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Prospects for the UK economy

e The economy will grow by 2.9 per cent in 2014 and 2.4 per cent in 2015.
e Unemployment will average about 6.5 per cent this year.

e CPl inflation will stay close to the 2 per cent target.

e On current plans the public sector finances will be in surplus in 2018-19.

After growing only very marginally in 2012, growth accelerated rapidly, and is now running at
around 3 per cent year-on-year. We forecast GDP growth of 2.9 per cent this year, an upward
revision of 0.4 percentage points on our forecast published just three months ago. This means
that GDP will exceed its previous peak in 2008 in the next few months, although per capita GDP
still remains well below its previous peak, and will not exceed it before 2017. We have also
lifted our GDP growth forecasts for 2015 through to 2017 to about 2.4 per cent. Similarly, while
we expect real wages to grow this year, they are currently about 6 per cent below their 2009
level, and we do not expect them to make up that lost ground until 2018 or so.

The unemployment rate has fallen by 1 percentage point in the past year, and we expect it to
drop to close to 6 per cent from 2015. The corollary of robust growth in employment over the
past few years, combined with economic weakness, has been a sharp fall in productivity growth.
Indeed, since 2008 UK productivity performance has closely tracked that of Italy. Even the
return of GDP growth, however, has not yet resulted in significant productivity increases. This
matters in the short run, since without any improvement in productivity, robust economic growth
will see spare capacity absorbed relatively quickly; it matters even more for the medium to long
run since ultimately productivity is the main, if not the only, driver of real wages and overall
prosperity.

We see few signs of domestic inflationary pressures, with wage growth in particular remaining
subdued, and we expect inflation to stay very close to the 2 per cent target. Nevertheless,
considerable uncertainty surrounds monetary policy on several dimensions: the path of interest
rate rises, where market expectations remain for a rate rise in early 2015; the new equilibrium
level, which the Bank has said is likely to be materially below 5 per cent; and the exit strategy
for quantitative easing, in particular whether this is used as an active policy tool.

On the basis of current government plans, we expect a continued slow decline in net public
sector borrowing this year, accelerating in subsequent years, and reaching an absolute surplus in
2018. The net debt to GDP ratio will peak in 2015-16.



The UK’s trade performance remains disappointing, with the current account deficit running at
about 4 per cent of GDP, on average, over the period 201214, although improving subsequently
as the global economy continues to strengthen.

Summary of the forecast — UK economy

Real gross Unem External
national Real ploy- current
income(@ GDP® ment(b) CPI© RPIX(@) balance(®) PSNB®
2013 1.7 1.7 7.2 2.1 27 =711 955
2014 28 2.9 6.3 20 29 -68.6 895
2015 2.7 2.4 6.2 1.6 22 -50.5 65.5

(a) Percentage change, year-on-year. (b) ILO definition, fourth quarter, rate. (c) Consumer prices index, percentage change, fourth quarter on fourth
quarter. (d) Retail price index, excluding mortgages, percentage change, fourth quarter on fourth quarter. (e)Year, £ billion. (f) Public sector net borrow-
ing, fiscal year, £ billion. Includes the flows from the Bank of England’s Asset Purchase Facility.

ENDS
Notes:
The forecast for the UK economy is published in the National Institute Economic Review, no.
228, May 2014.

For a full copy of the UK economic forecast or to arrange interviews, please contact the NIESR
Press Office: Brooke Hollingshead on +44 (0) 20 7654 1923/ B.Hollingshead @niesr.ac.uk

To discuss the forecast or for interviews, please contact:
Jonathan Portes on +44 (0) 7788 441148 / |.portes@niesr.ac.uk, or
Jack Meaning on +44 (0) 20 7654 1944/ j.meaning@niesr.ac.uk

The National Institute Economic Review is the quarterly journal of the National Institute of
Economic and Social Research (NIESR). Published in February, May, August and November, it
IS available from Sage Publications Ltd (http://ner.sagepub.com./) at
subscription@sagepub.co.uk.

Further details of NIESR’s activities can be seen on http://www.niesr.ac.uk or by contacting:
enquires@niesr.ac.uk.
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