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The Economic and Business
Outlook

What’s in prospect

amid the
uncertainty?




Three questions

e Can the economic recovery continue amid the

turmoil, or is a recession baked in?
e How bad will inflation be, and how long will it last?

e How much will interest rates rise?



It has been one thing after another

e The global financial crisis.
e Brexit & the Trump trade wars
e The pandemic.

e The Russian invasion of Ukraine



Like the Four Horsemen of the Apocalypse



Things looked OK at the start of the year



But not so much now



What's caused all the trouble this year?

e A huge energy price shock.
e Labour shortages.

e Supply-chain difficulties.

e Central banks are tightening policy, so the cost of
borrowing is rising.



Like a flock of black swans



The UK economy is roughly back to pre-pandemic levels
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But now for the hard part
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With consumer confidence near rock bottom
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And businesses worried too
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Trussonomics is now a distant memory

14



And the economy’s under new management
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The Autumn Statement’s highlights

State pension payments and means-tested and disability benefits to increase by
10.1%, in line with inflation

Energy price freeze at an average of £3,000 per household for 12 months from April

Apart from in Scotland, top 45% additional rate of income tax will be paid on
earnings over £125,140, instead of £150,000

Income tax personal allowance and higher rate thresholds frozen for further two
years, until April 2028

Main National Insurance and inheritance tax thresholds also frozen for further two
years, until April 2028

Tax-free allowances for dividend and capital gains tax also due to be cut next year
and in 2024

Local councils in England will be able to hike council tax up to 5% a year without a
local vote, instead of 3% currently.

Legally-enforceable minimum wage for people aged over 23 to increase from £9.50
to £10.42 an hour from next April
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A huge fall in household real incomes
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A very poor outlook for business investment
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The highest tax burden since the 1940s
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Though only a mild recession
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Followed by a surprisingly strong rebound
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Unemployment’s low



And vacancies are still high



Lower gas prices, if sustained, will help
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High energy prices are hitting hospitality

“Food and drink service businesses were more likely than any other

industry to say they plan to cut trading by at least two days per week in
November 2022 to reduce energy costs. More than 1 in 20 businesses in the
sector (6%) planned to stop trading for two or more additional days a week
in the month.

“The same percentage of food and drink service businesses said they had

already done so in the last three months, which was among the highest of
any group. They were also the most likely to reduce trading hours, even if

they were still operating for the same number of days (21%). The broader

hospitality industry, which employs around 1 in 14 UK workers, has been

particularly affected by rising energy prices, according to our Business
Insights and Conditions Survey (BICS).” ONS, November 14, 2022
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https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/datasets/workforcejobsbyindustryjobs02

Retail is still waiting for the upturn
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The outlook

e Economists are looking for a recession, though most are
not as gloomy in the short term as the Bank of England,

or the OBR.

e Expect only a mild recession or a flatlining economy, not

a deep downturn.

e The housing market should correct, not crash.
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2. Inflation has been rising fast
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The Bank of England feared it would hit 13%
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But winter price freeze keeps it below that

“Energy prices rose for households in Great Britain,
however, the rise was constrained by fixing the unit cost
of electricity and gas. Under the EPG, the average unit
cost (for a customer with typical usage, paying by direct
debit) of gas rose from 7.8 pence per kilowatt hour
(p/kWh) to 10.3 p/kWh, and electricity rose from 27.2
p/kWh to 34.0 p/kWh. However, without the EPG, the
average unit prices for gas and electricity were expected
to rise to 14.8 p/kWh and 51.9 p/kWh, respectively.”
ONS, November 16 2022
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There are reasons why high inflation should not be permanent

* Energy price spikes tend not to last, despite Russia-

Ukraine.
* Despite labour shortages, there isn’t yet evidence of a
wage-price spiral.

* The big money supply expansion associated with QE is

over.

31



So inflation should fall sharply next year
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3. The interest rate dog has been barking a lot recently
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Taking rates up to their highest in 14 years
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But don’t expect rates to rise as much as markets fear

Central banks, having thought that the rise in inflation was temporary or ‘transitory’, and

outside their control, have been forced into action.

As well as raising rates, they are shifting from QE, quantitative easing, to QT, quantitative

tightening.

Their main concern is that inflation expectations and pay settlements do not rise too much.

Markets expect a peak in Bank Rate of 4.5% to 5% but it will be a surprise if they go that far.

Expect the Bank of England to raise official interest rates to about 4%.
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And don’t forget to count those skips



