
www.pwc.co.uk/economics

UK Economic  
Outlook

March 2014

Living standards – is the Big Squeeze 
nearly over?

Reshoring – a new direction for the 
UK economy?



Contents

 Highlights and key messages 03

1 Summary 04

2 UK economic prospects 07

 2.1 Recent developments and the current situation 07

 2.2 Economic growth prospects: national, sectoral and regional 10

	 2.3	Outlook	for	inflation	 13

	 2.4	Monetary	and	fiscal	policy	options	 14

 2.5 Summary and conclusions 15

3 Living standards - is the Big Squeeze nearly over? 16

 3.1 Recent trends in real wages and household incomes 17

	 3.2	Inflation	by	income	group	 18

 3.3 Differential fuel poverty rates across the UK regions 21

 3.4 Future prospects for real incomes 21

	 3.5	Policy	options	for	the	Budget	and	beyond	 23

 3.6 Summary and conclusions 24

4 Reshoring - a new direction for the UK economy? 25

 4.1 Rationale for and past trends in offshoring from the UK  25

 4.2 Potential rationale for reshoring  27

	 4.3	Potential	scale	of	reshoring	back	to	the	UK		 31

 4.4 Summary and conclusions 33

 Box 4.1: UK textiles - returning to its roots? 30

Appendices 

	 A	 Outlook	for	the	global	economy	 34	

 B UK economic trends: 1979-2013 35

Contacts and Services 36



Highlights and key messages 
for business and public policy

Figure 1.1: PwC main scenario for output growth by region 

Source: PwC main scenario estimates and projections

Key projections

2014 2015

Real GDP growth 2.6% 2.4%

Inflation (CPI) 1.8% 1.9%

Source: PwC main scenario projections

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

•	 In our main scenario we expect GDP 
growth	to	pick	up	from	1.8%	in	2013	
to	around	2.6%	in	2014,	before	easing	
slightly	to	2.4%	in	2015	as	consumer	
spending growth moderates. Risks  
to	growth	are	now	more	balanced,	
with	both	upside	and	downside	
possibilities.

•	 The services sector will remain the 
main	engine	of	UK	growth	for	both	
output and employment, as has  
been	the	case	for	the	last	four	years.	
However,	both	manufacturing	and	
construction are also now showing 
positive growth trends.

•	 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	at	or	just	below	target	in	
2014-15. We expect the MPC to keep 
interest rates on hold in the short 
term,	but	then	to	increase	them	
gradually during the course of 2015 
and	beyond,	perhaps	returning	to	
around	4%	by	2020.	Businesses	
should start preparing for this 
upward trend now.

Real incomes set to rise gradually – 
but poorest households have been 
hardest hit

•	 Lower	inflation	will	contribute	to	an	
expected gradual recovery in real 
incomes over the rest of this decade. 
But	real	incomes	are	still	around	7%	
below	peak	levels	now	and	might	not	
regain these previous peaks until 
between	2018	and	2020,	depending	
on the precise measure used.

•	 Our analysis also highlights the fact 
that higher food and energy prices 
have hit poorer households relatively 
hard over the past decade. We estimate 
that those in the lowest income decile 
have seen cumulative consumer price 
inflation	of	40%	since	2003,	as	compared	
to	32%	for	the	richest	households.

•	 We do not expect to see any major 
shift	in	fiscal	policy	in	the	Budget,	
but	any	new	measures	are	likely	to	
be	targeted	on	helping	low	to	middle	
earners. A rise in the employee 
national	insurance	contribution	
threshold	would	be	one	attractive	
option for the Chancellor to consider.

Reshoring could bring around 
100-200,000 jobs back to UK  
by mid-2020s

•	 Although	this	is	subject	to	many	
uncertainties, we estimate that 
reshoring could have the potential to 
generate around 100-200,000 extra 
UK	jobs	over	the	next	decade	in	
sectors from textiles and advanced 
manufacturing	to	business	support	
services	and	R&D.	This	could	boost	
annual	GDP	by	around	0.4-0.8%	 
by	the	mid-2020s	(around	£6-12	
billion	at	today’s	values).

•	 The	trend	to	reshore	reflects	factors	
such as declining wage gaps with 
emerging markets like China, volatile 
transport costs, technological changes 
reducing	labour	intensity,	concerns	
about	the	quality	of	overseas	suppliers,	
and the need to respond more  
quickly	to	fast-changing	consumer	
preferences. Businesses should look 
afresh at their location choices in 
the light of these trends.
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1 – Summary

Recent developments
The	UK	economy	grew	by	0.7%	in	 
the	fourth	quarter	of	2013,	following	
growth	of	0.8%	in	the	third	quarter.	 
The recovery has now gathered real 
momentum after a couple of sluggish 
years in 2011 and 2012.

Growth	has	been	driven	primarily	by	
services	over	the	past	four	years,	but	the	
latest	data	from	both	business	surveys	
and	official	sources	indicate	that	
manufacturing and construction are 
also now on an upward trend. 

A calmer situation in the Eurozone  
has	supported	financial	markets	since	
autumn 2012, while the US economy 
still	seems	to	be	on	the	road	to	recovery	
despite some dip in activity in early 2014 
due to heavy snowfall. Emerging market 
performance	has	been	much	less	strong,	
however, with Chinese growth slowing 
(but	remaining	fast	in	absolute	terms)	
and more marked downturns in 
economies such as India, Brazil,  
South Africa, Turkey and Ukraine.

UK employment has continued to rise 
strongly, which has supported consumer 
spending growth despite persistent 
negative real earnings growth. Rising 
house prices have also supported 
consumer	confidence	and	spending.	
Business investment has also shown 
signs of recovery during 2013 according 
to recently revised data, although it 
remains	well	below	pre-crisis	levels.	
Public	spending	cuts	have	slowed	down	
over	the	past	year,	but	will	remain	a	
drag on growth for many years to come.

The	rate	of	consumer	price	inflation	
(CPI) has drifted down in recent months 
and	is	now	slightly	below	target,	largely	
due to a moderation in import price 
inflation	over	the	past	year.

Table 1.1: Summary of UK economic prospects

Indicator  
(% change on  
previous year)

OBR forecasts  
(December 2013)

Independent 
forecasts  
(February 2014)

PwC Main  
scenario 
(March 2014)

2014 2015 2014 2015 2014 2015

GDP 2.4 2.2 2.7 2.4 2.6 2.4

Consumer spending 1.9 1.7 2.6 2.4 2.4 2.1

CPI 2.3 2.1 2.1 2.1 1.8 1.9

Source: Office for Budget Responsibility (December 2013), HM Treasury survey of independent forecasts  
(average values in February 2014 survey) and PwC main scenario. 

Future prospects
As	shown	in	Table	1.1,	our	main	scenario	
is for UK GDP growth to average around 
2.6%	in	2014	and	around	2.4%	in	2015.	
This is similar to the latest consensus 
forecasts and slightly more optimistic 
than	the	OBR	was	in	December,	although	
these	official	growth	projections	may	
well	be	increased	somewhat	in	the	
March	2014	Budget	to	reflect	the	latest	
available	data.

Consumer spending growth is projected 
to	follow	a	broadly	similar	pattern	to	
GDP, with some moderation in 2015 as 
the	recent	fall	in	the	savings	ratio	bottoms	
out	and	spending	becomes	more	reliant	
on real income growth, which we expect 
to pick up only gradually as discussed 
further	below.	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 picked up 
recently	from	a	low	base	according	to	
both	latest	official	estimates	and	recent	
business	surveys.	We	expect	a	further	
acceleration in investment growth over 
the remainder of this year and into 
2015,	helped	by	a	continued	recovery	 
in	housebuilding	activity.

Net	exports	have	been	erratic	and	we	do	
not expect them to lead the recovery in 
2014-15, although a gradual upturn in 
the Eurozone should at least avoid them 
being	a	significant	drag	on	overall	UK	
GDP	growth.	This	should	be	associated	
with positive growth in manufacturing 
output in 2014-15 as well as strong 
growth in services exports.

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	for	the	last	few	years	
because,	although	there	are	still	
considerable	downside	risks	relating	to	
trends in the Eurozone and emerging 
markets,	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	fallen	faster	than	expected	
recently,	dropping	slightly	below	target	
in	January	2014	for	the	first	time	in	
more than four years, and we expect it 
to	remain	at	or	slightly	below	target	in	
2014-15	(see	Table	1.1).	There	could	still	
be	upside	risks	to	this	inflation	outlook	
in the longer term, however, if stronger 
global	growth	pushes	commodity	prices	
up again at some point, or if domestic 
wages start to recover without a 
corresponding rise in productivity.
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We do not expect any immediate rise in 
official	UK	interest	rates,	but	a	gradual	
upward	trend	seems	likely	to	begin	
during 2015 and persist through the rest 
of	the	decade,	perhaps	returning	official	
rates to a more normal level of around 
4%	by	2020.

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

Living standards – is the 
Big Squeeze nearly over?
The UK economic recovery has so far 
been	rich	in	jobs,	but	poor	in	productivity	
and wages. As discussed in detail in 
Section 3 of this report, real wages have 
declined	sharply	since	2008	and	are	
unlikely to return to their pre-crisis 
peaks until around 2020 (see Figure 
1.3).	This	reflects	a	number	of	factors,	
including falling productivity, the rise  
in VAT in January 2011 and rising 
import prices, although these effects  
are	now	starting	to	fade	as	inflation	
returns to target.

Real household incomes have also fallen 
back	sharply	since	2008,	particularly	 
on median measures. They are now 
beginning	to	recover,	helped	by	strong	
employment growth and continued real 
increases	in	the	state	pension,	but	they	
are	still		around	7%	below	pre-crisis	
peak levels. They are unlikely to  
return	to	previous	peaks	until	2018	 
(for average real incomes) or 2019  
(for median real incomes). Median 
incomes are projected to recover less 
quickly	than	average	incomes	in	part	
due	to	planned	benefit	cuts	that	will	
bear	down	more	on	lower	income	
working age households.

Figure 1.2: Alternative UK GDP growth scenarios

Source: ONS, PwC scenarios

Figure 1.3: Actual and projected trends in real earnings and household income levels 
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Poorer households have additionally 
suffered	from	higher	effective	inflation	
rates on average over the past decade, 
due in particular to rising food and 
energy prices. Cumulatively, our analysis 
indicates that the consumer prices 
facing	the	poorest	10%	of	households	
have	risen	by	around	40%	since	2003,	 
as	compared	to	a	32%	cumulative	rise	 
in prices for the households with the 
highest income levels. 

This	8%	cumulative	“inflation	gap”	
equates	to	an	extra	cost	of	around	£20	
per week for the poorest households.

There	are	a	number	of	possible	policy	
responses	to	these	trends,	but	a	higher	
income threshold at which employees 
start to pay NICs is one attractive option 
to consider for the Budget and later 
years,	rather	than	a	10p	band	or	a	higher	
personal income tax allowance. 
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Reshoring – a new 
direction for the UK 
economy?

Reshoring is picking up in some sectors 
of	the	economy,	driven	by	shifting	
consumer preferences, a reduction of 
the wage gap with emerging economies, 
volatile international transport costs 
and	a	desire	by	management	to	better	
control	quality	and	supply	chain	risks.	
Businesses should look afresh at their 
location decisions in the light of  
these trends.

In order of magnitude terms, we estimate 
that reshoring could create around 100- 
200,000	extra	UK	jobs	over	the	next	 
decade,	and	boost	annual	national	output	
by	around	£5-10	billion	at	today’s	values	
(c.0.3-0.6%	of	GDP)	by	the	mid-2020s.

Manufacturing	could	benefit	significantly	
from	this	trend,	with	additional	UK	jobs	
being	created	in	sectors	ranging	from	
textiles	to	electrical	equipment	and	
other machinery.

Reshoring is also expected to affect  
the services sector. Our analysis 
suggests	that	significant	numbers	of	
additional	jobs	could	be	created	over	 
the next decade in the research and 
development,	back-office	services	 
and telecommunications sectors. 

Policymakers can facilitate this trend 
towards	reshoring	by	encouraging	 
the formation of specialised clusters  
(along the lines of lines of East London 
Tech City), upgrading infrastructure  
to	ensure	it	meets	the	needs	of	business,	
and ensuring that the UK maintains  
an internationally competitive  
tax regime.

“  In order of magnitude 
terms, we estimate 
that reshoring could 
create around 100-
200,000 extra UK jobs  
over the next decade”
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2 – UK Economic prospects

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

•	 The services sector is still leading  
the	way,	but	2013	also	saw	signs	 
of recovery in manufacturing and 
construction that we would expect  
to continue during 2014. 

•	 Consumer spending has grown 
steadily	over	the	past	18	months,	
supported	by	rising	employment	and	
a stronger housing market. Recently 
revised	data	show	that	business	
investment also started to pick up 
from	a	low	base	in	2013,	and	we	
would expect this to continue  
in 2014-15 if consumer demand 
continues to strengthen and there 
are no major international shocks.

•	 We project GDP growth for the UK  
as	a	whole	to	rise	from	1.8%	in	2013	
to	around	2.6%	in	2014,	before	easing	
slightly	to	around	2.4%	in	2015.	 
All regions should see stronger growth 
in	2014	than	in	2013,	led	by	London.	

•	 Downside risks remain in relation to 
the	global	economic	environment,	
notably	as	regards	emerging	markets	
(including Ukraine) and any renewed 
flare-ups	in	the	Eurozone.	But	there	
are	also	upside	possibilities	if	business	
confidence	and	investment	pick	 
up faster than projected in our  
main scenario.

•	 Inflation	fell	below	the	Bank	of	
England’s	2%	target	in	January	for	
the	first	time	in	more	than	four	years.	
In our main scenario, we expect 
inflation	to	average	just	under	2%	 
in 2014-15, although upside risks 
remain from any resurgence in 
global	commodity	prices.	

•	 Official	interest	rates	are	expected	to	
start	rising	during	2015	and	beyond	
in	response	to	stronger	growth,	but	
only very gradually in our main 
scenario. We do not expect any major 
change	in	the	fiscal	stance	in	the	
March 2014 Budget.

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 0.7% in  
the fourth quarter of 2013 according 
to latest estimates, building on the 
0.8% increase in the third quarter  
of the year.  

Consumer	spending	has	been	the	primary	
driver of GDP growth in the last few 
years, as shown in Figure 2.1. Despite 
much	talk	of	fiscal	austerity,	general	
government	consumption	(but	not	
investment)	has	also	been	a	positive	
contributor	to	overall	GDP	growth	over	
the	period	since	2008.	By	contrast,	fixed	
investment fell very sharply during the 
2008-9	recession	and	did	no	more	than	
‘bump	along	the	bottom’	over	the	next	
three years. Recently revised data show 
a more consistent upward trend during 
2013,	but	the	level	of	investment	
remains	well	below	pre-recession	 
levels as Figure 2.1 illustrates.
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Growth starting to spread from 
services to other industry sectors
As Figure 2.2 shows, the UK recovery 
has	predominantly	been	led	by	the	
services sector, which now accounts  
for	around	80%	of	total	UK	GDP,	and	 
has made steady progress over the  
past	four	years,	rising	back	above	
pre-crisis levels.

Both	manufacturing	(around	10%	of	
GDP)	and	construction	(around	6%)	
have	been	weaker	and	more	cyclical,	 
but	began	to	show	more	positive	trends	
during	2013.	Output	in	both	these	
sectors,	however,	remains	well	below	
pre-recession levels.

Although only accounting for a small 
share	of	total	GDP	(around	3%),	the	 
oil, gas and mining sector has seen a 
particularly dramatic and sustained  
fall	in	output	between	2008	and	2012,	
although	it	showed	signs	of	stabilising	
during 2013.

The	other	notable	feature	of	the	UK	
recovery	is	that	it	has	been	relatively	
‘jobs	rich,	but	productivity	poor’,	as	
illustrated in Figure 2.3. Employment 
has	risen	to	well	above	pre-crisis	peaks,	
but	productivity	growth	has	not	recovered	
in the same way as in past UK economic 
cycles,	or	indeed	as	has	been	seen	in	 
the US in recent years. 

Figure 2.2: Sectoral output and GDP trends 

Source: ONS

Figure 2.3: Employment recovers but productivity remains subdued 

Source: ONS
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As discussed in more detail in Section 3, 
this	subdued	productivity	growth	has	
also	been	associated	with	real	earnings	
declines	since	2008.

Recent international comparisons 
released	by	the	Office	for	National	
Statistics (ONS) show that output per 
hour and output per worker in the UK 
are,	respectively,	21%	and	25%	lower	
than the average for the other six 

members	of	the	G7	(the	US,	Germany,	
France, Italy, Japan and Canada).  
The	hope	is	that,	with	business	invest-
ment starting to pick up, this productivity 
gap	will	gradually	be	closed	over	the	
rest	of	this	decade,	but	it	is	likely	to	be	 
a slow process and remains a major 
source of uncertainty overhanging  
the recovery.
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Recent business surveys point to a 
continuing recovery in early 2014 
Latest	available	indicators	of	sectoral	
trends in early 2014 suggest that a 
broad-based	recovery	is	continuing,	
despite some temporary disruption due 
to	floods	in	parts	of	the	country	in	
January	and	February.	

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	the	past	
year for manufacturing as well as 
services, despite some moderation  
in these indices in recent months.  
The construction PMI, not shown in  
the chart, has also moved strongly into 
positive territory in recent months,  
led	by	a	recovery	in	housebuilding.

House	prices	have	also	been	on	the	rise	
since early 2013, 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, has helped to 
boost	mortgage	approvals	and	house	
prices. Figure 2.5 shows nominal house 
prices rises over the year to Q4 2013  
by	region	and	compares	them	to	the	
latest	CPI	inflation	rate.	

We can see that although London is 
where prices are rising fastest, real 
house	prices	have	also	been	increasing	
in almost all other UK regions over the 
past year (only in the North West have 
they	been	broadly	constant	in	real	
terms). Only in London, however, have 
we	yet	seen	the	kind	of	double	digit	
house	price	growth	that	might	be	an	
early	warning	sign	of	a	bubble	emerging. 

Figure 2.4: Purchasing Managers’ Indices of business activity 

Source: CIPS/Markit
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Equity markets dip in early 2014  
after strong performance in 2013 
Equity	markets,	while	always	volatile	in	
the short term, generally had a strong 
year	in	2013	but	dipped	in	early	2014	
(see Figure 2.6). 

The	drop	in	equity	markets	in	early	2014	
is	a	reminder	that	considerable	uncertainty	
still hangs over many aspects of the 
global	economic	environment	from	the	
Eurozone, Ukraine and the Middle East 
to	problems	in	several	major	emerging	
markets. Although some of these 
uncertainties have reduced since mid- 
2012,	notably	as	regards	the	Eurozone,	
concerns	about	an	intensification	of	
emerging	market	problems	has	clearly	
increased over the past year1. 

2.2 – Economic growth 
prospects: national, 
sectoral and regional
We expect the general upward 
trajectory in the UK economy seen 
over the past year to continue. 

In our main scenario, we project that 
average real GDP growth will pick  
up	from	1.8%	in	2013	to	around	2.6%	 
in	2014,	before	easing	slightly	to	around	
2.4%	in	2015	(see	Table	2.1).	

1	 This	is	discussed	in	more	detail	in	our	latest	Global	Economy	Watch	report:	http://pwc.co.uk/GEW	
2	 In	that	report	we	projected	UK	GDP	growth	of	around	2.4%	in	2014,	slightly	above	the	consensus	forecast	of	2.2%	at	the	time.

These GDP growth projections have 
been	revised	up	slightly	from	those	we	
made in our last UK Economic Outlook 
report	in	November2,	reflecting	the	
generally	positive	data	that	have	been	
released	in	subsequent	months	in	 
both	the	UK	and	the	Eurozone.	

 

Our	projections	in	Table	2.1	envisage	 
a relatively steady rate of consumer 
spending	growth,	but	with	some	
moderation in 2015 as the household 
savings	rate	stabilises	and	spending	
growth has to rely primarily on real 
income growth. For the reasons 
discussed	in	detail	in	Section	3	below,	
we expect real income growth to move 
back	into	positive	territory	in	2014-15,	
but	still	to	be	at	more	modest	levels	 
than	seen	before	the	crisis.

Figure 2.6: Equity market indices 

Source: Thomson Reuters
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Table 2.1: PwC main scenario for UK growth and inflation

(% real annual growth
unless stated otherwise)

2013 2014 2015

GDP 1.8% 2.6% 2.4%

Consumer spending 2.4% 2.4% 2.1%

Government consumption 0.9% 1.5% 0.8%

Fixed investment -0.5% 7.4% 5.8%

Domestic demand 1.9% 2.9% 2.3%

Net exports (contribution to GDP growth) 0.1% -0.3% 0.1%

CPI inflation (%: annual average) 2.6% 1.8% 1.9%

Source: latest ONS estimates for 2013, PwC main scenario for 2014-15.
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By	contrast,	we	have	revised	our	fixed	
investment	projections	to	be	somewhat	
more	positive,	with	a	stronger	rebound	
in	2014	than	we	expected	in	November.	
This	reflects	recent	more	positive	
sentiments	about	the	UK	economy	more	
generally, as well as recent upward 
revisions	in	estimated	business	
investment growth in 2013.

Net	exports	are	expected	to	contribute	
negatively	to	GDP	growth	in	2014,	but	
only to a modest degree, with a neutral 
contribution	expected	in	2015.	We	are	
not anticipating strong export-led 
growth	given	continued	difficulties	in	
the Eurozone, as well as the slowdown 
in	emerging	markets,	but	UK	services	
exports	should	be	helped	by	stronger	
expected US growth in 2014 (see 
Appendix A for a summary of our  
latest	global	economic	projections).

Comparing	Tables	2.1	and	2.2,	our	latest	
GDP projections are more optimistic 
than	those	of	the	OBR	from	December,	
but	similar	to	the	more	timely	estimates	
from the average of the independent 
forecasts	surveyed	by	the	Treasury	 
in	February.	

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 2.7.

3	 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.

Figure 2.7: Alternative UK GDP growth scenarios  

Source: ONS, PwC scenarios
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Table 2.2: Official and independent forecasts

(% real YoY growth 
unless stated)

Latest  
estimates

OBR forecasts  
(Dec 2013)

Average  
independent  
forecast (Feb 2014)

2013 2014 2015 2014 2015

GDP 1.8% 2.4% 2.2% 2.7% 2.4%

Manufacturing output -0.6% N/A N/A 2.6% 1.9%

Consumer spending3 2.4% 1.9% 1.7% 2.5% 2.4%

Fixed investment -0.5% 6.7% 7.9% 6.5% 6.0%

Government consumption 0.9% 0.4% -0.5% 0.8% 0.1%

Domestic demand 1.9% 2.4% 2.1% 2.7% 2.2%

Exports 0.8% 4.0% 4.8% 3.1% 4.5%

Imports 0.4% 3.8% 4.3% 3.4% 3.9%

Current account (£ bn) -58 -27 -27 -53 -50

Unemployment claimant count (Q4 m) 1.30 1.26 1.23 1.15 1.03

Source: ONS for 2013, OBR Economic and Fiscal Outlook (December 2013), HM Treasury survey of independent forecasts 
(February 2014)
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We can summarise these alternative 
outcomes as follows:

•	 Our ‘strong recovery’ scenario sees 
a	rapid	rebound	in	UK	growth	to	an	
average	of	around	4%	in	2015.	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 drives strong increases in 
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.

4	 At	this	stage	we	have	not	produced	specific	projections	for	UK	growth	by	sector	or	region	for	2015,	given	the	great	uncertainties	surrounding	such	disaggregated		
 projections looking that far ahead.

Figure 2.8: PwC main scenario for output growth by region 

Source: PwC analysis
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•	 Our ‘renewed slowdown’ scenario, 
by	contrast,	sees	UK	growth	losing	
momentum over the next year due to 
further adverse shocks emanating 
from the Eurozone and Ukraine, 
problems	in	some	major	emerging	
markets, 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	leading	to	cutbacks	
in investment and employment, 
thereby	also	dampening	consumer	
confidence	and	spending.	

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 a year ago, 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 2012-20144 and draws  
out	key	issues	for	five	major	UK	 
industry sectors.

All UK regions should see stronger 
growth in 2014 than in 2013 
As	shown	in	Figure	2.8,	economic	growth	
is	not	projected	to	be	spread	evenly	
across the UK. We anticipate that the 
slowest	growing	region	in	2014	will	be	
Northern	Ireland	(1.9%),	while	London	
will	again	be	the	fastest	growing	area	
(3.1%).	But	all	regions	should	follow	 
the	same	broad	upward	trend	in	2014	
and	the	differences	between	regions	 
are	not	large	relative	to	the	significant	
margins of uncertainty surrounding  
any such projections.
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2.3 – Outlook for 
inflation
In our main scenario, we expect 
inflation	on	the	consumer	price	index	
(CPI)	measure	to	average	around	1.8%	
in	2014	and	1.9%	in	2015,	slightly	 
below	the	Bank	of	England’s	target	 
of	2%	(see	Figure	2.9).

However,	due	to	the	considerable	
uncertainties surrounding this main 
scenario, we also show two alternative 
scenarios in Figure 2.9:

Figure 2.9: Alternative UK GDP growth scenarios 

Source: ONS, PwC scenarios

Projections

0

1

2

3

4

5

%
 c

ha
ng

e 
on

 a
 y

ea
r e

ar
lie

r 

Main Low inflation High inflation

2010
Q1

2011
Q1

2012
Q1

2013
Q1

2014
Q1

2015
Q1

Inflation taget = 2%

Table 2.3: UK sector dashboard

Sector Growth 2012 2013 2014p Key issues/trends

Manufacturing -1.7% -0.6% 2.7% PMI index is still showing strong upward momentum at present, despite 
some easing of the pace of expansion in recent months

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 -7.5% 1.3%         3.2% Housebuilding has shown a strong rebound in the last year that should 
continue in 2014, supported by Help to Buy

Commercial construction also continued to pick up in Q4 2013

Distribution, hotels & restaurants 0.8% 3.6% 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 2.1% 2.3% 3.6% Business services should remain one of the strongest growing  
UK sectors in 2014

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

Government services 1.2% 0.6% 1.2% Spending cuts in 2013 and 2014 less severe than in earlier or later years 

Total GDP 0.3% 1.8% 2.6%

Source: ONS for 2012 and 2013, PwC for 2014 main scenario projections and key issues

•	 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	3.3%	on	
average in 2015.

•	 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	well	below	target	later	in	 
2014 and through 2015. 
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2.4 – Monetary and  
fiscal policy options
The Bank of England’s Monetary 
Policy Committee (MPC) has now 
kept monetary policy unchanged for 
a considerable time, with interest 
rates at 0.5% and the size of its  
asset purchase programme held 
constant at £375 billion.  
There are no signs of an early change in 
this	stance,	based	on	the	new	forward	
guidance	policy	outlined	in	the	February	
2014	Inflation	Report.

The	MPC’s	latest	view	is	that	the	economy	
currently	has	spare	capacity	equivalent	
to	about	1%	-	1.5%	of	GDP,	concentrated	
in	the	labour	market.	The	existence	of	
spare	capacity	is	considered	to	be	wasteful	
and	increases	the	risk	that	inflation	will	
undershoot the target in the medium 
term.	Hence,	the	MPC’s	current	stance	
is,	in	the	absence	of	other	influences,	to	
set policy to stimulate demand in order 
to eliminate that spare capacity. 

This new development means that the 
question	of	when	the	official	bank	rate	
might rise is no longer closely linked  
to	the	previous	7%	threshold	for	
unemployment.	Based	on	the	February	
Inflation	Report	and	subsequent	statements	
by	MPC	members,	our	current	expectation	
is	that	official	interest	rates	will	probably	
not start rising until early 2015,  
and then only at a very gradual pace. 
However, this could well change 
depending	on	how	growth	and	inflation	
evolve	over	the	next	year,	so	businesses	
should not rule out an earlier and/or 
faster rate of increase in interest rates. 
In the longer run, we could see rates 
returning to more normal levels of 
around	4%	by	2020.

The Budget – no significant change 
expected in fiscal stance
Fiscal	policy	plans	will	be	reviewed	in	
the	Chancellor’s	Budget	on	19	March,	
but	we	do	not	expect	a	radical	change	in	
the	overall	fiscal	stance	from	that	set	out	
in	the	Autumn	Statement	in	December.	
We	expect	public	borrowing	this	year	 
to	come	in	at	around	£110	billion,	
excluding special factors, which is 
similar to the latest OBR forecast – as 
shown in Figure 2.10 the latter was 
revised	down	between	March	and	
December	last	year	for	the	first	time	
since	this	government	took	office,	but	
remains much higher than envisaged 
back	in	June	2010.	As	the	Chancellor	
said	in	December,	there	is	no	room	for	
complacency	on	the	public	finances	 
and	probably	still	many	years	of	
austerity	to	come	to	reduce	the	deficit	 
to	sustainable	levels.

Figure 2.10: Changing OBR projections for annual public borrowing (£ billion) 

Source: OBR projections at date shown for public borrowing excluding financial interventions, APF 
and Royal Mail pension fund transfers
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2.5 – Summary and 
conclusions
The UK economy grew by an estimated 
0.7% in the fourth quarter of 2013 
according to latest estimates, 
following on from 0.8% growth  
in the third quarter. 

There are signs from the most recent 
business	surveys	that	the	recovery	is	
gaining momentum, with investment 
also now starting to pick up.  

We project growth for the UK as a whole 
to	rise	from	1.8%	in	2013	to	around	
2.6%	in	2014,	before	easing	slightly	 
to	around	2.4%	in	2015	in	our	main	
scenario. Consumer spending growth is 
expected to continue at a steady rate, 
but	business	investment	should	make	
more	of	a	contribution	to	growth	 
going forward.

With	inflation	now	slightly	below	the	
Bank of England target, and expected to 
remain there, there is less immediate 
pressure on the MPC to raise interest 
rates,	but	we	would	expect	this	to	happen	
gradually	during	2015	and	beyond.		

Lower	inflation	will	contribute	towards	
the	real	earnings	squeeze	of	the	past	five	
years easing in 2014-15, as discussed 
further in the next section of this report. 

Uncertainty still pervades all discussions 
of growth, with downside risks remaining 
in relation to the Eurozone, Ukraine  
and a more severe slowdown in some 
previously strong emerging markets.  
But	there	are	also	upside	possibilities	for	
UK	domestic	demand,	notably	as	regards	
a virtuous circle setting in of rising 
business	confidence	and	investment.	
This,	in	turn,	could	boost	productivity,	
so supporting the rising real incomes 
needed to put the UK consumer spending 
recovery on a sounder footing (rather 
than relying on rising house prices and  
a falling savings ratio as in 2013).

In summary, there is now clear evidence 
of a UK economic recovery that we 
expect to continue through 2014 and 
2015,	but	there	are	still	likely	to	be	 
some	bumps	along	the	road.

“  There is now clear 
evidence of a UK 
economic recovery 
that we expect to 
continue through 
2014 and 2015, but 
there are still likely  
to be some bumps 
along the road”
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3 – Living Standards – is the Big 
Squeeze nearly over? 

Key points
•	 The	recovery	so	far	has	been	rich	in	
jobs,	but	poor	in	productivity	and	
wages. Real wages have declined 
sharply	since	2008	and	are	unlikely	
to return to their pre-crisis peaks 
until around 2020. We estimate that 
around	80%	of	the	net	increase	in	
employment	since	2008	has	been	in	
sectors	with	below	average	pay	levels	
such as retailing, hotels and catering. 

•	 Real household incomes have also 
fallen	back	sharply	since	2008,	
particularly on median measures. 
They	are	now	beginning	to	recover,	
helped	by	strong	employment	growth	
and continued real increases in the 
state	pension,	but	they	are	still	
around	7%	below	pre-crisis	peak	
levels. They are unlikely to return  
to	previous	peaks	until	2018	 
(for average real incomes) or 2019 
(for median real incomes). 

•	 Poorer households have additionally 
suffered from higher effective 
inflation	rates	on	average	over	the	
past decade, due in particular to 
rising prices of food and energy, 
which represent a relatively high 
percentage	of	their	budgets.	
Cumulatively, the prices facing the 
poorest	10%	of	households	have	
risen	by	around	40%	since	2003,	 
as	compared	to	a	32%	cumulative	
rise in prices for the households  
with the highest income levels. 
This	cumulative	8%	inflation	gap	
equates	to	an	extra	financial	burden	
on the poorest households in 2013  
of	around	£20	per	week,	or	around	
£1,000	per	year.

•	 Similarly, there is some evidence that 
Northern Ireland, Wales and Scotland 
have	been	disproportionally	impacted	
by	high	energy	prices	in	terms	of	 
fuel poverty rates.

•	 There	are	a	number	of	possible	policy	
responses	to	these	trends,	but	a	higher	
income threshold for employees  
to start paying national insurance 
contributions	would	be	one	attractive	
option to consider for the Budget. 

•	 There	may	be	a		case	for	the	
government to promote actively the 
campaign for a Living Wage for lower 
paid workers, as well as a gradual 
upward trend in the National 
Minimum Wage in real terms to 
recoup some of the ground lost in 
recent	years	(as	advocated	by	both	
the Chancellor and the Low Pay 
Commission recently). Measures to 
boost	workforce	skills	will	also	be	
critical to supporting longer term 
productivity and real income growth.

Introduction
The UK economy has mounted a strong 
recovery over the past year and, as 
discussed	in	Section	2	above,	we	expect	
this	forward	momentum	to	be	maintained	
this year. However, concerns remain 
about	whether	this	recovery	is	bringing	
benefits	to	ordinary	people	who	have	
seen	their	real	wages	squeezed	over	the	
past six years. Will a recovery in GDP 
lead to a recovery in average living 
standards	and,	if	so,	how	will	this	be	
spread across the population?

Figure 3.1: Real earnings and household income growth trends: 2002-13 

Source: PwC estimates based on ONS CPI, Labour Force Survey and Family Resources Survey data

-5

-4

-3

-2

-1

0

1

2

3

4

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

%

Real average income growth Real median income growth Real average earnings growth



17UK Economic Outlook March 2014

We explore these issues in this article  
as follows: 

• Section 3.1 looks at past trends in 
real wages and household incomes 
and	discusses	possible	explanations	
for these trends

• Section 3.2 considers the particular 
issue	of	how	far	price	inflation	has	
hit the poor harder than the rich  
over the past decade

• Section 3.3 reviews evidence on 
differential fuel poverty rates across 
the UK regions

• Section 3.4 presents some 
projections as to how average and 
median real incomes might evolve 
over the next few years 

• Section 3.5 discusses policy options 
for	the	Budget	and	beyond

• Section 3.6 summarises  
and concludes.

3.1 – Recent trends in real 
wages and household 
incomes
Real	GDP	rose	by	2.8%	over	the	year	to	
Q4	2013,	and	average	GDP	per	head	by	
around	2.1%,	but	how	does	this	match	
the experience of ordinary people given 
that average real wages1	are	reported	by	
the	ONS	to	have	fallen	by	around	1%	
over this same period? 

Part of the answer is that employment 
rates	have	been	rising	strongly	over	this	
period,	so	more	households	have	been	
earning wages. Furthermore, more 
people	have	become	self-employed,	
earning incomes that generally do not 
count	as	wages	in	the	official	statistics.

A further explanation is that retired 
households	have	benefited	from	continued	
steady	rises	in	real	levels	of	the	basic	
state pension, which remains the most 
important source of income overall for 
the retired population. This has offset a 
real decline in private pension incomes 
in recent years due, in particular, to 
lower annuity rates.

Nonetheless,	the	best	measure	of	
household incomes we have, taken from 
the Family Resources Survey (FRS),  
also supports the picture of a sharp 
decline in real incomes. Whether 
measured	based	on	an	average	or	
median	basis,	the	FRS	data	shows	a	real	
decline	of	1.3%	per	annum	between	
2008	and	2012,	as	compared	to	an	
average	real	increase	of	around	2%	 
per	annum	between	2002	and	2007	 
(see Figure 3.1).

Lower	real	wages	partly	reflect	lower	
productivity levels, which is in line with 
economic theory. These two factors are 
inter-related	since	downward	flexibility	
in real wages in recent years has allowed 
companies to keep on more workers, 
perhaps as an alternative to increase 
capital investment, despite modest demand 
and output growth. This has led to a 
‘jobs	rich	but	productivity	poor’	recovery,	
both	relative	to	past	UK	cycles	and	to	
most other advanced economies. In turn, 
if productivity is falling, then workers 
will	have	little	bargaining	power	to	press	
for	higher	wages,	so	this	can	becoming	 
a	self-reinforcing	equilibrium. 

Figure 3.2: Divergence between consumption wage and product wage      

Source: ONS
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1	 In	this	article,	we	use	CPI	as	the	deflator	when	calculating	real	incomes	or	wages	from	a	household	point	of	view.	In	general,	we	would	see	an	even	stronger	real	wage		
	 squeeze	using	RPI	or	RPIJ.	We	generally	use	average	weekly	earnings	as	the	most	timely	official	estimate	of	wages/earnings.	This	is	distinct	from	the	wider	concept	 
 of household income, which includes income not related to employment.
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2	 		C.	Taylor,	A.	Jowett	and	M.	Hardie,	‘An	examination	of	falling	real	wages,	2010	to	2013’,	ONS,	31	January	2014.
3	 The	poorest	households	could	face	a	‘poverty	premium’	due	to	factors	like	fixed	standing	charges	on	utility	bills,	inability	to	access	discounts	for	bulk	buying	or	direct	
debits,	and	much	higher	costs	of	credit.	Unfortunately	official	price	data	does	not	allow	us	to	quantify	these	potential	effects,	but	they	could	be	material	for	households	
with	very	low	incomes	and	little	or	no	access	to	bank	accounts	and	online	purchasing.

However, as discussed in a recent ONS 
paper2,	real	wage	trends	also	reflect	
relative price effects that have driven a 
wedge	between	what	workers	can	buy	
with their wages and what UK 
companies charge for their products (see 
the marked divergence since Q4 2010 
between	the	‘consumption	wage’	and	
the	‘product	wage’	that	is	shown	in	
Figure 3.2). 

The	VAT	rise	to	20%	in	January	2011	
was	one	material	factor	here,	but	most	
important	has	been	a	rising	trend	in	
import prices, particularly of energy, 
food and other commodities. This has 
eased off over the past year, in part due 
to a rising pound, which has played a 
large	part	in	CPI	inflation	returning	to	
target. However, despite this, higher 
import	prices	have	had	a	significant	
cumulative	effect	on	the	buying	power	
of household income in recent years. 
The	distributional	effect	of	this	on	
different income groups is discussed in 
more	detail	below.

3.2 – Inflation by  
income group
Household spending patterns  
vary by income group

The	proportion	of	household	budgets	
that are spent on housing, fuel, food, 
transport and other goods and services 
differs	significantly	for	the	richest	and	
poorest households. We can see this 
from the results of the ONS Living  
Cost and Food survey, which collects 
detailed data on the spending patterns 
of 5,000 households.

Figure 3.3 shows how the poorest 
households spend proportionately more 
of their income on food and housing 
costs compared to the richest households, 
who spend comparatively more on 
transport and recreation.

Rising food and energy prices 
therefore hit poorer households 
particularly hard

The prices of goods and services that 
households purchase rise and fall over 
time to different degrees. For example, 
domestic	gas	prices	increased	by	7.7%	
on average in 2013, while clothing 
prices	increased	by	only	1.2%.

Because the poorest households spend 
proportionately more of their income  
on food and utilities costs compared to 
the richest, changes in prices for these 
goods and services disproportionately 
affect poorer households. This is in 
addition to the so-called ‘poverty 
premium’3,	whereby	poorer	households	
may sometimes face higher effective 
prices for the same goods and services. 

Given the volatility of energy and other 
global	commodity	prices	since	the	
recession,	it	is	possible	that	poorer	
households have experienced higher 
inflation	rates	compared	to	richer	
households. The cumulative effect of 
this	over	time	could	be	significant.

Figure 3.3: % of total household spending on different categories (2012)       

Source: ONS
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We investigated this effect by 
analysing inflation and spending 
patterns for households in different 
income groups from 2003 to 2013

We	calculated	the	effective	inflation	 
rate	experienced	by	the	10	household	
income deciles over the period since 
2003	using	a	detailed	breakdown	of	
official	ONS	data	on	the	Consumer	Price	
Index (CPI) and from the Living Cost 
and Food survey. 

We	estimated	effective	inflation	rates	 
for	each	income	decile	by	reweighting	
inflation	according	to	the	percentage	 
of	total	household	budget	allocated	to	
each spending category. For example, 
the higher the proportion of household 
income	spent	on	food,	the	bigger	the	
impact	that	price	inflation	in	that	category	
has	on	the	overall	effective	inflation	rate	
for	the	income	group	in	question.

The results showed that poorer income 
households have tended to suffer from 
higher	inflation	on	average	since	2003	
compared to higher income households 
(see	Figure	3.4	and	Table	3.1).

The	analysis	shows	that	there	are	specific	
years	(such	as	2008),	where	poorer	
households experienced markedly higher 
inflation	than	the	richer	house-holds,	
but	there	are	also	occasions	where	the	
richer households experienced higher 
inflation,	such	as	in	2010.	Overall,	
however, our estimates of the cumulative 
effect	of	inflation	since	2003	indicate	
that	poorer	households	have	been	 
more affected than richer households 
(see	final	row	in	Table	3.1).

The	cumulative	inflation	gap	of	8%	
(40%	as	compared	to	32%)	equates	to	 
an	extra	financial	burden	on	the	poorest	
households	of	around	£20	per	week,	 
on	around	£1,000	per	year.

Figure 3.4: Inflation by income deciles for selected years       

Source: ONS
Note: see Table 3.1 for results for all years
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Table 3.1: Annual consumer price inflation rates by income decile (2003-13)

Year 1 2 3 4 5 6 7 8 9 10

2003 1.4% 1.2% 1.2% 1.3% 1.3% 1.3% 1.4% 1.3% 1.3% 1.5%

2004 1.7% 1.5% 1.5% 1.5% 1.4% 1.5% 1.5% 1.4% 1.4% 1.4%

2005 2.7% 2.4% 2.3% 2.4% 2.2% 2.2% 2.2% 2.1% 2.0% 2.1%

2006 3.7% 3.3% 3.1% 3.1% 2.9% 2.8% 2.7% 2.5% 2.4% 2.4%

2007 3.1% 2.7% 2.5% 2.6% 2.4% 2.5% 2.4% 2.3% 2.2% 2.4%

2008 5.0% 4.6% 4.4% 4.4% 4.1% 4.2% 4.1% 3.8% 3.7% 3.7%

2009 3.0% 2.7% 2.6% 2.5% 2.3% 2.4% 2.3% 2.2% 2.0% 2.0%

2010 2.7% 2.7% 2.9% 3.0% 3.0% 3.2% 3.3% 3.2% 3.4% 3.4%

2011 4.8% 4.5% 4.6% 4.6% 4.5% 4.5% 4.5% 4.4% 4.4% 4.3%

2012 3.4% 3.1% 3.0% 3.0% 2.9% 2.9% 2.9% 2.8% 2.7% 2.7%

2013 3.1% 2.8% 2.6% 2.6% 2.5% 2.5% 2.5% 2.5% 2.3% 2.6%

Since
2003

40% 37% 35% 36% 34% 34% 34% 32% 32% 32%

Source: PwC analysis of ONS data
Note: column 1 = lowest income group; column 10 = highest income group 
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We also found that poorer households 
have been more affected in recent 
years by periods of high inflation 
than richer households 

Figure	3.5	shows	the	difference	between	
inflation	rates	for	the	richest	(highest	
income decile) and poorest (lowest 
income decile) households over the 
period.	The	blue	bars	indicate	that	
poorer households are experiencing 
higher	inflation	than	richer	households,	
whilst	the	green	bars	indicate	 
the opposite.

The chart indicates that, for the period 
covered	by	our	analysis,	at	times	of	
overall	higher	inflation	(such	as	the	
second	half	of	2008),	the	spread	of	
inflation	between	the	richest	and	
poorest households tends to increase  
to around 2 percentage points and  
more, with the poorest households 
experiencing	higher	inflation	than	the	
richest	households.	When	inflation	falls	
back	closer	to	the	2%	target	rate,	the	
spread	of	inflation	between	the	richest	
and poorest households tends to reduce 
to around 1 percentage point or less.

Another interesting effect to note is the 
tendency	for	there	to	have	been	periods	
of reversal after episodes of higher 
inflation,	in	which	the	richest	households	
temporarily experienced higher rates  
of	inflation	than	poorer	households	 
(as happened in late 2007, late 2009, 
early 2010 and late 2012). 

The main driver of this result has 
been a rising trend in fuel and food 
costs that disproportionately hit the 
poorest households 

To investigate what is driving these 
results we undertook a more detailed 
analysis	of	inflation	patterns	over	the	
last four years. This analysis shows that 
the primary driver of the results is the 
significant	effect	that	changes	in	the	
prices of food and energy had on the 
poorest households compared to  
the	richer	households.	This	is	because	 
(as	shown	in	Figure	3.3	above)	poorer	
households	generally	spend	a	significantly	
higher proportion of their income on 
these items. 

The	relative	contribution	of	different	
spending categories to the cumulative 
price	inflation	experienced	by	households	
in different income groups over the  
4 years to January 2014 is shown in 
Figure	3.6.	Energy	prices	have	been	the	
most important differentiating factor 
here for poorer households within the 
broader	housing	and	utilities	category	
shown in this chart, as well as rising 
food prices. Increased transport costs, 
by	contrast,	tend	to	weigh	more	heavily	
on higher income groups

In summary, not only have average real 
incomes fallen in recent years due to 
relatively	high	consumer	price	inflation,	
but	it	appears	to	have	been	the	poorest	
households	that	have	been	most	exposed	
to these trends.

Figure 3.5: Gap between CPI inflation rates for highest and lowest income deciles 

Source: PwC analysis of ONS data
Note: blue bar indicates higher inflation for lowest income decile; green bar indicates higher inflation for highest income decile
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3.3 – Differential fuel 
poverty rates across the 
UK regions
For	data	reasons,	the	analysis	above	 
is	focused	on	national	trends,	but	one	
aspect	of	household	budgets	about	
which there is relatively good data 
across the UK regions is the proportion 
of income spent on heating and fuel. 
Specifically,	there	is	a	measure	of	fuel	
poverty	based	on	the	percentage	of	
households	where	10%	or	more	of	their	
income	has	to	be	spent	to	achieve	 
an	adequate	standard	of	heating.4  
Table	3.2	illustrates	how	fuel	poverty	
rates varied across the UK regions in 2011 
(the	latest	available	year	for	this	data).

These results suggest that the experience 
of	fuel	cost	inflation	has	differed	across	
UK	regions.	As	might	be	expected,	rates	
of	fuel	poverty	tend	to	be	highest	in	 
the northern and western regions  
(lower income and cooler climate) and 
lowest in the south eastern regions.  
In addition, differences in housing stock 
and	prevalent	heating	fuels	could	be	
significant	(e.g.	one	reason	for	the	very	
high rate of fuel poverty in Northern 
Ireland is the high percentage of 
households that are off the gas grid).

3.4 – Future prospects  
for real incomes
Looking ahead, one of the major 
uncertainties surrounding the shape of 
the	UK	recovery	–	and	its	sustainability	
in the long run – is what will happen  
to productivity and real incomes. 

Figure 3.6: Contribution to cumulative inflation by income decile (Jan 2010 to Jan 2014) 

Source: : PwC analysis of ONS data
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4	 		In	2012,	Professor	John	Hills	developed	an	additional,	more	refined	measure:	Low	Income	High	Costs	(LIHC).	Under	LIHC,	a	household	is	in	fuel	poverty	if	they	have	
required	fuel	costs	that	are	above	the	national	median	level	and	if	they	spend	that	amount	they	would	be	left	with	a	residual	income	below	the	official	poverty	line.	 
So far, however, LIHC measures are restricted to England.

Table 3.2: Rates of fuel poverty in the UK regions (2011)

Countries % of households in fuel poverty

England 15

Scotland 25*

Wales 29

Northern Ireland 42

English regions:

South East 8.2

South West 9.4

London 9.9

East of England 10.2

Yorkshire and the Humber 11.0

North East 12.4

North West 12.5

East Midlands 13.3

West Midlands 13.8

Source: For the nations: Department of Energy and Climate Change May 2013, Annual Report on Fuel Poverty Statistics 2013.  
For the English regions: https://www.gov.uk/government.publications/2011-sub-regional-fuel-poverty-data-low-income-high-
costs-indicator
Note*: The Scottish definition of fuel poverty differs from the rest of the UK in using a more stringent definition of satisfactory 
heating for pensioners and the long-term sick and disabled. The approach to under-occupancy also differs.
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As	noted	in	Section	2	above,	our	main	
scenario	is	that	business	investment	will	
pick up in 2014 and 2015, responding to 
recent demand growth and reduced 
uncertainty relating to the Eurozone. 
This increased investment should 
support greater productivity growth,  
but	this	will	not	happen	overnight	as	 
it will take time for new investment to 
feed through to greater operational 
efficiency	and	output.	

As such, we expect only a gradual 
increase in productivity growth, with 
the	pre-crisis	trend	of	around	2%	annual	
growth	not	being	regained	until	the	
later years of this decade. This is also 
likely	to	defer	the	return	to	significantly	
positive real income growth, although at 
least	this	is	no	longer	being	held	back	by	
pressure from rising import prices and 
indirect taxes as occurred in 2010-12.

Putting these pieces of the jigsaw 
together, Figure 3.7 summarises our 
projections	for	three	possible	real	
income measures, all of which are 
calculated	using	CPI	as	a	deflator:

1. Real average weekly earnings (AWE)

2. Average real household incomes  
	 on	FRS	definitions

3. Median real household incomes  
	 on	FRS	definitions.

Real wages: only back to previous 
peak levels by 2020 

If we start with real wages, we can see 
that growth returns to positive territory 
in	2015	but	only	picks	up	to	2%	per	
annum	by	around	2020.	This	follows	on	
from the assumed return of productivity 
to its long-run trend rate. On this measure, 
it is only in 2020 that real earnings 
regain	their	previous	peak	level	of	2007-8.	 
In	2015,	they	would	still	be	around	7%	
below	their	previous	peak	level,	close	 
to where they were in 2004.

Real household incomes: back to 
previous peaks by 2018 or 2019

The picture for real household incomes 
on	FRS	definitions	is	somewhat	better,	
largely due to continued rises in real 
state	pension	levels,	but	not	by	much.	
Average real household incomes are 
projected to return to previous peak 
levels	by	around	2018,	but	in	2015	
would	still	be	around	2004	levels,	
around	6%	below	their	pre-crisis	peak.

Median real incomes would take longer 
to return to previous peaks, with the 
most	likely	date	for	this	estimated	to	be	
around 2019. The reason is that, as the 

recovery proceeds, we expect the pre- 
2007 pattern to repeat itself, with income 
inequality	rising	due	to	more	rapid	
increases in the real incomes of the richest 
households,	particularly	the	top	1%.	

This	reflects	long-term	influences	from	
globalisation	and	technological	change	
favouring	high	earners	and	squeezing	
those on low to middle incomes, as 
documented	in	recent	research	by	the	
Resolution Foundation5. In particular, 
there is increasing polarisation in the 
labour	market,	with	some	high	paid	jobs	
being	created	in	areas	like	business	services	
and high value added engineering, as 
well	as	many	low	paid	jobs	in	restaurants	
and	hotels,	social	care	and	retail,	but	
much less growth in middle income  
jobs	as	these	have	been	outsourced	or	
mechanised	by	new	technologies

Figure	3.8	illustrates	this	general	trend	
by	showing	that	around	80%	of	the	net	
addition to employment since early 
2008	has	been	in	relatively	low-paying	
sectors, with most of the remaining net 
gains	being	in	relatively	high-paying	
sectors.	The	‘squeezed	middle’	of	the	
employment	spectrum	has	barely	seen	
any net gains6, despite strong overall 
employment growth over this period.

Figure 3.7: Actual and projected trends in real earnings and household income levels

Source: ONS, PwC projections
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5	 		J.	Plunkett,	A.	Hurrell	and	M.	Whittaker,	‘The	State	of	Living	Standards’,	Resolution	Foundation,	February	2014.
6	 	It	should,	however,	be	noted	that	not	everyone	in	low-paid	industry	sectors	will	be	low	paid,	and	similarly	for	the	other	two	groups.	This	sectoral	analysis	can,	
therefore,	only	provide	a	rough	indication	of	the	overall	evolution	of	the	pay	distribution	since	2008.	Nonetheless,	the	results	are	quite	striking.
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Figure 3.8: Split of employment gains between Q1 2008 and Q4 2013 by average  
pay levels in sectors 

Source: ONS Labour Force Survey

*High pay: mining and energy; finance; information; professional and scientific services; public administration and defence
** Medium pay: manufacturing; construction and real estate; transport and storage; education; parts of health and social work
***Low pay: agriculture; distribution; hotels and catering;  support  services; parts of health and social work; other services
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A slower projected recovery in median 
than	average	incomes	also	reflects	
planned	cuts	in	non-pensioner	benefits,	
which will hit lower income groups 
harder.	It	is	more	difficult	to	say	whether	
higher relative food and energy prices 
will	continue	to	bear	down	on	poorer	
households,	but	it	is	a	possibility	if	
global	commodity	prices	start	rising	
rapidly	again	if	the	global	economy	 
picks up speed later this decade.  
This is not guaranteed, however, 
particularly if we see slowdowns in 
growth in major commodity importers 
such as China and India.

3.5 – Policy options for 
the Budget and beyond
The importance of making sure that 
living standards rise for low and middle 
earners as the recovery proceeds is a 
critically	important	issue	of	debate	ahead	
of	the	2015	Election,	as	recognised	by	
all major political parties. For example:

•	 the Chancellor has signalled his 
support for a rise in the National 
Minimum	Wage	above	inflation,	
bearing	in	mind	that	its	real	value	
has	fallen	back	in	recent	years		
(although not as much as average 
real wages)

•	 the	Liberal	Democrats	have	argued	
for continuing real increases in the 
Income Tax personal allowance, 
perhaps	to	£12,500	rather	than	
£10,000	in	the	long	run,	and

•	 the	Labour	Party	has	argued	for	 
the reintroduction of a 10p Income  
Tax	band	and	promotion	of	the	
Living Wage, which is higher than 
the minimum wage (particularly  
in London where living costs are 
significantly	higher,	but	this	is	not	
reflected	in	the	minimum	wage	given	
that this is set at national level).

7	 		A.	Manning,	“Minimum	Wage:	Maximum	Impact”,	Resolution	Foundation,	London,	April	2012.
8	 		IFS	Green	Budget,	February	2014.
9	 		The	Low	Pay	Commission	has	recommended	a	3%	rise	to	£6.50	per	hour	from	October	2014,	somewhat	above	inflation,	while	the	Chancellor	has	suggested	a	longer	
term	ambition	of	a	£7	per	hour	national	minimum	wage.

10		As	discussed	further	here:	http://pwc.blogs.com/publicsectormatters/2014/02/tipping-the-hourglass-good-jobs-and-social-mobility-in-the-workplace.html

We think that, as argued also in a recent 
analysis	by	the	IFS8, raising the National 
Insurance	Contribution	(NIC)	lower	
income threshold for employees towards 
the Income Tax personal allowance  
has potentially greater attractions than 
either raising the personal allowance or 
reintroducing	the	10p	band.	The	main	
reasons for this are that:

•	 it	would	bring	benefits	to	poorer	
households	earning	below	£10,000	
per annum, unlike the other two 
measures

•	 it	would	be	a	stepping	stone	to	
harmonising income tax and NICs  
in the longer term

•	 it	would	focus	its	benefits	on	working	
people, removing what is effectively 
a	tax	on	jobs,	and

•	 it would not make the system more 
complex, which is the main argument 
against	the	10p	band	(which	otherwise	
has similar effects to raising the 
personal allowance at similar cost).

We also support the suggestion that  
the	Living	Wage	campaign	should	be	
promoted	more	actively	by	government	
while remaining voluntary for companies. 
However,	it	remains	to	be	seen	how	far	
the	Living	Wage	will	actually	be	adopted	
by	businesses	in	low	pay	sectors.	This	
supports the case for a gradual increase 
in the real value of the National Minimum 
Wage to recoup some of the ground  
lost in recent years, as recommended 
recently	by	both	the	Chancellor	and	 
the Low Pay Commission9.

It is clearly also important to raise the 
level of workforce skills, which is critical 
to	boosting	productivity	and	real	incomes	
in the longer term. This is one of the 
issues we are exploring in our ongoing 
‘good	jobs’	project10 with the Demos 
think tank, which also covers the related 
questions	of	low	pay	and	social	mobility.
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3.6 – Summary and 
conclusions
The UK economic recovery has so far 
been	rich	in	jobs,	but	poor	in	productivity	
and wages. Real wages have declined 
sharply	since	2008	and	are	unlikely	to	
return to their pre-crisis peaks until 
around	2020.	This	reflects	a	number	of	
factors, including falling productivity, 
the rise in VAT in January 2011 and 
rising import prices, although these 
effects are now starting to fade as 
inflation	returns	to	target.

Real household incomes have also fallen 
back	sharply	since	2008,	particularly	 
on median measures. They are now 
beginning	to	recover,	helped	by	strong	
employment growth and continued real 
increases	in	the	state	pension,	but	they	
are	still	around	7%	below	pre-crisis	peak	
levels. They are unlikely to return to 
previous	peaks	until	2018	(for	average	
real incomes) or 2019 (for median real 
incomes). Median incomes are projected 
to	recover	less	quickly	than	average	
incomes	in	part	due	to	planned	benefit	
cuts	that	will	bear	down	more	on	lower	
income working age households.

Poorer households have additionally 
suffered	from	higher	effective	inflation	
rates on average over the past decade, 
due in particular to rising food and 
energy prices. Cumulatively, our analysis 
indicates that the consumer prices 
facing	the	poorest	10%	of	households	
have	risen	by	around	40%	since	2003,	 
as	compared	to	a	32%	cumulative	rise	 
in prices for the households with the 
highest	income	levels.	This	8%	cumulative	
inflation	gap	corresponds	to	an	extra	
burden	on	the	poorest	households	of	
around	£20	per	week	in	2013.

Rising energy costs have also had 
differential	impacts	by	region,	with	
significantly	higher	fuel	poverty	rates	 
in Northern Ireland, Wales and  
Scotland in particular.

There	are	a	number	of	possible	policy	
responses	to	these	trends,	but	we	would	
see a higher income threshold at which 
employees	start	to	pay	NICs	as	being	one	
attractive option to consider for the 
Budget and later years, rather than a 
10p	band	or	a	higher	personal	income	
tax allowance. There is also a case  
for the government to promote more 
actively the campaign for a Living Wage 
for lower paid workers, and for a gradual 
increase in the National Minimum  
Wage	above	inflation	to	recoup	some	 
of the real declines seen over the past 
few years. 

“  The UK economic 
recovery has so far 
been rich in jobs, but 
poor in productivity 
and wages”
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4 – Reshoring - a new direction  
for the UK economy?

Key points
•	 Reshoring is picking up in some 
sectors	of	the	economy	driven	by	
shifting consumer preferences, a 
reduction of the wage gap with 
emerging economies, volatile inter- 
national transport costs and a desire 
by	management	to	better	control	
quality	and	supply	chain	risks.	

•	 In order of magnitude terms, we 
estimate that this trend could create 
around	100-200,000	extra	UK	jobs	
over	the	next	decade,	and	boost	
annual	national	output	by	around	
£6-12	billion	at	today’s	values	
(c.0.4-0.8%	of	GDP)	by	the	mid-2020s.

•	 Manufacturing	could	benefit	
significantly	from	this	trend,	with	
additional	UK	jobs	being	created	 
in sectors ranging from textiles to 
electrical	equipment	and	other	
machinery.

•	 Reshoring is also expected to affect 
the services sector. Our analysis 
suggests	that	significant	numbers	of	
additional	jobs	could	be	created	over	
the next decade in the research and 
development,	back-office	services	
and telecommunications sectors. 

•	 Policymakers can facilitate this trend 
towards	reshoring	by	encouraging	
the formation of specialised clusters 
(along the lines of lines of East London 
Tech City), upgrading infrastructure 
to ensure it meets the needs of 
business,	and	ensuring	that	the	UK	
maintains a competitive tax regime. 

1	 The	EEF	(formerly	know	as	the	Engineering	Employers’	Federation)	estimates	that	the	proportion	of	UK-owned	manufacturing	companies	with	some	production		
	 outside	the	UK	was	around	42%	in	2012.	Source:	http://www.eef.org.uk/blog/post/Reshoring-is-it-real.aspx

Introduction
Offshoring has been a significant 
trend in the UK in the past few decades, 
especially in the manufacturing 
sector where surveys indicate that 
almost half of UK-owned firms  
have moved at least some of their 
production overseas1. 

However,	there	have	recently	been	some	
signs that this trend is moderating as 
some	businesses	have	started	to	‘reshore’	
jobs	back	to	the	UK.

Reshoring is of interest from a macro-
economic perspective to the extent that 
it	could	have	a	significant	impact	on	 
UK output and employment. However, 
quantitative	estimates	of	these	potential	
impacts	have	been	lacking,	so	in	this	
article	we	attempt	to	fill	this	gap	by	
providing estimates, at least in order  
of magnitude terms, of the potential 
impact that reshoring could have on 
specific	sectors	in	the	UK	economy	 
in	terms	of	both	output	and	jobs,	 
looking around ten years ahead to  
the mid-2020s. 

The discussion is organised as follows:

• Section 4.1 reviews past trends in 
offshoring and the main factors that 
have	encouraged	UK	businesses	to	
move	some	of	their	activities	abroad

• Section 4.2 outlines the changing 
economic, social, regulatory and 
technological landscape that has 
made reshoring a commercial  
viable	proposition

• Section 4.3	identifies	the	key	sectors	
in which reshoring could take place, 
along with an estimate of the impact 
it	could	have	on	output	and	jobs	over	
the	next	decade.	The	specific	case	 
of the textiles sector is discussed 
further in Box 4.1. We also outline 
some	possible	policy	measures	that	
government could consider adopting 
to support the trend to reshoring

• Section 4.4 summarises the key 
messages coming out of the analysis 
and concludes.

4.1 – Rationale for and 
past trends in offshoring 
from the UK
Rationale for offshoring

Offshoring	has	been	a	growing	trend	
since at least the late 1990s, driven  
by	a	variety	of	factors	including:	

• Cheap labour: Nominal wages are 
generally much lower in emerging 
economies like China and India, 
which	have	been	able	to	mobilise	a	
large pool of people of working age 
moving from rural areas to cities. 
Cheaper	labour	costs	have	been	a	
particularly important driver of 
offshoring	for	more	labour-intensive	
sectors (e.g. textiles and clothing 
–	although	see	Box	4.1	below	for	
more recent trends in this sector that 
are	more	favourable	to	reshoring).	
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• Lower trade barriers:	Trade	barriers	
are now lower and trade policy  
has	become	more	predictable.	The	
establishment	of	the	World	Trade	
Organisation (WTO) in 1995, 
building	on	the	progress	made	in	
reducing	trade	barriers	in	earlier	
GATT rounds, meant that many  
more countries2 now adhere to 
uniform and transparent trade rules. 
This	has	made	businesses	in	advanced	
economies	more	confident	about	
setting up operations in lower cost 
economies	abroad	and	exporting	
back	to	their	home	markets.

• Growing local markets: Rapid 
growth in demand from the BRICs 
(Brazil, Russia, India and China) for 
products previously manufactured  
in Western economies meant that 
companies from these economies 
had more incentive to expand  
their productive capacity in these 
emerging	markets,	over	and	above	
lower cost arguments.

• Variations in social and 
environmental regulation: 
Emerging and less-developed 
economies have typically had  
less demanding social and 
environmental regulation, which 
may have given an additional 
incentive for some Western 
companies to locate production  
in these countries. However, this  
has	gradually	been	changing,	in	 
part due to pressure from NGOs  
and	public	opinion	more	generally.		

• Better and cheaper global 
communications: The rise of the 
internet, satellite communications 
and associated developments such as 
e-mail and videoconferencing have 
made it easier and cheaper to manage 
operations across a wide range of 
overseas territories (although some 
businesses	have	found	this	may	not	
be	as	easy	as	they	hoped	in	practice,	
given the value of direct face-to-face 
human contact in some areas).

Past trends in offshoring  
from the UK
Offshoring	has	been	seen	in	most	
advanced economies in recent decades. 
In Western Europe, for example, around 
one	quarter	of	manufacturing	companies	
had some form of offshore production 
units	by	20033. In the US, offshoring  
was even more widespread as more  
than	50%	of	businesses	had	an	official	
corporate offshoring strategy4 in place.  
So	what	about	the	UK?

2	 Chinese	membership	of	the	WTO	from	2001	was	a	particularly	important	step	here.	At	present	around	97%	of	world	GDP	is	accounted	for	 
by	WTO	members	and	a	similar	proportion	of	world	trade.

3 Dachs et al (2006).
4 Minter (2009).

Table 4.1: UK sectors with significant increases in import intensity: 1997-2010 

Sector  
(product type)

Import  
intensity  
in 1997

Import  
intensity  
in 2010

Change 
(percentage 

points)

Ships and boats 17.5% 39.7% +22.2

Basic metals and casting 27.4% 48.7% +21.3

Scientific research and development services 9.8% 28.4% +18.6

Coke and refined petroleum products 7.7% 24.1% +16.4

Office support services 15.8% 30.7% +14.9

Other chemical products 33.1% 46.8% +13.7

Air and spacecraft and related machinery 44.4% 57.5% +13.1

Electrical equipment and machinery 29.2% 41.5% +12.3

Furniture               13.8% 25.5% +11.7

Basic pharmaceutical products 25.0% 35.6% +10.6

Rubber and plastic 18.9% 29.4% +10.5

Industrial gases and fertilisers 12.2% 22.4% +10.2

Machinery and equipment n.e.c.            31.3% 40.9% +9.6

Iron and steel 20.3% 28.4% +8.1

Wearing apparel 27.9% 35.7% +7.8

All sectors 12.3% 15.8% +3.5

Source: PwC analysis of ONS data
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In	practice,	data	are	not	readily	available	
to measure offshoring directly. Instead, 
we	have	tried	to	estimate	the	broad	scale	
of	this	by	identifying	the	sectors	which	
have	experienced	the	biggest	change	
over time in import intensity (i.e. the 
value of imports as a proportion of 
domestic consumption of a particular 
type of product). The change in import 
intensity	will	reflect	a	variety	of	factors,	
but	should	give	at	least	an	indication	 
of the relative scale of offshoring in 
different sectors. We used ONS data for 
the period from 1997 and 2010, which  
is	the	latest	available	data	point	for	
detailed	product	categories.	Table	4.1	
summarises those sectors, mostly in 
manufacturing, with the largest increases 
in import intensity over this period5. 

This analysis shows that: 

•	 For the UK as a whole, imports are 
now	significantly	more	important,	
with an increase in the intensity of 
imports	from	just	over	12%	in	2007	
to	almost	16%	in	2010.	This	is	
consistent with a rising trend in 
offshoring from the UK, in line with 
the experience of other advanced 
economies over this period.

•	 The	biggest	increase	in	UK	import	
intensity	has	been	observed	in	heavy	
manufacturing	(shipbuilding	and	
metals).	This	reflects	the	rapid	rise	 
of emerging economies that possess 
significant	comparative	advantages	
in these sectors relative to the UK.

•	 Scientific	research	and	development	
has	also	seen	a	significant	increase	 
in import intensity over this period, 
suggesting an increasing degree of 
offshoring. This makes sense given 
that most emerging economies have 
seen a rapid rise supply of university 
graduates	with	scientific	backgrounds	
(notably	in	India	and	China).	

•	 UK import intensity is now more 
than	40%	for	electrical	equipment	
and	machinery.	Part	of	this	can	be	
explained	by	the	rise	of	original	
equipment	manufacturers	(OEM)	in	
the Far East in these product areas.

•	 Import intensity is now more than 
50%	in	air	and	spacecraft	and	
related	machinery.	This	reflects	the	
global	dominance	of	the	US	and	Europe	
in	the	aircraft	business	(to	which	the	
UK	contributes)	and	the	superiority	
of the US in the space sector.

•	 Back-office	support	services	have	
also	been	offshored	to	a	significant	
degree, with import intensity roughly 
doubling	to	just	over	30%	between	
1997	and	2010,	helped	by	falling	
communication costs and the spread 
of the internet.

•	 Other	sectors	like	rubber,	plastic,	
and industrial gases and fertilisers 
have also seen rising import intensity 
associated, at least in part with 
offshoring. Higher energy costs and 
stricter environmental regulation in 
the UK may have played a part here 
in encouraging moves to emerging 
markets,	together	with	broader	 
cost considerations. 

4.2 – Potential rationale 
for reshoring 
The trend towards offshoring, and so 
increasing UK import intensity, has 
therefore	been	a	powerful	one	since	the	
late 1990s. However, recent surveys 
have	suggested	that	the	tide	may	be	
beginning	to	turn,	with	‘reshoring’	back	
to the UK gradually picking up in recent 
years. For example, a survey carried  
out	by	the	Manufacturing	Advisory	
Service (MAS) Barometer6 in 2013 
showed	that	14%	of	businesses	reshored	
some of their activities compared to  
11%	who	offshored.	

Even though this survey covers only  
a	sub-section	of	the	economy	it	could	 
be	representative	of	a	wider	trend	
experienced across the UK economy.  
A	recent	speech	by	the	Prime	Minister7  
highlighted	businesses	ranging	from	
food manufacturing (Symingtons) and 
electronics production (Sony) to services 
like call centres (EE) that had reshored 
some of their overseas production or 
service centres recently. 

So	what	are	the	main	drivers	behind	this	
emerging new trend? Below we discuss 
in turn the following factors, the relative 
significance	of	which	will	vary	from	case	
to case (as an illustration, see also Box 4.1 
below	for	a	more	specific	analysis	for	 
the textiles sector):

•	 Declining	wage	gaps

•	 Technological	changes

•	 Security	of	supply	chains

•	 Rising	or	volatile	transport	costs

•	 Quality	of	products	and	services	

•	 Need	to	respond	quickly	to	changing		
 consumer preferences in a digital world

•	 Cost	of	managing	overseas		 	
 operations.

5	 For	the	purposes	of	this	analysis	we	have	excluded	extractive	products	such	as	coal,	oil	and	natural	gas.	This	is	because	special	factors	apply	which	explain	increasing	
UK	reliance	on	imports	in	these	sectors	(e.g.	declining	economically	viable	UK	reserves),	which	are	not	related	to	more	general	reasons	for	offshoring	operations.

6	 “MAS	Barometer	reveals	‘Quality,	Cost	and	Delivery’	are	prime	drivers	to	move	production”	http://www.mymas.org/news/mas-barometer-reveals-quality-cost-and-
delivery-are-prime-drivers-to-move-production.

7	 World	Economic	Forum	(Davos)	2014	speech	by	David	Cameron	https://www.gov.uk/government/speeches/world-economic-forum-davos-2014-speech-by-david-cameron
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Declining wage gaps 
One	key	factor	has	been	the	declining	
wage	gap	between	developing	and	
developed economies, which has 
reduced	a	key	cost	benefit	from	offshoring	
activities to low-wage economies. 

Results from our earlier research  
(see Figure 4.1) suggest that this wage 
gap will continue8 to shrink over the 
next decade and a half, in part due to 
projected real exchange rate movements. 
By 2030, real wage levels in emerging 
economies like China, Poland, Turkey 
and	Mexico,	all	of	which	have	been	major	
beneficiaries	from	offshoring,	are	likely	
to	be	significantly	closer	to,	although	
still lower than, UK (and US) levels.  
Of course, the precise projections  
shown	in	this	chart	are	subject	to	many	
uncertainties, particularly as regards 
real	exchange	rates,	which	can	be	 
highly volatile over shorter periods,  
but	the	broad	long	term	trend	towards	
greater wage convergence seems  
likely	to	be	robust.

Some	labour-intensive	businesses	 
(or	functions	within	businesses)	will	
respond	to	this	trend	by	moving	
production from places like China to 
even cheaper locations, such as the 
Philippines (as shown in the chart), 
Vietnam	or	Bangladesh	(not	covered	by	
our study). However, where the other 
factors	discussed	below	are	important,	
this	may	not	be	appropriate	and	some	
activity	may	be	moved	back	to	the	UK	
once the cost advantage of locations like 
China shrinks to less dramatic levels.  
In	any	event,	businesses	need	to	factor	
in these projected relative wage trends 
when making location decisions.

Technological changes 
New	technologies	may	also	be	eroding	
some	of	the	benefits	of	relocating	to	 
low wage economies. 

One example is 3D printing, which 
reduces	the	role	of	labour	in	the	production	
process. At the moment, this technology 
is	not	widely	used,	but	recent	estimates	
suggest	that	global	demand	for	3D	
printers	could	increase	by	around	20%	
per annum over the period to 20179. 

The introduction of cheaper forms of 
advanced	robotics,	which	can	work	 
with humans, is also expected to have  
a similar effect. This technology is 
already	being	successfully	used	in	some	
warehouses10 and could spread much 
more widely over the next decade.

8	 Our	projections	should	be	interpreted	as	indicators	of	likely	broad	trends	not	point	forecasts.	This	is	because	they	are	subject	to	considerable	uncertainties	both	
	 as	regards	real	wage	and	real	exchange	rate	trends.	The	full	report	can	be	found	at:	http://www.pwc.co.uk/assets/pdf/global-wage-projections-sept2013.pdf
9	 Marketwatch;	http://www.marketwatch.com/story/world-3d-printing-market-2014-01-28
10	Kiva	Robots	is	an	example	of	this	technology.
11	“The	impact	of	natural	disasters	on	global	supply	chains”	ARTNet	Working	Paper	Series	No.	115/June	2012

Figure 4.1: Average wage per month relative to the US and UK for selected economies  

Source: ‘Global wage projections to 2030’, PwC (September 2013)
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Security of supply chains
In the light of extreme climate events, 
political unrest and theft of intellectual 
property (particularly in countries where 
IP	protection	is	difficult),	management	
of UK companies may have a greater 
desire to keep their supply chains secure 
by	bring	more	of	them	onshore.	

We have already seen examples of 
sectors where the reliance on offshore 
supply	chains	has	led	to	problems.	
Electrical component production in the 
Philippines,	for	example,	dropped	by	
17.5%	in	the	two	months	to	May	2011,	 
as their supply of raw materials from 
Japan stopped11. This had a knock on 
impact on customers in the US and 
Europe, including the UK. The severe 
floods	in	Thailand	in	2011	had	similarly	
disruptive effects on supply chains in 
areas like auto parts.
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Clearly reshoring is not the only response 
to supply chain risks (particularly given 
recent more severe weather events in 
the	UK),	but	it	is	an	option	that	may	now	
be	given	greater	weight	in	decisions	as	
experience accumulates on the potential 
fragility	of	globally	dispersed	supply	chains.

Rising or volatile transport costs
Another factor which is encouraging 
reshoring	has	been	the	cost	of	transporting	
freight over long distances. Figure 4.2 
shows that international freight costs 
rose very sharply in the period leading 
up	to	2007-8	and	have	remained	volatile	
(although much lower) since then. 

Businesses	that	have	to	ship	bulky	
products over thousands of miles are 
particularly	susceptible	to	this	volatility,	
as transport costs can make up a 
significant	component	of	their	overall	
cost	base.	This	could	be	a	factor	favouring	
reshoring from locations like China 
where the primary market is in, or near 
to,	the	UK.	For	lighter	or	intangible	
products,	however,	this	may	be	much	
less of a factor.

Quality of products and services 
Quality is one of the major reasons cited13 
by	UK	businesses	consider	whether	to	
reshore parts of their overseas operations 
back	to	their	home	country.	This	suggests	
that	businesses	have	often	found	it	
difficult	to	monitor	and	guarantee	the	
quality	of	the	goods	and	services	produced	
by	offshored	operations.	In	principle,	
businesses	can	avoid	this	problem	by	
vetting suppliers. However, information 
on this is often limited, especially in 
emerging economies like China. Vetting 
can	also	be	a	costly	process	bearing	 
in mind the wide variety of choices 
available	e.g.	there	are	more	than	5,000	
mould makers in the Guangdong 
province of China alone.

Cost of managing overseas operations 
Finally, even if it is now cheaper and 
easier to communicate with offshore 
offices,	companies	continue	to	spend	
significant	sums	of	money	in	deploying	
management and purchasing teams 
abroad	to	monitor	performance	and	
improve processes. So, in some cases, 
the cost gain from offshoring parts of 
the	businesses	has	been	eroded	by	the	
incremental cost of travel and overseas 
accommodation. 

The	above	list	of	factors	is	by	no	means	
exhaustive, and we expect each sector to 
be	impacted	in	a	different	way.	However,	
the key message coming out from the 
discussion	is	that	businesses	should	not	
only focus on headline production costs 
when	choosing	a	supplier,	but	should	
also	focus	on	other	aspects	like	quality,	
security of supply chain, lead times and 
additional cost of managing operations 
remotely.	In	an	increasing	number	of	
cases,	this	may	be	tipping	the	balance	 
in favour of reshoring, or perhaps not 
offshoring	in	the	first	place.	

12	 The	Baltic	Dry	Index	is	an	assessment	of	the	price	of	moving	the	major	raw	materials	by	sea	along	23	shipping	routes.
13	 “MAS	Barometer	reveals	‘Quality,	Cost	and	Delivery’	are	prime	drivers	to	move	production”	http://www.mymas.org/news/mas-barometer-reveals-quality-cost-and
 delivery-are-prime-drivers-to-move-production

Figure 4.2: Baltic Dry Index12  

Source: PwC analysis of data from Thomson Datastream
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Need to respond quickly to  
changing customer preferences  
in a digital world
Offshoring	has	made	businesses	less	
agile to changes in customer preferences, 
which	may	themselves	shift	more	quickly	
in a world where online shopping is 
increasingly prevalent. Even though 
management	teams	may	have	been	
quick	to	recognise	changing	preferences,	
distances have made communication 
and changes in production runs more 
difficult.	This	could	lead	to	higher	
inventory	costs,	lower	profit	margins	
and loss of some customers. 

This	has	been	an	issue	for	the	IT	
industry as changes tend to happen fast, 
but	it	also	affects	sectors	like	clothes	
retailing (see Box 4.1) where fashions 
now change more rapidly, in part  
due to increased online shopping and  
the desire for more customised products 
with smaller production runs. This is 
much easier to deal with if you are 
producing in Manchester or Leeds  
rather than China or Bangladesh.
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Box 4.1  
UK textiles – returning to its roots? 

The textiles industry was at the heart 
of the Industrial Revolution that 
propelled the UK to the top of the 
global economic league table in  
the late 18th and 19th centuries.  
Over	time,	however,	there	has	been	a	
seemingly	inexorable	shift	in	mass	
textiles production to other locations, 
most	notably	China	over	the	past	two	
decades.	This	has	been	associated	with	 
a steady decline in output volumes for 
most of this period and a decline of 
around 25,000 in employment since 1990.

Nonetheless, the clothing and textiles 
industry in the UK still generates gross 
value	added	of	around	£9	billion	per	
annum	(according	to	estimates	by	
Euromonitor) and employment of close 
to 100,000, plus around 40,000 self-
employed workers. There are still 
significant	clusters	of	activity	in	areas	
such as Greater Manchester, Lancashire, 
West Yorkshire and the Midlands. 

The	question	is	whether	reshoring	could	
boost	these	output	and	employment	
levels	in	future.	This	has	been	examined	
in	detail	in	a	recent	research	report	by	
the Alliance Project1.

The case for reshoring 
The argument for reshoring of textiles 
manufacturing rests on a range of factors, 
including in particular:  

•	 Fast changing consumer preferences 
for fashion and rapid increases in 
online	shopping	require	much	shorter	
lead times from the factory to the shop 
floor.	This	favours	local	production	
that can deliver shorter runs more 
quickly,	so	reducing	inventory	costs	
and avoiding the need for heavy 
price discounting. 

•	 A	demand	for	‘British-made’	products	
that can command premium prices 
in	some	cases	(e.g.	the	‘made	in	Britain’	
ranges	launched	by	Debenhams	and	
M&S in 2012 and 2013).

•	 Local production allows more control 
and	quality	assurance	on	design	
features that are of increasing 
concern to customers in the UK and 
overseas. Good design can command 
a	significant	price	premium,	so	
offsetting any cost disadvantage  
of UK production.

•	 Rising relative wage levels, energy 
and transport costs for China and 
other emerging markets to which 
textile production had previously 
been	moved	are,	in	any	event,	reducing	
this cost disadvantage to UK production 
(although the other factors listed 
above	are	more	important	in	textile	
reshoring decisions according to  
the Alliance report).

•	 Increased automation of low value 
processes can also reduce the 
importance	of	labour	costs	in	overall	
decisions on offshoring versus 
reshoring of production (e.g. in  
areas like hosiery and socks).

John Lewis, ASOS and River Island are 
three major retailers that have their own 
production facilities in the UK as a result 
of these factors.

Potential impact
The argument for reshoring of textiles 
manufacturing rests on a range of factors, 
including in particular:  

•	 High-end and some types of mid-
market apparel, fast fashion, luxury 
goods	(notably	exports	of	designer	
clothes and shoes to China and other 
newly	affluent	emerging	markets),	
and	bespoke	homeware	products.		

•	 Products with more added value in 
the manufacture process, including 
technical textiles for use in advanced 
manufacturing sectors, design  
work in general, digital and panel 
printing,	jersey	and	jacquard,	
embroidery	and	knitwear.	

Overall, their report estimates the 
potential for reshoring to add around 
5,000	jobs	to	the	UK	textiles	sector,	
representing	an	increase	of	around	5%	
on current levels. This is a relatively 
conservative	estimate,	based	on	
replacing	just	1%	of	current	textiles	
imports to the UK with domestic 
production. This is a realistic estimate 
for	the	short	term,	but	our	analysis	in	
the main text of this article suggests 
that,	if	progress	can	be	sustained	in	 
the longer term, then the potential for 
additional employment in the sector 
could	be	greater	–	perhaps	of	the	order	
of	20,000	or	more	jobs	by	2025.	

This	will	require	a	virtuous	circle	of	
increased	activity	and	investment	to	be	
created within clusters of local textile 
producers linked to the large clothes 
retailers. More active involvement of  
key retailers like M&S as primes will  
be	important	here	(mirroring	what	 
M&S already does in other markets  
like Turkey). 

Significant barriers to overcome
However,	there	are	significant	barriers	
to overcome in realising this potential, 
notably	as	regards	lack	of	skills	in	the	
sector following decades of relative 
decline,	leading	to	an	ageing	labour	
force.	There	are	also	large	imbalances	
of	market	power	between	small	textile	
manufacturers	(mostly	micro	firms	
with less than 10 employees) and large 
retail	buyers.	Without	co-ordination	
and knowledge exchange the need for 
new investment in the latest production 
technologies is therefore unlikely to  
be	feasible	for	small	textile	firms.	

This means that large retailers and 
industry associations have an important 
role to play in driving any renaissance  
in	UK	textile	production,	supported	by	
local and central government where 
appropriate. The initiatives recommended 
in the Alliance Project report include 
support for knowledge sharing, mapping 
supply chains, marketing (e.g. international 
trade	fairs),	access	to	finance	or	loan	
guarantees	for	investment	by	small	
businesses,	and	help	in	getting	bills	 
paid on time. 

1	 The	Alliance	Project,	‘Repatriation	of	UK	textiles	manufacture’,	June	2013	(unpublished	report	provided	to	PwC	by	the	Alliance	Project	for	reference	 
in preparing this article).
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4.3 – Potential scale of 
reshoring back to the UK
Sectors where reshoring could  
be most prevalent
As	explained	above,	the	shrinking	wage	
gap	between	developed	and	developing	
economies	is	expected	to	be	one	of	the	
key	drivers	behind	reshoring,	particularly	
in	more	labour	intensive	sectors.	In	
Table	4.2,	we	have	identified	a	number	
of such sectors that currently also have 
above	average	import	intensity14, using 
data	from	the	ONS	input-output	tables.		

We have also recently seen some evidence 
of	telecommunications	businesses	
reshoring some of their customer services 
functions	and	call	centres	back	to	the	
UK.	Mobile	operator	EE,	for	example,	
has	announced	that	it	will	be	bringing	
back	call	centres	that	were	predominantly	
based	in	the	Philippines.	Even	though	
this	sector	is	not	labour-intensive	overall,	
we	believe	that	this	kind	of	function	
could	well	be	a	candidate	for	reshoring	
more widely in the telecoms sector, so 
we have included this in our analysis in 
addition	to	the	sectors	listed	in	Table	
4.2.	There	may	well	be	other	such	cases	
with	strong	reshoring	potential,	but	in	
the	absence	of	specific	examples	of	
reshoring to support this we have not 
extended our list of sectors further  
for the present analysis. 

Estimated impact on output and jobs 
Estimating the scale and timing of 
reshoring	is	very	difficult	given	that	it	
remains a very new trend, the evidence 
for which is relatively anecdotal at 
present	and	not	readily	captured	by	
official	statistics.	However,	by	using	our	
analysis	above	and	a	plausible	set	of	
assumptions we can give a sense of  
the	broad	order	of	magnitude	of	the	
potential impact on the UK economy 
looking over roughly the next decade 
(i.e. until the mid-2020s).

To generate these order of magnitude 
estimates we have made the following 
assumptions for our selected sectors: 

• Imports decrease by 5-10% over  
a ten year period:	By	definition,	
reshoring implies that imports 
decrease,	relative	to	a	baseline	
where import intensities remain 
unchanged. We have assumed a 
modest decrease in imports in our 
selected sectors at a rate of around 
0.5-1%	per	annum	on	average	over	 
a ten year period.

•	 This assumption is hard to validate, 
but	intuitively	seems	to	be	of	a	
plausible	order	of	magnitude	relative	
to past changes in sectoral import 
intensities during the period of 
offshoring	as	shown	in	Table	4.1	
above.	Indeed,	for	some	sectors	 
it could understate the potential 
impact of reshoring over the next 
decade,	especially	if	recent	problems	
in some emerging markets persist 
(e.g. the Fragile Five economies - 
Brazil, India, Indonesia, Turkey  
and South Africa), so discouraging 
businesses	from	investing	there.

14	 We	used	the	latest	available	2010	input-output	tables	from	the	ONS	to	calculate	the	compensation	of	employees	as	a	proportion	of	total	output.	We	limited	our	analysis
	 to	sectors	that	had	an	above	average	import	intensity	and	removed	non-tradable	activities	(e.g.	public	administration)	and	certain	sectors	where	we	considered	that
	 reshoring	was	unlikely	on	any	significant	scale	over	the	next	decade	(e.g.	shipbuilding).

Table 4.2: Tradable sectors with high 
labour intensity and above average 
import intensity

Manufacturing

Textiles and apparel

Rubber and plastic products

Fabricated metal products, except  
machinery and equipment

Computer, electronic and optical products

Machinery and equipment

Services

Research and development

Business support services

Source: PwC analysis of ONS data

• Current average gross value  
added (GVA) per employee ratios 
can be used to translate between 
output and employment impacts: 
We have estimated output effects  
(at	constant	2012	prices)	based	 
on	2012	data	on	import	levels	by	
sector	and	the	assumption	above.	 
We then used current GVA to 
employee ratios to translate this  
to a rough estimate of employment 
effects. This could overstate the 
actual marginal employment effect 
in some sectors if reshoring to the UK 
results	in	less	labour-intensive	and	
more capital-intensive production.  
It	is	hard	to	quantify	such	changes	 
so our assumption seems a reason-
able	starting	point.	However,	we	
should	bear	this	possible	bias	in	
mind when interpreting the results.
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15 We used the ONS Pink Book (2012) for international trade data on goods and the International Trade in Services Statistics (2012) for services. The latter source had a  
	 more	granular	breakdown	of	the	trade	in	services.	It	does	not,	however,	break	it	down	by	SIC	codes,	which	is	why	these	are	not	shown	in	Table	4.3	for	services	sectors.	 
16	 Standard	Industrial	Classification
17	 As	it	happens,	this	order	of	magnitude	employment	impact	estimate	is	similar	to	that	quoted	in	a	2013	study	on	reshoring	by	the	Royal	Society	of	Arts,	 
	 but	their	methodology	was	different	in	the	sectors	covered	and	the	assumptions	made,	so	this	is	just	a	coincidence.

Using	the	above	assumptions	we	used	 
a	combination	of	official	ONS	trade	
statistics and the preliminary results 
from the 2012 Annual Business Survey 
to calculate the potential impact that 
reshoring could have on output and 
employment in our selected sectors.  
The	results	are	summarised	in	Table	4.3.	
For the purposes of showing how the 
calculation	works,	precise	figures	are	
quoted	in	the	table,	but	we	would	stress	
again that these are only intended as 
order of magnitude estimates given  
the uncertainties surrounding our 
assumptions	above.	

The results of our analysis show that:

•	 Reshoring has the potential to increase 
annual	output	by	something	of	the	
order	of	£6-12	billion	(at	constant	
2012	prices),	which	would	equate	 
to	around	0.4-0.8%	of	UK	GDP.	
Corresponding	job	impacts	could	 
be	of	the	order	of	100-200,00017  
by	the	mid-2020s.

•	 Manufacturing has the potential to 
benefit	significantly	from	this	trend	
in areas such as the manufacturing 
of	computers,	electronic	equipment,	
machinery	and	other	equipment.	 
The textiles sector (as discussed 
further in Box 4.1) is also expected  
to	make	a	comeback,	although	the	
jobs	impact	estimate	here	could	be	
over-estimated somewhat if new 
production is more capital-intensive 
on average than existing production. 
Nonetheless, additional UK textile 
jobs	of	the	order	of	20,000	or	more	
by	the	mid-2020s	seems	possible	
even if we scale down our estimates 
somewhat	to	reflect	greater	capital	
intensity of new production.

•	 Reshoring is also expected to have 
impact on services generating,  
on our estimates, around an extra 
10-20,000	jobs	over	the	next	 
decade in the areas of research  
and	develop-ment,	business	support	
services and telecommunications.  
It	may	be,	however,	that	this	estimate	
is actually on the low side given  
that	there	may	be	labour-intensive	
support functions in many other 
sectors	that	could	be	candidates	for	
reshoring	but	are	not	included	in	 
our analysis.

Table 4.3: Estimated impact of reshoring on UK jobs and output in the next 10 years15 

SIC16 Sector Estimated 
domestic 
production boost  
(in 2012 £ millions)

Estimated  
job impact
(in thousands)

Manufacturing

13 / 14 Textiles and apparel 1,002 2,004 31 62 

22 Rubber and plastic products 500 1,000 9 19 

25 Fabricated metal products, except 
machinery and equipment

436 872 9 18 

26 Computer, electronic and optical products 2,133 4,266 34 68 

28 Machinery and equipment 1,343 2,687 21 41 

Impact on manufacturing 5,414 10,828 104 208

Services

Research and development 176 352 4 8 

Business support services 109 218 4 9 

Telecommunication 180 361 1 3

Impact on services 465 931 9 20

Total 5,979 11,759 113 228

Source: PwC analysis – results are only intended to indicate broad orders of magnitude

How can government support 
reshoring?
The	above	analysis	suggests	that	there	
could	be	significant	potential	gains	from	
reshoring for parts of the UK economy. 
But	this	potential	will	only	be	realised	
with support from policymakers and 
other relevant parties in areas such as:

• Encouraging specialised clusters 
and centres of excellence: National 
and local government can work 
together	with	business	to	create	 
the right ecosystem for some of the 
sectors	identified	above	in	designated	
areas	of	the	country,	for	example	by	
following the successful example  
of the East London Tech City. More 
general programmes to support 
sector-specific	skills	development	
will	also	be	important,	with	employers	
playing a leading role here in 
partnership with education and 
training providers.
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“ Reshoring has the 
potential to bring 
around 100,000 to 
200,000 jobs back  
to the UK over the  
next 10 years” 

• Upgrading infrastructure: 
Government should aim to keep  
UK infrastructure up-to-date with 
international standards, particularly 
in the transport sector.  

• Maintaining a transparent and 
internationally competitive tax 
regime: The UK should aim to 
maintain a simple, transparent  
and	competitive	fiscal	regime	for	
businesses	to	encourage	them	to	
relocate	their	activities	back	to	the	
UK	(or	not	to	offshore	in	the	first	
place). In general, the UK is already 
on track for this with the corporation 
tax	rate	set	to	drop	to	20%	by	2015.	

4.4 Summary and 
conclusions
Since	the	1990s,	there	has	been	a	major	
trend in the UK and other advanced 
economies	for	businesses	to	offshore	
activities to lower cost emerging 
economies. There are, however, now 
some	early	signs	this	trend	could	be	
reversing in some sectors due to:

•	 a reduction of the wage gap with 
emerging markets that is likely  
to continue;

•	 higher and/or volatile international 
transport costs; and

•	 an increasing recognition of the 
downsides of offshoring in terms of 
factors	such	as	quality	assurance,	
supply chain security, responsiveness 
to changing consumer tastes in the 
UK market, and incremental costs  
of managing remote overseas 
operations.

Our	analysis	has	identified	a	number	 
of sectors where there is potential for 
reshoring to have material impacts over 
the next decade or so, including textiles, 
manufacturing of computers, electronics 
and	machinery	as	well	as	business	
support services, telcommunications 
and R&D. 

This trend is at a very early stage, which 
makes	quantification	very	difficult,	but	
in order of magnitude our estimates for 
these	sectors	suggest	a	potential	boost	to	
annual	UK	output	of	around	0.4-0.8%	 
by	the	mid-2020s	with	an	employment	
effect of the order of 100-200,000.  
This	is	not	sufficient	to	have	a	game-
changing effect on overall UK macro-
economic	performance,	but	it	could	be	
significant	in	the	sectors	concerned	and	
the local areas where they are clustered.

Policymakers can support the reshoring 
processes	by	encouraging	the	formation	
of specialised clusters (following the 
example of the East London Tech City), 
by	upgrading	infrastructure	to	provide	
more	efficient	transport	services	for	
businesses	and	maintaining	a	competitive	
tax regime in the UK.
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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. 

We expect the Eurozone as a whole to 
grow	in	2014	led	by	Germany.	US	growth	
should	also	pick	up	significantly	this	year	
growing at its fastest rate since 2005. 
World economic growth will continue  
to	be	led	by	the	emerging	economies	
although many of these have slowed 
down recently. 

These projections (including those  
for the UK) are updated monthly  
in	our	Global	Economy	Watch	
publication,	which	can	be	found	 
at http://pwc.co.uk/GEW  

Table A.1: Global economic prospects

Share of  
World GDP

Real GDP  
growth     (%) Inflation   (%)

2012 at MERs 2013e 2014p 2013e 2014p

United States 22.5% 1.9 3.0 1.5 1.8 

China 11.4% 7.7 7.5 2.7 2.5 

Japan 8.3% 1.6 1.5 0.4 2.1 

UK 3.4% 1.8 2.6 2.6 1.8

France 3.6% 0.1 0.9 1.0 1.2 

Germany 4.7% 0.5 1.7 1.6 1.7 

Greece 0.3% -3.8 0.2 -0.9 -0.3 

Ireland 0.3% 0.1 2.1 0.5 1.4 

Italy 2.8% -1.8 0.4 1.3 1.1 

Netherlands 1.1% -0.9 0.8 2.6 1.4 

Portugal 0.3% -1.2 1.3 0.4 0.5 

Spain 1.8% -1.2 0.7 1.5 0.9 

Poland 0.7% 1.3 2.6 1.2 2.0 

Russia 2.8% 1.6 2.2 6.8 5.8 

Turkey 1.1% 3.7 3.2 7.5 7.3 

Australia 2.1% 2.4 2.7 2.4 2.8 

India 2.6% 4.7 5.4 6.3 5.2 

Indonesia 1.2% 5.8 5.5 7.0 6.2 

South Korea 1.6% 2.8 2.8 1.2 1.8 

Argentina 0.7% 5.0 1.1 10.5 11.2 

Brazil 3.1% 2.2 2.0 6.2 5.8 

Canada 2.5% 1.7 2.3 0.9 1.7 

Mexico 1.6% 1.6 3.2 3.8 3.8 

South Africa 0.5% 1.9 2.8 5.8 5.4 

Saudi Arabia 1.0% 3.8 4.4 3.5 3.1 

World (PPP weights) 3.0 3.5 

World (market rates) 100% 2.5 3.1 4.7 5.0

Eurozone (market rates) 16.9% -0.4 1.0 1.4 1.3

Source: Latest estimates for 2013 and PwC main scenario for 2014; IMF for GDP shares in 2012 at market exchange rates (MERs).
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Appendix B  
UK economic trends: 1979 – 2013

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 4.0 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 3.0

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 3.0

2004 3.2 3.2 1.9 1.3 4.6 -2.0 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 0.3 1.5 -1.7 2.8 0.8 -3.7 7.7

2013 1.8 2.4 -0.6 2.6 0.5 -3.6 6.8

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 excluding special factors)     *** Peak-to-peak for GDP relative to trend 
Source: ONS, Bank of England
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