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Economic Growth

e GDP resumed in 2009 but peaked at
2%. Economic output was stagnant in
late 2010 and the first half of 2011.

e Private expenditure has slowed sharply
with neither consumption nor investment
growing in the past year.

¢ Investment spending rose 7% in 2010
but has been stagnant during the past
year. As a proportion of GDP, it is low
relative to recent decades.

¢ Firms have stopped destocking and are
now building up inventories at a normal
pace. This contributed to growth in 2010
but the positive impact has now faded.

e Exports continue to be determined by
the global cycle and growth has been
solid during the past couple of years.

e Net exports were a negative factor in
2010 but have become positive as
spending upon imports has decelerated.

Consequences of Economic Growth

e The trade deficit was 2% of GDP during
the past year, similar to the 2%-4%
range of the past decade. The current
account deficit is also 2% of GDP.

e Firms reported that capacity utilisation
has fully rebounded from the low levels
of the recession.

e Employment began growing again last
year and has grown by 1% in the past
twelve months.

e The unemployment rate has been stable
during the past two years. At 8%, the
current level is higher than during the
previous fifteen years.
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Jun-10 Sep-10 Dec-10 Mar-11

Consume 1.3 1.2 0.1
Govt 11 1.3 0.9
Invest 2.4 6.4 7.2
Stocks* 1.5 1.9 17
Exports 6.5 7.2 5.6
Imports 10.0 10.6 9.2
GDP 1.6 25 15

* Stocks are contribution to growth
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Inflation

e Consumer inflation has re-accelerated
and has been above the top of the Bank
of E n g fargeh zbne for most of the
past four years.

e “Core” inflation (excluding food and
energy) has also risen in the past year
and has been above 3%.

e Wages have decelerated in recent
years, perhaps influenced by higher
unemployment. Wages rose by 3% in
the past year.

e Labour productivity grew through 2010
but has plateaued as economic output
has stagnated.

e Static labour productivity has resulted in
unit labour costs rising by 2%-3% in the
past year.

Government Policy

e The government has incurred fiscal
deficits in excess of 10% of GDP for the
past two years.

e Slower economic growth and an easing
of policy led to a declined in revenue
and a rise in expenditure.

e Government debt levels have risen very
rapidly over the past three years and
now represent around 80% of GDP.

e Growing debt and large deficits have led
the government to begin a sizeable
fiscal contraction.

e The BoE has kept Bank rate down at
0.5% since the recession and created
money to finance the fiscal deficit.

e Nominal interest rates close to 0% imply
that real rates are close to -4%. Both
nominal and real rates are the lowest
experienced for many decades.

e The exchange rate has been very low
since 2009 which has added to the
accommodative monetary policy stance.

Other Developments

e Household savings rates rose during the
recession but have drifted down again
and are now once again low by
historical standards.

e House prices have begun falling in
2011. By historical standards, they are
still very high in relation to incomes.
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