surprising.  
The	services	sector	dominates	the	UK	
economy,	accounting	for	around	four- 
fifths	of	output	and	jobs.	But	coming	out	
of	the	financial	crisis,	senior	UK	policy-
makers appeared to be looking for a 
rebalancing	away	from	the	services	
sector,	with	manufacturing	industry	
taking	the	lead	in	the	recovery.	

That	has	not	happened	–	as	Figure	3.1	
shows. While the output of the services 
sector	has	now	passed	its	early	2008	
peak, manufacturing production is still 
nearly	10%	down	on	its	pre-crisis	level.	
The	share	of	manufacturing	in	UK	
national output has fallen further since 
the	financial	crisis	and	was	just	10.1%	 
of	GDP	in	2012	–	compared	with	around	
20%	in	1990	and	over	30%	in	1970.	 
By	contrast,	as	Figure	3.2	shows,	the	
total contribution of services to the 
value-added	of	the	UK	economy	has	
risen	from	around	55%	in	1970	to	 
nearly	80%	in	2012.

Figure 3.1: Services are driving the UK recovery 

Source: ONS
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1	 This	article	was	written	by	Andrew	Sentance,	PwC’s	Senior	Economic	Adviser,	and	Barret	Kupelian. 
2	 Although	not	all	of	the	output	of	these	services	industries	is	exported.
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The	fact	that	the	services	sector	covers	
such	a	large	part	of	the	economy	means	
that it encompasses a wide range of 
activities	–	from	financial	services	to	
retailing, and from hotels and catering 
to	health	care.	As	a	result,	the	overall	
trend in the services sector can conceal 
very	big	differences	in	performance	
across	individual	components.	This	has	
indeed	been	the	case	recently,	as	the	
analysis	below	will	show.	

The	diversity	of	the	UK’s	services	sector	
also	means	that	popular	stereotypes	 
can be misleading. For example, the 
financial	services	industry	is	one	of	the	
more prominent parts of the UK services 
sector and has attracted a great deal of 
attention	following	the	2008/9	crisis.	
Yet	it	currently	accounts	for	just	10%	of	
total UK services output and less than 
5%	of	jobs.	Retailing	and	wholesaling,	
transport and communications, business 
and administrative support services, 
health, social care and education are the 
big battalions when it comes to the UK 
services	sector	–	together	accounting	 
for	60%	of	services	output	and	nearly	
three-quarters	of	all	service	sector	jobs.

So which are the industries within the 
services sector that have been driving 
the	current	recovery?	And	how	
sustainable	is	a	services-led	recovery	in	
the	UK	likely	to	be?	This	article	aims	to	
shed light on these questions. Section 
3.1	looks	at	output	and	employment	
trends	over	the	four	years	of	the	UK	
recovery	so	far	and	highlights	the	very	
varied experience of different parts of 
the services sector. Section 3.2 discusses 
how far these trends suggest that the UK 

economy	is	indeed	rebalancing	-	despite	
the	lack	of	the	significant	shift	towards	
manufacturing	which	policy-makers	had	
hoped	for.	Finally,	Section	3.3	considers	
the	sustainability	of	a	services-led	
recovery	in	the	UK	economy	and	its	
implications for economic growth more 
generally	over	the	medium	term.

Figure 3.2: Long-term shift towards services in the UK    

Source: ONS
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Figure 3.3: Growth in UK services output since 2009

Source: ONS
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3	 		There	are	two	different	sources	of	employment	data	in	the	UK	–	Workforce	Jobs	(WfJ)	which	is	an	employer-based	survey	and	the	Labour	Force	Survey	(LFS)	which	is	
employee-based.	WfJ	–	which	also	includes	second	jobs	–	shows	slightly	stronger	employment	growth	than	LFS:	4.3%	vs	4.0%	since	Q2	2009.

4	 	Social	care,	however,	which	is	largely	funded	from	local	authority	budgets,	has	been	much	harder	hit	by	public	spending	cuts	since	2010.
5		 The	data	used	in	Figure	3.4	is	the	Workforce	Jobs	measure	of	employment,	which	is	generally	regarded	as	a	more	reliable	guide	to	sectoral	employment	trends	 
by	the	Office	for	National	Statistics.

3.1 – UK services output 
and employment over  
the recovery
After	the	recession	precipitated	by	the	
global	financial	crisis,	the	recovery	in	
the	UK	economy	began		in	the	second	
half	of	2009.	Though	the	pace	of	recovery	
has been slow, it now appears to be 
gathering	pace.	GDP	has	risen	by	around	
5%	since	the	second	quarter	of	2009	and,	
excluding the dampening impact of 
North	Sea	oil,	economic	activity	is	now	
around	6.2%	up	on	its	Q2	2009	trough.	
Services sector output has risen more 
rapidly	than	the	economy	as	a	whole,	
increasing	by	6.3%	since	Q2	2009.	
Strengthening	services	activity	has	 
also led the recent acceleration of UK 
economic	growth	since	early	2013.

The	first	preliminary	estimate	of	GDP	
for	the	third	quarter	of	2013	has	only	
just	been	released,	and	a	full	breakdown	
between different segments of the services 
sector	is	not	yet	available.	So	in	the	
analysis	which	follows	we	will	focus	on	
the	first	four	years	of	growth	–	between	
Q2	2009	and	Q2	2013.	Over	this	period,	
services	sector	output	rose	by	5.6%	 
and	employment	rose	by	around	4%.3  

Figure 3.4: Employment in UK services since 2009

Source: ONS Workforce Jobs Survey

-15

-10

-5

0

5

10

15

20

25

%
 in

cr
ea

se
 in

 n
um

be
rs

 e
m

pl
oy

ed

Real
estate

Professional,
business

and support

Health & 
Social services

Transport &
communications

Hotels &
catering

Education Other
sevices

Wholesale &
retail trade

Finance &
insurance

Public
administration,

defence etc

But	these	aggregate	figures	conceal	very	
significant	disparities	between	different	
industries within the services sector.

Figure 3.3 shows how cumulative 
growth of output has varied across ten 
categories within the services sector 
since	mid-2009.	The	disparity	in	the	
performances of different services 
industries is striking. Professional, 
business and support services show the 
strongest growth, with output up over 
20%	in	four	years	–	an	average	growth	
rate	of	nearly	5%	per	annum,	three-and-
a-half times the average increase for  
the services sector as a whole over this 
period.	At	the	other	end	of	the	spectrum	
are two parts of the services sector 
facing	a	big	structural	adjustment:	
public administration and related 
activities;	and	financial	services.	In	both	
cases,	output	has	fallen	by	nearly	10%.	
However,	not	all	parts	of	the	services	
sector	which	depend	heavily	on	the	
public sector have shown the same 
trend.	Health	and	social	services	has	
recorded	a	rise	in	output	of	over	10%	 
in	the	past	four	years	-	the	second	
strongest	growing	services	activity.	 
This	picture	of	strong	growth	despite	
the	squeeze	on	public	spending	reflects	

the	government’s	policy	of	seeking	to	
protect	the	National	Health	Service4 
from the cuts in other areas of 
departmental expenditure.

In the middle of the pack are a set of 
services industries which have grown at 
a rate close to the average for the sector 
as	a	whole.	This	includes	activities	
which depend on the demand from 
consumers	and	businesses	–	retail	and	
wholesale trade, hotels and catering, 
transport and communication and other 
services	(which	are	mainly	miscellaneous	
consumer services).

Figure	3.4	shows	a	comparable	 
analysis	based	on	employment	trends.5  
A	very	similar	picture	emerges	–	with	
professional, business and support 
services as well as health and social 
services showing strong growth. 
Meanwhile,	public	administration	and	
financial	services	are	the	two	areas	
seeing	significant	falls	in	employment.	
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The	only	unusual	feature	of	the	
employment	picture	is	the	strong	
growth	in	employment	in	“real	estate”	
–	property-related	activities	including	
estate	agents.	The	bulk	of	this	increase	
has	taken	place	since	early	2012	and	 
can be linked to other indicators of  
an	improving	housing	market	–	rising	
mortgage lending, more housing 
transactions and an upward trend in 
house	prices.	However,	it	is	important	 
to set this in context, as the number of 
employees	engaged	in	these	property-
related	activities	is	still	just	2%	of	total	
employment.	So	while	the	proportionate	
increase	is	large,	this	sector	only	
accounts	for	an	increase	of	78,000	jobs	
since	2009	-	7%	of	services	sector	
employment	growth	over	the	recovery.	

As	Figure	2.3	in	the	previous	section	
made clear, other larger sectors with 
stronger output growth have made a 
much bigger contribution to the rise in 
employment	over	the	recovery.	Indeed,	
the two parts of the services sector 
showing the strongest output growth - 
professional, business and support 
services and health and social services 
-	account	for	around	80%	of	the	total	
services	jobs	growth	we	have	seen	 
since the second quarter of 2009.

3.2 – Rebalancing within 
the services sector
This	analysis	shows	that	there	have	been	
significant	shifts	taking	place	in	the	
relative importance of different areas  
of	activity	within	the	services	sector	
over	the	course	of	the	recovery.	As	we	
have	already	observed,	this	is	not	the	
rebalancing towards manufacturing 
which	policy-makers	had	been	looking	
for. But in a number of other respects, 
the changes within the services sector 
have started to help correct some of the 
imbalances	in	the	UK	economy	that	had	
developed during the period of growth 
before	the	financial	crisis.

First of all, one of the arguments made 
for	rebalancing	the	UK	economy	was	
that it had become over-dependent  
on	financial	services.	As	recently	as	
2000,	financial	services	and	insurance	
accounted	for	less	than	6%	of	total	UK	
value-added,	but	by	2009	–	less	than	a	
decade	later	–	this	share	had	risen	to	
10.7%.	Falling	output,	employment	and	
profits	in	the	financial	services	sector	
has seen its share of total UK value 
added	fall	back	to	below	8%	in	2012.	 
So	the	UK	economy	has	rebalanced	away	
from	financial	services	towards	non-
financial	activities	–	and	the	shift	in	 
this direction over the course of the 
recovery,	of	nearly	3%	of	GDP,	has	 
been substantial.

A	second	area	of	imbalance	in	the	UK	
economy	which	was	exposed	by	the	
financial	crisis	has	been	the	large	deficit	
in	the	public	finances,	which	reached	 
a	peak	of	11.2%	of	GDP	in	2009/10	 
and	is	projected	to	fall	to	7.5%	of	 
GDP (excluding special items6) in  
the	current	financial	year,	2013/14.	 
This	reduction	in	public	borrowing	has	
been	partly	achieved	by	a	squeeze	 
on	departmental	and	local	authority	
budgets,	which	is	reflected	in	the	fall	in	
the	output	and	employment	generated	
by	public	administration	and	related	
activities as shown in Figures 3.3 and 
3.4	above.	The	total	reduction	in	public	
sector	employment	over	the	recovery	
–	adjusting	for	transfers	of	further	
education colleges to the private sector 
–	has	been	around	500,000,	1.7%	of	the	
total	UK	workforce.		Almost	all	of	these	
job	reductions	will	have	been	in	the	
services sector, which means that the 
private sector has created around 1.5 
million	service	sector	jobs	since	2009,	
an impressive achievement.

The	third	area	where	there	is	evidence	
of rebalancing within the services sector 
is a shift towards overseas demand  
as	a	key	driver	of	growth.	Before	the	
financial	crisis,	UK	economic	growth	
was	heavily	dependent	on	domestic	
demand with consumer spending 
growing	particularly	strongly	–	
increasing	by	3.7%	per	annum	in	the	
decade	1997-2007,	significantly	above	
its historical trend growth rate of 
2.5-3%.	Reflecting	this	strong	growth	 
of domestic demand, the UK balance of 
payments	position	deteriorated,	moving	
from broad balance on the current 
account	in	1997	to	a	deficit	of	over	 
3%	of	GDP	in	late	2006.

6		 The	items	excluded	are	the	refund	of	debt	interest	income	which	the	Bank	of	England	receives	as	a	result	of	its	holdings	of	government	bonds	and	the	financial	 
impact	of	the	transfer	of	the	Royal	Mail	pension	scheme	to	the	government.
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As	Figure	3.5	shows,	the	domestic	demand	
drivers of growth in the services sector 
have	been	relatively	weak	over	this	
recovery	period.	Household	consumer	
spending	has	risen	by	just	4%	in	the	four	
years	of	growth	since	the	spring	of	2009	
–	an	average	annual	growth	rate	of	just	
1%	(although	this	has	picked	up	more	
recently).	Government	consumption	
(excluding capital spending) has risen 
by	just	3%	in	real	terms.	The	other	main	
component of domestic demand, capital 
spending (not shown on the chart) has 
actually	fallen	by	over	4%	during	the	
recovery	period	–	though	this	is	not	an	
important driver of services sector growth. 

By	contrast,	the	volume	of	exports	of	
services	has	risen	by	over	8%	since	2009.	
The	growth	of	trade	in	goods	–	both	
imports	and	exports	–	is	also	a	potentially	
important driver for services sector 
activity,	through	its	impact	on	the	demand	
for transport, warehousing and other 
activities linked to the distribution value 
chain.	As	Figure	3.5	shows,	goods	trade	
volumes	have	increased	by	over	20%	in	
the	four	years	of	the	recovery	so	far.

The	UK	is	the	second	biggest	exporter	of	
services in the world behind the United 
States and services exports account  
for	over	12%	of	UK	GDP,	compared	to	 
an	average	of	less	than	6%	in	France,	
Germany	and	Italy	and	less	than	4%	in	
the	US.	Non-financial	business	services	
are	the	largest	single	category	of	UK	
exports,	making	up	30%	of	the	total,	
and	hence	export	growth	is	a	likely	
explanation for the strong growth in 
professional, business and support 
services	we	have	seen	over	the	recovery	
to date. Financial services account for 
just	under	a	quarter	of	total	UK	services	
exports with insurance adding a further 
8%.	Transport	and	travel	are	the	two	
other large categories of services 
exports,	making	up	nearly	a	quarter	 
of the total.

From	the	early	1970s	through	to	the	
early	2000s,	the	UK	ran	a	trade	surplus	
on	services	of	around	1-2%	of	GDP.	 
In the mid-2000s, this services surplus 
strengthened,	rising	to	4-5%	of	GDP,	
reflecting	improvements	in	the	trade	
balances on all the main exporting 
sectors	–	transport	and	travel,	finance	
and insurance, and business services. 
Since	the	financial	crisis,	however,	the	
surplus	on	financial	services	has	been	
declining while the trade contribution  
of other services has been improving.  

As	Figure	3.6	shows,	the	trade	surplus	in	
non-financial	services	has	doubled	as	a	
share	of	GDP	since	2008,	from	1.3%	to	
2.7%.	The	deterioration	in	the	financial	
services balance is consistent with the 
structural	adjustment	in	that	industry,	
which	is	also	reflected	in	declining	
financial	services	output	and	employment.	
But the improvement in trade performance 
for	non-financial	services	suggests	that	
overseas demand is making a strong 
contribution to overall services  
sector growth.

Figure 3.5: Demand drivers for UK services sector 

Source: ONS

Figure 3.6: UK trade surplus in services 

Source: ONS
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An	analysis	of	the	tradable	and	non-
tradable components of services sector 
output points to the same conclusion.  
If export markets are making a noticeable 
contribution to the growth of the services 
sector, we would expect that the more 
tradable activities which are able to 
draw	on	stronger	demand	overseas	–	
like business services, transport and 
communications,	education	–	would	be	
growing faster than non-tradables such 
as retailing, health, hotels and catering. 
That	is	exactly	what	Figure	3.7	shows	 
for	non-financial	services.	Over	the	four	
years	of	recovery	so	far,	tradable	services	
(excluding	finance)	have	grown	by	11.6%	 
- equivalent to an average annual growth 
rate	of	2.8%.	By	contrast,	the	output	of	
non-tradable services has risen at less than 
half	this	rate.	An	analysis	of	employment	
trends shows a similar picture.

In	summary,	therefore,	the	UK	economy	
is	rebalancing	–	but	not	in	the	way	in	
which	many	senior	UK	policy-makers	
expected, or at least hoped for, back in 
2009. Instead of manufacturing gaining 
relative to services, we are seeing 
significant	shifts	in	employment	and	
output within the services industries, 
alongside an improving trade balance 
for	non-financial	services.	Output	and	
employment	in	financial	services	and	
some parts of the public sector are in 
decline.	But,	outside	the	financial	sector,	
tradable services which are able to tap 
into overseas demand are performing 
more	strongly	than	non-tradable	activities	
dependent on domestic demand. 
Business and professional services seem 
to	be	benefiting	particularly	from	the	
ability	of	these	sectors	to	tap	into	the	
growth of overseas markets.

3.3 – Implications for  
the sustainability of the 
UK recovery
How sustainable is a services-led 
recovery in the UK economy? 
One of the arguments against an 
economy	too	reliant	on	services	is	that	 
it will not be able to generate enough 
overseas	income	to	pay	for	rising	
imports	as	the	economy	grows	and	
consumption	increases.	However,	as	 
we	have	argued,	the	UK	economy	has	 
a track record of export success in 
services	that	is	not	just	dependent	on	 
the	financial	sector.		Despite	the	decline	
in	overseas	earnings	from	finance,	 
the	UK	services	sector	is	currently	
contributing	a	surplus	of	around	5%	 
of	GDP	and	the	overall	deficit	on	goods	
and services has narrowed from around 
2.5-3%	of	GDP	before	the	financial	crisis	
to	around	1.5%	of	GDP	in	the	first	half	 
of	2013.	This	is	despite	the	fact	that	the	
UK	trade	deficit	on	goods	deteriorated	
significantly	since	the	late	1990s	
onwards	and	is	currently	running	 
at	around	6-7%	of	GDP.

Unfortunately,	a	fall-off	in	investment	
income	from	abroad	last	year	meant	
that,	despite	the	healthy	surplus	on	
services trade, the UK ran a current 
account	deficit	of	3.8%	of	GDP	in	2012	
- the fourth highest current account 
deficit	the	UK	has	recorded	since	the	
Second World War as a share of national 
output	(surpassed	only	in	1974	after	 
the	first	OPEC	oil	price	shock	and	at	the	
peak	of	the	Lawson	Boom	in	1988/9).	
However,	the	UK’s	balance	of	trade	 
in goods should improve as the euro 
area	economies	gradually	recover	over	
the	next	few	years,	helping	to	provide	
stronger demand for manufacturing 
exports	and	narrow	the	deficit	on	goods	
trade. Investment income from overseas 
should also recover as it starts to  
reflect	the	broader	recovery	in	the	 
global	economy.

Figure 3.7: Output of non-financial services 

Source: PwC calculations based on ONS data
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There	is	also	the	potential	for	further	
growth in the export of services.  
Some of the biggest contributors to  
UK overseas earnings in the services 
industries	-	business	and	financial	
services, travel and tourism, education 
and the creative industries (including 
design and media) - together account 
directly	for	around	a	third	of	UK	Gross	
Value	Added7.	This	is	more	than	three	
times the contribution to national 
output	from	manufacturing	industry	
and highlights the potential for the UK 
to take advantage of expanding trading 
opportunities	in	services.	The	prospect	
of further liberalisation of services trade 
within	the	European	Union	and	globally	
(notably	with	the	US)	should	help	the	
UK to realise more of its export potential 
in the services industries.

Another	concern	about	service	sector-
led growth is that it could be associated 
with	low	productivity	growth.	Since	1997,	
output	per	hour	has	increased	by	1.4%	
per annum on average in UK services, as 
compared	with	2.9%	in	manufacturing.	
However,	the	more	tradable	areas	 
of	services	–	including	business	and	
financial	services	-	have	tended	to	
achieve	high	productivity	levels	and	
faster growth rates. Just as in manu-
facturing in the past three decades, the 
UK	will	achieve	higher	productivity	
levels	and	stronger	productivity	growth	
if we succeed in developing higher 
value-added activities and attracting 
them	to	our	economy.

It is possible to envisage scenarios in 
which service sector-led growth leads  
to	new	imbalances	in	the	UK	economy.	
For	example,	if	the	current	recovery	 
in the housing market develops into a 
broader housing market bubble, perhaps 
exacerbated	by	the	government’s	Help	 
to	Buy	scheme.	Or	domestic	demand	
could	be	allowed	to	increase	too	rapidly,	
fuelling	a	1980s-style	inflationary	boom.	 
So to be sustainable, a services-led 
recovery	needs	to	be	accompanied	by	
sound macroeconomic management, 
and	that	is	likely	to	require	some	
normalisation	of	monetary	policy	in	 
the	years	ahead,	including	a	gradual	 
rise in interest rates later this decade  
(as discussed in Section 2 above).

Conclusion 
We should not see the dependence of the 
UK’s	economic	recovery	on	the	growth	
of services output as a source of economic 
weakness.	The	UK	economy	may	not	be	
rebalancing towards manufacturing,  
but there is a range of evidence that the 
successful industries within the services 
sector are tapping into the growth  
of overseas demand. Rebalancing  
is therefore taking place within the 
services sector, rather than between 
manufacturing	and	services.	As	long	as	
the UK remains an attractive location  
for	international	business	activity	and	
investment,	and	our	economy	is	run	on	
sound	fiscal	and	monetary	principles,	
there	is	no	reason	why	the	current	
services-led	recovery	should	not	continue	
and	gather	momentum	–	as	indeed	our	
latest	economic	projections	suggest	
should	happen	over	the	next	few	years.

“  The UK economy may 
not be rebalancing 
towards manufacturing,  
but there is a range  
of evidence that the 
successful industries 
within the services 
sector are tapping  
into the growth of 
overseas demand”

7	 In	2012,	professional	and	business	support	services	accounted	for	12%	of	UK	GVA,	finance	and	insurance	7.9%	and	education	6.4%.	Recent	studies	commissioned	by	the	
UK	government	put	the	direct	contribution	of	travel	and	tourism	to	the	UK	economy	at	4%	of	GDP	(9%	including	indirect	impacts)	with	creative	industries	adding	2.9%.
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4 – Consumer spending trends  
to 20301

Key points
•	 Total	consumer	spending	could	grow	
by	around	2%	per	annum	in	real	
terms on average to 2030, but this 
could	vary	from	around	zero	real	
growth for food, clothing and 
alcohol	&	tobacco	to	around	2.5-3%	
for housing and utilities, health  
and recreation and culture.

•	 Housing	and	utilities	now	account	 
for around a quarter of total household 
spending,	up	from	just	over	20%	
before	the	financial	crisis.	This	could	
rise	to	around	30%	by	2030	as	real	
utility	prices	continue	to	increase	
and the housing market picks up.

•	 Spending	on	financial	services,	
overseas	holidays	and	other	
discretionary	spending	has	been	
squeezed	since	the	crisis,	but	should	
show	some	recovery	in	the	longer	
term	as	the	economy	picks	up.

•	 Consumers will, however, remain 
more price-conscious as on-line 
retailers and high street discount 
stores continue to take an increasing 
share of the market even after the 
economy	recovers.

1	 This	article	was	written	by	Barret	Kupelian	and	John	Hawksworth.

Table 4.1: Historic trends in budget shares for major spending category (% of total spending)

Spending category Budget 
share  

in 1963 (%)

Budget 
share  

in 2007 (%)

Budget 
share  

in 2012 (%)

Change 
since 1963 

(pps)

Change 
since 2007 

(pps)

Alcohol and tobacco 8.4 3.5 3.6 -4.8 +0.1

Clothing 10.5 5.5 5.9 -4.6 +0.3

Communications 0.9 2.2 2.1 +1.2 -0.1

Education 0.5 1.4 1.5 +1.0 +0.1

Food 24.1 8.5 9.2 -14.9 +0.7

Furnishing 7.6 5.5 5.0 -2.7 -0.6

Health 1.0 1.7 1.6 +0.6 -0.1

Housing and utilities 13.5 21.0 26.0 +12.5 +4.9

Miscellaneous services 6.4 14.2 10.5 +4.1 -3.7

Recreation and culture 7.8 11.7 10.6 +2.8 -1.2

Restaurant 9.8 10.1 9.9 +0.1 -0.2

Transport 9.7 14.6 14.4 +4.7 -0.2

Total 100 100 100 0 0

Source: PwC analysis of ONS data

Introduction
Total consumer spending accounts for 
over 60% of UK GDP and is therefore 
critical from a macroeconomic 
perspective.
From a business perspective however,  
it	also	matters	greatly	what	proportion	
of total spending is allocated to particular 
categories like food, clothing, housing 
and utilities, transport and education.

Over a longer period of time, the mix  
of spending changes as consumer 
preferences, the relative prices of 
different goods and services, real incomes, 
technology	and	other	factors	(e.g.	
inequality,	taxes)	evolve	over	time.	
Businesses need to take these factors 
into account in their long term strategies. 

Section 2 above looked at the short  
term outlook for consumer spending.  
In this article we provide a longer term 
perspective of past and future prospects. 
The	discussion	is	organised	as	follows:

•	 Section	4.1	describes	and	discusses	
historical trends in consumer 
spending	patterns,	particularly	in	
the	period	since	the	financial	crisis;

•	 Section	4.2	uses	our	existing	
household consumer spending  
model	to	project	consumer	spending	
patterns to 2030;

•	 Section	4.3	looks	at	alternative	
scenarios for how consumer patterns 
may	evolve	between	now	and	2030;

•	 Section	4.4	draws	out	possible	
implications for business; and

•	 Section	4.5	summarises	 
and concludes.
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4.1 – Historical consumer 
spending trends
Long term trends (1963-2012)
The	National	Accounts	divide	consumer	
spending into 12 broad categories. 
Figure	4.1	shows	how	spending	across	
the main categories (referred to below 
as ‘budget shares’) has varied since 
1963,	which	is	the	first	year	for	which	
comparable data is available from the 
Office	for	National	Statistics	(ONS).	

Table	4.1	sets	out	this	information	in	
more detail and compares how the 
spending mix has changed over time.

The	most	notable	changes	since	1963	
are that: 

•	 Basic goods such as food, alcohol, 
clothing and furnishing saw a marked 
decline in their budget share.  
Most	dramatically,	food	declined	
from	24%	of	total	spending	in	1963	
to	less	than	10%	in	2012.	

•	 In contrast, the largest rises were 
recorded in the housing and utilities, 
transport and miscellaneous spending2 
categories.	Most	importantly,	2011	
marked	the	first	year	when	the	
spending share on housing and 
utilities	broke	the	25%	barrier.	

•	 Spending in other categories like 
recreation and culture, communication, 
education and health3 have not 
changed	materially	as	a	proportion	
of total spending.

Have	the	long	term	changes	in	the	
budget shares described above been 
reflected	in	the	trends	observed	in	 
the	period	since	the	financial	crisis?	 
To	answer	this	question,	we	have	
analysed	consumer	spending	trends	
since 2007 in more detail.

Trends since the financial crisis 
(2007-2012)
This	period	is	notable	for	two	reasons.	
First, it covers a period where the UK 
economy	experienced	its	sharpest	
post-war recession. Second, it is a period 
in	which	household	finances	have	come	
under	significant	pressure	with	price	
inflation	rates	outstripping	wage	growth	
(as discussed in Section 2 above) with 
an associated average decrease in real 
consumption	of	0.6%	per	annum	since	
2007.	So	our	analysis	offers	a	guide	to	
how households have behaved in a 
period of considerable stress. 

Table	4.1	shows	that:	

•	 The	share	of	spending	on	housing	
and	utilities	rose	from	21%	in	2007	
to	26%	in	2012.	This	reflects	sharp	
rises	in	real	rent	levels	and	utility	
bills,	which	has	squeezed	spending	
in	other	more	discretionary	areas.	

•	 The	main	impact	of	this	has	been	
reduced spending in the miscellaneous, 
recreation and culture and, furnishing 
categories.	Around	50%	of	the	
spending in the miscellaneous 
category	is	made	up	of	financial	 
and insurance services, which  
took a particular hit in the crisis  
as households reduced their debt 
position (e.g. on credit cards and 
other forms of unsecured loans). 

•	 The	share	of	spending	on	food	
increased	marginally	from	8.5%	in	
2007	to	9.2%	in	2012.	Although	this	
is a small change, it is worth noting 
that	2008	was	the	first	time	since	
1973 when the share of household 
spending on food has increased.  
This	reflects	rising	prices	of	food	 
in	that	year.	

Figure 4.1: Historical trends in budget shares for major spending categories
                    (% of total spending)  

Source: PwC analysis of ONS data
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The	main	theme	coming	out	from	the	
above	analysis	is	that,	given	the	squeeze	
on	available	spending	money	since	 
2007, households have re-allocated their 
spending	away	from	non-essential	items	
like recreation and culture, furnishing 
and other miscellaneous items towards 
essential items like housing, utilities  
and food.

In	analysing	changes	in	budget,	it	is	
useful to distinguish between the effect 
of relative price changes and the effect 
of growth in the volume of goods  
and services consumed, as shown  
in	Figure	4.2.

Figure	4.2	shows	that:

•	 There	has	been	a	strong	downward	
trend in the relative prices of clothing 
(cheap imports from the Far East and 
other low cost producers still seem  
to be a factor here), recreation and 
culture (cheaper books and 
magazines)	and	the	miscellaneous	
spending	category	(record	low	
interest rates and household 
deleveraging).

•	 The	relative	price	of	education	has	
risen	very	strongly	(more	than	4%	
per annum) in large part due to the 
sharp	rise	in	university	fees	for	
domestic students and also because 
of the continued robust demand  
for	high-quality	education	from	
international students who are 
willing	to	pay	a	premium	for	 
both private schools and leading 
universities.

•	 The	price	of	housing	and	utilities	has	
increased	at	around	3%	per	annum	
due to a mixture of rising rent levels 
and	higher	utility	bills	(electricity,	
gas and water).

•	 Alcohol	and	tobacco	as	well	as	food	
prices have also increased because of 
high	commodity	prices	on	international	
markets (although this effect is 
gradually	coming	to	an	end)	and,	in	
part, due to continued increases in 
excise duties on alcohol and tobacco. 

•	 The	relative	price	of	transport	has	
risen owing to a combination of 
higher petrol prices and above 
inflation	increases	in	train	fares.

Turning	to	volume	growth,	Figure	4.2	
shows that:

•	 Poor economic conditions coupled 
with the price rises mentioned, has 
led to some decrease in the demand 
for (paid for) education. On the other 
hand, the decrease in demand for 
formal	tertiary	education	may	go	
some	way	to	explain	the	resurgence	
in demand for apprenticeships and 
other forms of vocational training.  

•	 Volume growth for the miscellaneous 
category	is	down,	led	by	a	contraction	
of	demand	for	financial	services.	
This	pattern	is	in	line	with	the	
broader macroeconomic picture in 
which	households	have	been	paying	
down	their	debts,	thereby	reducing	
demand	for	financial	products.

•	 Volume growth for housing and 
utilities	increased	by	around	0.8%	
per	annum.	This	is	despite	an	
average	price	increase	of	around	3%	
per annum mentioned above, 
reflecting	the	limits	on	how	far	
consumption of these essential  
items can be reduced. 

Figure 4.2: Relative price and volume growth by spending category since 2007  

Source: ONS, PwC analysis
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•	 The	most	rapid	volume	growth	was	
seen	in	spending	on	clothing	(6.6%	
increase per annum) and recreation 
and	culture	(1.5%	per	annum),	both	
of which saw a decline in relative 
price levels.

•	 The	sharpest	contractions	in	volume	
growth (excluding the categories 
mentioned above) were seen in 
alcohol and tobacco, furnishing, 
transport, restaurant and food.  
All	but	one	of	these	categories	
(furnishing) saw a relative price 
increase, which helps to explain 
reduced volume demand together 
with	the	squeeze	from	rising	rent	
and	utility	bills.

Box	4.1	provides	a	more	detailed	
breakdown of which areas of household 
spending have grown or contracted  
most	markedly	since	2007.	

4.2 – Baseline projection 
for consumer spending 
patterns to 2030
In	the	March	2011	edition	of	UK	Economic	
Outlook4, we presented a household 
consumer spending model and used this 
to	project	patterns	to	2030.	The	key	
inputs to this model, which was based 
on	econometric	analysis	of	data	since	
1963,	were:

• Real income levels	(proxied	by	real	
consumer expenditure); 

• Relative price levels, which in turn 
were	driven	by	world	oil	prices,	
exchange rates and tax (indirect, 
excise	duty)	changes	and	a	time	
trend; and

• Other socioeconomic factors such 
as income distribution and the age 
structure of the population. 

We	used	our	model	to	project	consumer	
spending patterns to 2030 based on the 
latest	available	actual	data.	In	projecting	
relative price levels we made some 
additional	judgemental	assumptions	
where we considered that there have 
been	significant	structural	changes,	
which meant that the past was not an 
entirely	reliable	guide	to	the	future.	 
In particular, we assumed that:

• Real housing and utility prices will 
not	increase	as	quickly	in	the	future	
as their historical average rate  
(1.6%	compared	to	2.3%	per	annum	
trend rate), which was due to some 
exceptional	factors	that	seem	unlikely	
to continue to the same degree  
(e.g.	sharp	energy	price	rises	since	
the late 1990s). 

• Real food prices are assumed to  
rise	by	1.5%	per	annum,	reflecting	
increased demand from emerging 
economies; this is a reversal of the 
real food prices falls seen in previous 
decades, but is more representative 
of	recent	and	likely	future	trends	 
in our view.

Figure 4.3: Baseline projections for household budget shares in 2020 and 2030   

Source: ONS for 2012, PwC baseline model projections for 2020 and 2030.
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4	 “How	might	UK	consumer	spending	patterns	change	over	the	next	20	years?”	UK	Economic	Outlook,	March	2011.
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• Real transport costs are assumed to 
rise	at	a	trend	rate	of	around	1%	per	
annum	to	reflect	potential	higher	
prices associated with environmental 
factors (e.g. carbon taxes and other 
energy	taxes)	and	a	potential	
extension of congestion pricing. 

These	judgemental	adjustments	are	
open to debate, but give more plausible 
long-term	projections	for	the	affected	
categories than using a model derived 
purely	from	historical	data.	It	should	be	
also noted that we are focusing here  
on long term trends rather than short 
term	cyclical	variations	and	other	
temporary	fluctuations	in	household	
budget shares. 

Baseline projections 
Figure	4.3	shows	our	baseline	model	
projections	using	the	following	
additional assumptions:

•	 Total	real	consumption	expenditure	
grows	at	an	average	rate	of	2.1%	per	
annum, which is in line with the 
latest	official	estimates	of	the	Office	
for	Budget	Responsibility	(OBR).

•	 Income	inequality	remains	at	the	
latest estimated levels.

•	 The	relative	size	of	different	age	
groups evolves as in the latest ONS 
projections,	implying	a	steady	rise	in	
the proportion of people above the 
age	of	65.

Figure	4.3	shows	that	the	shares	of	
spending on food, alcohol and tobacco, 
and	clothing	are	projected	to	continue	 
to	decline	steadily	as	in	past	decades.	 
It	may	be	more	surprising	that	this	also	
applies to the share of spending on 
transport, although in fact this has 
already	been	on	a	declining	trend	 
since	the	late	1980s	as	shown	in	 
Figure	4.1	above.	

These	downward	trends	are	offset	by	
rising shares of spending on housing and 
utilities, recreation and culture and, 
miscellaneous services in particular. 
Again	this	represents	a	continuation	 
of long-term historic trends, although  
a reversal of recent ones in the case  
of	miscellaneous	spending	(financial	
services etc.) and recreation and 
culture,	which	have	been	squeezed	
during the recession but are expected  
to	recover	as	the	economy	revives	 
in	future	years.	Private	health	spending	 
is	also	boosted	by	real	income	growth	
and an ageing population.

4.3 Alternative scenarios 
We have developed two alternative 
scenarios to explore some of the 
uncertainties	that	inevitably	surround	
any	such	long	term	projections.	

The	first	‘optimistic scenario’ assumes:

•	 Stronger total real household 
expenditure	growth	(3%	per	annum).

•	 Declining	real	world	oil	prices	(by	
2%	per	annum	to	$69	per	barrel	in	
2030	at	today’s	dollar	values).

•	 Lower	indirect	taxes	(VAT	down	to	
15%	by	2030	due	to	stronger	growth	
boosting other tax revenues).

The	second	‘pessimistic scenario’ 
assumes:

•	 Weaker total real household expend-
iture	growth	(1%	per	annum).

•	 Rising	real	oil	prices	(by	2%	per	
annum	to	$141	per	barrel	in	2030	 
at	today’s	dollar	values).

•	 Higher	indirect	taxes	(VAT	up	to	
25%	by	2030	to	make	up	for	slower	
growth in other tax revenues).

The	results	are	summarised	in	Table	4.2	
in	terms	of	the	projected	budget	shares	
in 2030 in these alternative scenarios 
relative	to	our	baseline	projections.	
Average	annual	real	spending	growth	
rates in the period to 2030 in different 
scenarios	are	then	shown	in	Table	4.3.	
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Table 4.2: Household budget share projections for 2030 in alternative scenarios 

Spending category 2012 spending 
share

2030  
baseline 

projection

2030  
optimistic 
scenario

2030 
pessimistic 

scenario

Alcohol and tobacco 3.6% 2.6% 2.1% 2.5%

Clothing 5.9% 3.9% 3.8% 3.9%

Communications 2.1% 2.1% 2.1% 2.0%

Education 1.5% 1.5% 1.4% 1.4%

Food 9.2% 6.4% 5.4% 6.3%

Furnishing 5.0% 5.3% 5.8% 5.2%

Health 1.6% 1.7% 1.7% 1.7%

Housing and utilities 26.0% 30.0% 28.5% 29.8%

Miscellaneous services 10.5% 12.2% 13.0% 12.5%

Recreation and culture 10.6% 11.2% 11.8% 11.1%

Restaurant 9.9% 10.0% 10.4% 9.9%

Transport 14.4% 13.2% 14.0% 13.5%

Total spending 100% 100% 100% 100%

Source: ONS for 2012, PwC model scenarios for 2030

Table 4.3: Average annual real growth rates by household spending category  
                  in alternative scenarios (% pa: 2013-30) 

Category Baseline projection Optimistic scenario Pessimistic scenario

Alcohol and tobacco 0.2% 0.0% -1.0%

Clothing -0.2% 0.6% -1.2%

Communications 2.0% 3.1% 0.8%

Education 2.0% 2.7% 0.8%

Food 0.1% 0.0% -1.0%

Furnishing 2.4% 3.8% 1.3%

Health 2.5% 3.3% 1.3%

Housing and utilities 2.9% 3.5% 1.7%

Miscellaneous services 3.0% 4.2% 2.0%

Recreation and culture 2.4% 3.6% 1.3%

Restaurant 2.2% 3.3% 1.0%

Transport 1.6% 2.9% 0.7%

Overall 2.1% 3.0% 1.0%

Source: ONS for 2012, PwC model scenarios for 2013-2030 average growth rates

The	results	in	Tables	4.2	and	4.3	show	
that	there	could	be	significant	variations	
in spending shares and growth rates 
depending on the macroeconomic 
assumptions adopted, although effects 
vary	by	category.	Those	spending	
categories that are less responsive to 
changes in income, such as food, alcohol 
and tobacco, and housing and utilities, 
have	projected	real	growth	rates	that	
tend	to	vary	less	across	different	scenarios.	
The	opposite	is	true	for	categories	such	
as transport, recreation and culture,  
and restaurants where demand is more 
sensitive to income changes.

On the other hand, some broad trends 
remain robust across all scenarios e.g. 
the shift in spending from food, alcohol 
and tobacco towards housing and 
utilities,	as	well	as	health	(partly	driven	
by	a	greater	number	of	people	in	the	
65+	age	bracket).

4.4 – Implications for 
business5

As	discussed	above,	challenging	
economic conditions have changed 
consumer spending patterns and habits. 
The	most	notable	change	is	that	
households are now spending a greater 
proportion of their budget share on 
essentials like food and household 
goods.	As	a	result,	consumers	have	
become more sensitive to the prices  
of essential items and are focused on 
reducing wasteful spending.6 In contrast 
to the pre-crisis decades, a cultural 
threshold seems to have been crossed  
- a consumer who looks out for low cost 
deals	and	reduces	waste	(particularly	
but	not	only	for	essential	items)	is	now	
considered ‘smart’.

5	 We	are	very	grateful	to	Lisa	Hooker,	David	Oliver	and	Matthew	Tod	for	their	helpful	insights	on	changing	trends	in	the	retail	and	consumer	sector,	 
which we draw upon in this part of the article.

6	 As	recognised,	for	example,	by	Tesco	in	its	recent	report	‘Using	our	scale	for	good’	(2013/14	half	year	update).
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The emergence of the ‘smart’ consumer 
has affected how businesses compete  
in the marketplace. For example: 

•	 Hard	discounters	(e.g.	Aldi,	Lidl	etc.)	
have	flourished	on	the	back	of	
demand for their low-cost but 
reasonable	quality	products;	for	the	
first	time,	some	of	these	‘discounters’	
have increased their market share 
above	10%;		

•	 High	street	discounters	(e.g.	
Poundland,	99p	stores	and	Home	
Bargains) have increased their 
presence	in	secondary	locations	
(areas close to the high street that 
have	high	footfall).	They	have	been	
particularly	successful	in	responding	
to demand for high-volume, low- 
cost	products	such	as	everyday	
consumables (shampoos, detergent, 
cleaning materials etc.);

•	 Specialised	charity	shops	have	
flourished	on	the	high	street	and	are	
now	considered	as	a	good	way	of	
getting a bargain on a wide range of 
second hand goods (ranging from 
clothes to books);

•	 The	larger	out-of-town	supermarkets	
have	responded	to	these	trends	by	
expanding the breadth of their 
in-house low cost products.

During the same period, we have also 
seen a gradual increase in the role  
of the internet in retail transactions 
(including online trading sites such  
as	eBay).	The	latest	official	data	from	 
the ONS shows that:

•	 Internet transactions now make up 
around	10%	of	total	retail	sales,	 
up	from	just	3%	in	2007.		

•	 One in ten pounds that is spent  
on clothing and footwear is now 
through online sales, compared  
to	around	6%	in	2010;	

•	 Some other sectors, however, still 
have	a	long	way	to	go	e.g.	only	
around	3%	of	food	sales	are	through	
online channels (fast and reliable 
home	delivery	remains	a	potential	
barrier here, although some 
customers	may	be	happy	to	order	
online	and	pick	up	their	grocery	
purchases in store later).

This	gradual	shift	in	demand	from	
traditional high street to digital channels 
has had a number of important 
implications for businesses:

• Revenue:	A	shift	to	digital	has	not	
necessarily	translated	to	extra	demand	
via higher revenues, but businesses 
have been able to protect their revenue 
(rather than losing out to online 
competitors)	by	setting	up	multi-
channel distribution networks; 

• Expenses have, however, increased 
as the shift from a ‘single-channel’  
to a ‘multi-channel’ distribution 
framework has meant more spending 
on setting up and maintaining an 
e-commerce infrastructure; this 
creates	the	need	for	a	strategy	that	
better integrates digital and traditional 
channels into a single framework; 
and

• Competition	has	intensified	as	it	has	
become easier to compare prices for 
similar products. In the medium term, 
this could lead to some downward 
pressure	on	prices	(and	consequently	
profit	margins)	as	comparison	
websites become more popular 
across an ever wider set of products.

• Strategy: Retailers have to be much 
clearer on their proposition and 
targeting.	The	success	that	high	
street discounters have experienced, 
even	five	years	after	the	financial	
crisis,	highlights	the	benefits	of	
implementing	a	transparent	strategy.	
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7	 This	latter	point	is	discussed	further	on	our	Total	Retail	website.	http://www.pwc.co.uk/retail-consumer/total-retail/move-from-multi-channel.jhtml	

The emergence of ‘smart’ consumers 
along with the simultaneous shift to 
online sales means that businesses 
are under increased scrutiny, both 
on pricing and on wider issues such 
as environmental impact and working 
conditions in overseas suppliers.

Businesses need to take long term  
trends into account when planning 
ahead.	The	key	questions	for	companies	
operating in retail and consumer 
markets would include:

•	 How	well	do	you	understand	the	
sensitivity	of	demand	in	your	markets	
to relative price, income movements 
and	internet	penetration?

•	 How	might	factors	such	as	an	ageing	
population affect demand patterns  
in	your	markets	in	the	future?

•	 Do	you	have	models	that	allow	you	
to capture these effects in a rigorous 
way	and	project	forward	demand	 
in alternative macroeconomic 
scenarios?

•	 Do	you	have	not	just	a	digital	
strategy,	but	a	business	strategy	 
for	the	digital	age?7

4.5 Summary and 
conclusions
The	period	since	2007	has	been	a	stressful	
time for UK households with negative 
real consumer spending growth and 
price	pressures	mounting.	Households	
have had to make tough choices as:

•	 housing and utilities have taken up 
an ever greater proportion of total 
budgets; and

•	 food prices have risen, which is a 
reversal of historical trends.

As	growth	resumes	and	consumption	
starts	to	pick	up	over	the	next	few	years,	
we expect that: 

•	 Total	consumer	spending	might	grow	
by	around	2%	per	annum	in	real	
terms on average to 2030, but this 
could	vary	from	around	zero	real	
growth for food, clothing and alcohol 
&	tobacco	to	around	2.5-3%	for	
housing and utilities, health, and 
recreation and culture.

•	 Housing	and	utilities	now	account	 
for around a quarter of total spending, 
up	from	just	over	20%	before	the	
financial	crisis,	and	this	could	rise	to	
around	30%	by	2030	as	real	utility	
prices continue to increase and the 
housing market picks up.

•	 Spending	on	financial	services,	
overseas	holidays	and	other	
discretionary	spending	has	been	
squeezed	since	the	crisis,	but	should	
show	some	recovery	in	the	longer	
term	as	the	economy	picks	up.

•	 Consumers will, however, remain more 
price-conscious as on-line retailers 
and discount stores continue to take 
an increasing share of the market 
even	after	the	economy	recovers.

“ Housing and utilities 
spending share could 
rise to around 30%  
by 2030 as real utility 
prices continue to 
increase and the housing 
market picks up ” 



Box 4.1  
Top	and	Bottom	10	movers	in	household	
spending shares since 2007 

The analysis in the main text focuses 
on the trends across the 12 spending 
categories specified by the ONS. 
However, this might hide big swings 
within these categories.

To	address	this	issue,	we	have	looked	at	
the top and bottom 10 changes in the 
sub-categories that make up the 12 
categories. We have used data from the 
ONS covering the 2007-2012 period. We 
have also taken into account the 
spending patterns of UK consumers 
abroad	and	of	visitors	to	the	UK.	Table	
4.4	shows	the	top	10	and	bottom	10	
changes	in	budget	shares	by	spending	
sub-categories since 2007.

Table	4.4	shows	that:		

•	 Food, rent, utilities and clothing are 
the	main	upward	movers.	This	is	in	
line	with	the	broad	trends	identified	
in	our	discussion	in	Section	4.1.

•	 The	rising	budget	share	of	the	personal	
effects	sub-category	is	in	contrast	to	
the	3.7pp	decrease	observed	in	Table	
4.2	for	the	overall	miscellaneous	
category	into	which	it	falls.	Some	of	
the items included under ‘personal 
effects’	relates	to	prams,	cots,	baby	
car	seats	and	baby	carriers.	The	rise	
in the UK birth rate since the turn  
of	the	century	may	help	to	explain	
this upward trend.

•	 The	dramatic	decline	in	the	budget	
share	of	the	financial	and	insurance	
services	sub-sector	goes	a	long	way	
to explain the decrease in the 
miscellaneous budget share 
identified	in	Table	4.2.

•	 The	spending	share	for	audio-visual,	
photo and information processing 
partly	explains	the	reduction	in	the	
recreation and culture budget share 
of	1.2pps	since	2007.	However,	this	
trend has more to do with consumers 
benefitting	from	cheaper	electronics	
from the Far East (the relative  
price of recreation and culture has 
decreased	by	4%	per	annum	since	
2007) than with lower volumes of 
consumption.	Also,	complementary	
goods	(e.g.	Netflix,	Lovefilm)	have	
enhanced the capabilities of existing 
audio-visual equipment. 

•	 The	budget	share	of	newspapers,	
books	and	stationary	has	decreased.	
This	has	to	do	with	the	downward	
price pressure that online retailers 
have exerted and also because of the 
rise of e-readers that have made the 
distribution of products like e-books 
and	e-magazines	possible.	

Table 4.4: Top 10 increases and decreases in budget shares by spending  
                  sub-category (2007-12) 

Spending sub-category Increasing 
shares (pps)

Spending sub-category Decreasing  
shares (pps)

Rent +4.5 Financial services -2.7

Food +0.7 Insurance -0.8

Electricity, gas and other fuel +0.5 Tourism spending abroad -0.7

Clothing +0.3 Audio-visual, photo and 
information processing

-0.6

Personal effects +0.2 Newspapers, books and 
stationery

-0.4

Operation of personal transport 
equipment

+0.2 Furniture and flooring -0.3

Recreational and cultural 
services

+0.1 Vehicle purchases -0.3

Accommodation services +0.1 Other recreational goods -0.3

Tobacco +0.1 Catering services -0.3

Water supply and miscellaneous 
services

+0.1 Social protection -0.1

Source: PwC analysis of ONS data (pps = percentage points of total spending)
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•	 Finally,	spending	by	British	tourists	
abroad has also declined, making up 
a smaller proportion of total household 
spending.	This	makes	sense	looking	
at	the	broader	trends	in	the	industry,	
which show that UK visits abroad 
have	declined	to	56	million	in	2012	
from almost 70 million in 2007.  
This	may	in	part	be	due	to	a	weaker	
pound,	which	lost	over	20%	of	its	
value in the same period. 
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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.	The	Eurozone	
as a whole still shows negative growth  
on average in 2013, but with the outlook 
improving	in	2014,	led	by	Germany.	 
US	growth	should	also	pick	up	next	year.	
World economic growth will continue  
to	be	led	by	the	emerging	economies	
although	many	of	these	have	slowed	 
down	recently.	These	projections	are	now	
updated	monthly	in	our	Global	Economy	
Watch publication, which can be found at  
http://www.pwc.co.uk/economic-
services/global-economy-watch/
gew-projections.jhtml.

Table A.1: Global economic prospects

GDP-weighted averages Share of World  
GDP

GDP growth  
(%)

Consumer price 
inflation (%)

(2012 at MERs) 2013p 2014p 2013p 2014p

World (PPP weights)  2.8 3.5   

World (market rates) 100.0% 2.2 3.0 4.6 5.1 

Eurozone (market rates) 18.8% -0.5 0.9 1.4 1.6 

Country

United States 21.7% 1.6 2.7 1.4 1.8 

Canada 2.5% 1.5 2.2 1.0 1.5 

Germany 5.1% 0.5 1.5 1.6 1.8 

France 4.0% 0.1 0.8 1.1 1.6 

United Kingdom 3.5% 1.4 2.4 2.7 2.4 

Italy 3.2% -1.8 0.3 1.2 1.5 

Spain 2.1% -1.1 0.7 1.6 1.2 

Netherlands 1.2% -1.3 0.4 2.9 2.2 

Greece 0.4% -3.8 0.2 -0.3 0.0 

Ireland 0.3% 0.2 2.4 0.8 1.3 

Portugal 0.3% -1.7 1.0 0.8 1.2 

China 10.5% 7.6 7.5 2.8 3.0 

Japan 8.4% 1.8 1.7 0.3 1.6 

India 2.4% 4.5 5.5 6.5 7.5 

Australia 2.1% 2.5 2.7 2.1 2.5 

South Korea 1.6% 2.6 3.2 1.7 2.5 

Indonesia 1.2% 5.6 5.8 7.3 6.5 

Saudi Arabia 0.8% 4.4 4.2 4.0 4.6 

Russia 2.7% 1.9 3.1 6.6 5.9 

Turkey 1.1% 3.6 3.8 7.4 6.4 

Poland 0.7% 1.1 2.3 1.3 2.2 

Brazil 3.6% 2.2 2.7 6.1 5.5 

Mexico 1.7% 1.9 2.9 3.8 3.8 

Argentina 0.6% 2.9 2.5 10.6 11.3 

South Africa 0.6% 2.1 3.5 5.7 5.7 

Source: Latest PwC main scenario for 2013-14; IMF for GDP shares in 2012 at market exchange rates (MERs).
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Appendix B  
UK	economic	trends:	1979	–	2012

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 2.8 5.0 -0.2 13.7 -0.5 4.7

1980 -2.0 0.1 -8.6 16.6 0.8 4.3

1981 -1.3 0.0 -6.1 13.9 1.9 3.4

1982 2.2 1.2 -0.1 12.2 0.8 2.6

1983 3.8 4.6 2.1 10.1 0.4 3.4

1984 2.9 2.8 3.7 10.0 -0.4 3.7

1985 3.9 4.3 2.9 12.2 -0.2 2.8

1986 4.3 7.1 1.4 10.9 -0.9 2.2

1987 5.2 6.2 4.8 9.7 -1.6 1.5

1988 5.6 8.4 7.3 10.4 -3.9 -0.8

1989 2.6 3.9 4 5.2 13.9 -4.6 -0.8

1990 1.8 2.4 -0.1 7.0 14.8 -3.5 0.7

1991 -1.3 -2.2 -4.9 7.4 11.5 -1.4 3

1992 1.3 1.6 -0.1 4.3 9.6 -1.7 6.5

1993 3.5 4.1 1.4 2.5 5.9 -1.4 7.8

1994 5.0 3.4 4.9 2.1 5.5 -0.5 6.6

1995 3.5 2.1 1.5 2.6 6.7 -0.7 5.3

1996 3.5 5.0 1.2 2.4 6.0 -0.6 3.7

1997 4.4 4.9 1.9 1.8 6.8 -0.1 1.9

1998 3.6 4.1 0.6 1.6 7.3 -0.4 -0.1

1999 2.9 5.2 0.5 1.3 5.4 -2.7 -1.3

2000 4.4 5.5 2.2 0.9 6.1 -2.9 -1.7

2001 2.2 3.8 -1.7 1.2 5.0 -2.3 -0.8

2002 2.3 4.0 -2.4 1.3 4.0 -2.1 1.8

2003 3.9 3.8 -0.5 1.4 3.7 -1.7 3

2004 3.2 3.2 1.9 1.3 4.6 -2 3.2

2005 3.2 2.9 -0.2 2.0 4.7 -1.8 3.4

2006 2.8 1.8 1.8 2.3 4.8 -2.8 2.5

2007 3.4 2.8 0.8 2.3 6.0 -2.2 2.6

2008 -0.8 -0.9 -2.7 3.6 5.5 -0.9 4.8

2009 -5.2 -3.6 -10.2 2.1 1.2 -1.4 11.0

2010 1.7 1.0 4.2 3.3 0.7 -2.7 9.9

2011 1.1 -0.5 1.8 4.5 0.9 -1.5 7.7

2012 0.1 1.2 -1.7 2.8 0.8 -3.8 7.8

Average over economic cycles***

1979 – 1989 2.7 4.0 1.0 7.9 12.2 -0.7 2.5

1989 – 2000 2.9 3.3 1.1 3.3 8.3 -1.7 2.6

2000 – 2007 3.2 3.5 0.2 1.6 4.8 -2.2 1.8

* Pre-1997 data estimated ** Public Sector Net Borrowing (calendar years)   *** Peak-to-peak for GDP relative to trend 
Source: ONS, Bank of England
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