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The Stats.
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UK GDP growth for 2017 revised
up as the current account deficit
falls to six-year low.

The BCC upgrades its GDP growth
expectations for the UK economy.
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US raises interest rates and the
Bank of England likely to follow
suit next month.



The Findings.

The third official estimate of UK economic output (GDP) recorded growth of 0.4% in Q4
2017, unrevised from the previous estimate and down slightly from the growth of 0.5%
recorded in Q3. The UK economy grew by 1.4% in annual terms in Q4, down from growth
of 1.8% recorded in Q3. However, partly due to upward data revisions to GDP growth in
the first half of 2017 UK GDP growth for 2017 as a whole was revised up from
1.7% to 1.8%.Overall, UK economic output is now 10.6% above its pre-recession peak.

Household spending, which accounts for around two-thirds of UK economic output, grew
by 0.3% in Q4, unchanged from the previous quarter. For 2017 as a whole, household
spending grew by 1.7%, the slowest rate of annual growth since 2011. The latest data
also indicates that consumers are drawing down savings or borrowing to help fund
spending. The households’ saving ratio fell to 5.1% in 2017, the lowest rate
on record. (As a result, households became net borrowers (household debt exceeding
deposits) in 2017 for the first time on record.

In the three months to January 2018, the number of people in employment rose by
168,000. The UK unemployment rate fell to 4.3%, the joint lowest rate since 1975. With
regular pay growth increasing from 2.5% to 2.6%, the gap between pay and price
growth has narrowed significantly, easing the squeeze on consumers. However,
while regular real wage growth is now likely return to positive territory sooner rather

than later, the extent to which pay growth can be kept consistently above inflation will be
determined by the extent to which the UK can build on the recent increases in productivity.
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...as inflation slows further...

CPl inflation in the UK stood at 2.7% in February 2018, the lowest rate since July 2017
and down from the 3% rise in January. The largest downward pressure came from
transport and food prices, which rose by less than a year ago. It is probable that the
UK is now past the peak of the recent spike in inflation and will slow further
over the coming months as the impact of the post-EU referendum decline in sterling fades.
However, the upward pressure from rising commodity prices could well keep inflation
above the Bank of England’s 2% target over the near term.

..UK’s current account deficit narrows...

The UK’s current account deficit (the gap between what the UK earns and spends)
narrowed from £19.2 billion in Q3 2017 to £18.4 billion in Q4 2017. The current
account deficit in Q4 2017 equated to 3.6% of UK GDP, down from 3.7% in Q3 2017.
For 2017 as a whole, the UK’s current account deficit equated to 4.1% of
UK GDP, the lowest since 2011 but still almost four times the historical
average. The improvement was partly driven by an increase in income from overseas

investment with UK direct overseas investment in 2017 reaching £65.7 billion, the highest
since 2007.



...BCC upgrades its UK growth forecasts...

The BCC has upgraded its UK economic growth (GDP) forecast for 2018 from 1.1% to
1.4%. The BCC has also upgraded its UK growth forecast for 2019 from 1.3% to 1.5%,
and the BCC's first forecast for 2020 is for 1.6% growth. The upgrades mainly reflect
slightly stronger expected growth in consumer spending amid a moderate pick-up in

pay growth. UK export growth is also expected to remain robust, supported by a strong
global economy. However, UK GDP growth is still set to remain well below the historical
average throughout the forecast period. Our latest forecast also implies that the
UK will remain among the slowest growing economies in the G7 until
2020 at the earliest.

BCC UK GDP Growth Forecast Comparisons




The Eurozone economy grew by 0.6% in Q4, unrevised from the previous estimate. Eurozone
growth in Q4 was partly driven by consumer spending, which rose by 0.2% in the quarter.
There were also positive contributions from investment and net trade in Q4. Estonia
(2.2%) recorded the strongest growth among Eurozone countries in Q4,
followed by Slovenia (2.0%). In contrast, Greece (0.1%) recorded the weakest Q4 growth,
followed by ltaly and Latvia (both 0.3%). Over 2017 as a whole, GDP rose by 2.3% in the
Eurozone, up from growth of 1.8% recorded in 2016.

The US economy grew by an annualised rate of 2.9% in Q4 2017, according to the third
official estimate. This was up from the previous estimate of 2.5% but lower than the growth
of 3.2% recorded in previous quarter. Consumer spending, which accounts for over two
thirds of US economic output, grew by 4% in Q4, revised up from the previous estimate of
3.8% and is the strongest rate of growth since Q4 2014. In contrast, net trade was
a drag on growth in the quarter as a 14.1% rise in imports more than offset a 7%
increase in exports over the same period. The US economy grew by 2.3% in 2017 as a
whole, up from an increase of 1.5% in 2016.

The Federal Reserve increased US inferest rates by 0.25 percentage points in March to

a target range of between 1.50% and 1.75%. The tightening in US monetary policy has
been mainly driven by the improving economic outlook for the US with the central bank
upgrading is GDP growth forecast for 2018 to 2.7%, from their previous forecast of 2.5%.
Significantly, the US unemployment rate currently stands at 4.1%, the lowest since 2000. If
US monetary policy continues to tighten as expected, it is likely to increase
the downward pressure on Sterling, increasing the upward pressure on
UK inflation.



...the MPC keeps UK rates on hold for now.

In contrast to the US, the Bank of England’s Monetary Policy Committee (MPC) kept UK
interest rates on hold at 0.5%. However, there was marked shift in the committee’s voting
pattern with the MPC vote splitting from 9-0 to 7-2 with two MPC members - lan McCafferty
and Michael Saunders - voting for a rate hike. Significantly, the latest MPC minutes suggest
that a May rise in interest rates remains likely, stating that “ongoing tightening” is likely

to be needed to get inflation back to the 2% target. However, with economic conditions

still subdued the probability of multiple rate hikes looks unlikely at this stage. Overall, we
expect that UK interest rates will rise to 0.75% in May, followed by another
rate hike, to 1%, in Q1 2019.
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1998 Q1
1999 Q2
2000 Q3
2001 Q4
2003 Q1
2004 Q2
2005 Q3
2006 Q4 -
2008 Q1
2009 Q2
2010 Q3
2011 Q4
2013 Q1 7
2014 Q2
2015 Q3
2016 Q4
2018 Q1



The bottom line...

The latest data releases suggest that UK economic conditions
remain sluggish. It is therefore vital that more is done

to support firms looking grow their business and boost
productivity, including easing upfront business costs and
incentivising business investment. Furthermore, with economic
conditions likely to become more subdued, the MPC should opt
for a prolonged period of monetary stability and keep interest

rates steady over the near term.
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