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Agenda

* Heightened geopolitical uncertainty...

 ..but geoeconomic growth proving resilient

* Focus on UK



Falling satisfaction with democracy...

Satisfaction with democracy
across 12 high-income,
democratic countries is
down in recent years

Median % who are satisfied with
the way democracy is working in
their country

= Satisfied
== Dissatisfied

Note: Feroantages are medans across 12
advanced ecoromies: Canada, France, Germany,
Graece, laly, Japan, The Netharlands, South
Koma, Span, Sweden, the United Kingdom and
the United States. Starting in 2021, US.data is
Irom Paw Rasasrch Canter's onlics American
Trends Pane’; clder data is from teleghorne surveys.
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...but history sends a warning about voting rights

Despite a high number of people voting last year...
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...autocracy is never far away
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Economic uncertainty is rising

Economic uncertainty
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Trade uncertainty index

a0 * Rising geopolitical tensions threaten to disrupt
energy markets and supply chains, which could
increase inflation and slow economic activity. A
more protectionist trading environment could hurt
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Average US Tariff Expected to Hit 22%— If Fully Implemented

Latest data

%" 1 Tariff of Abominations (1826) 40 .
- — US effective tariff rate
50 + Morriltarif (1661) —— World Uncertainty Index (right scale)
30
40
30 t April 9 tariffs20
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(1930) :
20 :
10 ] |
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Source: US Fed, ces: World Trade Organization; World Uncertainty Index (WUI) database; and
IMF staff calculations.
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...50, expect tariffs to have a negative impact on growth...

% point difference in year 3 on level of GDP UK: % point change in the level of output
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...but recession will be avoided, according to July WEO forecast

(Percent change, unless noted otherwise)

Year over Year
Difference from April
2025 WEO
Projections Projections 1/

2023 2024 2025 2026 2025 2026

World Output 3.5 3.3 3.0 3.1 0.2 0.1

Advanced Economies 1.8 1.8 1.5 1.6 0.1 0.1

United States 2.9 2.8 1.9 2.0 0.1 0.3

Euro Area 0.5 0.9 1.0 1.2 0.2 0.0

Germany -0.3 -0.2 0.1 0.9 0.1 0.0

France 1.6 1.1 0.6 1.0 0.0 0.0

Italy 0.7 0.7 0.5 0.8 0.1 0.0

Spain 2.7 3.2 2.5 1.8 0.0 0.0

Japan 1.4 0.2 0.7 0.5 0.1 -0.1

United Kingdom 0.4 1.1 1.2 14 0.1 0.0

Canada 1.5 1.6 1.6 1.9 0.2 0.3

Other Advanced Economies 3/ 1.9 2.2 1.6 2.1 -0.2 0.1
Emerging Market and Developing

Economies 4.7 4.3 4.1 4.0 0.4 0.1

Emerging and Developing Asia 6.1 5.3 2.1 4.7 0.6 0.1

China 5.4 5.0 4.8 4.2 0.8 0.2

India 4/ 9.2 6.5 6.4 6.4 0.2 0.1

Source: TFW calculation, July WEO forecats



Global growth has seen off shocks before. But shruged them off...

Global gdp since 1900, trillion, adjusted for inflation, USS, 2011 prices
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2031 f'cast $171.6trl

2021 Latest $127.3trl
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How?

. More trade

. Open markets

. Lower tariff barriers

. Urbanisation

. Greater local / regional economic integration, like in EU

. Spread of technology from the power of open, global markets & speed of change
. Favourable population trends

. Productivity gains

. Better governance / rule of law / of contracts

. Increased investment flows

10



Short-term analysis hides 3 long term mega trends - population,
climate change and technology - reshaping the world



World population growth is slowing....

World population growth, 1700-2100 ,,,
_/\_Annual growth rate of the world population
__Mworld population

10,9 Billion But the number
of people won’t
peak until 2100
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in 2050
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2 Billion
in 1928

0.04% was the average
population growth rate
bet 10,000 BCE .
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Source: Johns Hopkins University SSSE; Our World in data; UN; World Bank



....as fertility rates decline, unevenly, across the world

Fertility rate (births per woman), selected countries
Ml 1590 2021
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Its also ageing...

" Total population

10 billion This aging trend in advanced
economies, raises savings supply
and boosts the demand for

) labour.
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...most markedly in developed economies

working age as percent of total population
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Climate: 1.5c target will be missed — but there has been progress

Global sources and sinks of CO2
Gigatonnes
g 50

More emissions - stability

¥ Land-use charge
W Ocean
W Land

In the early
25 2000s, the
rate at which
pollutants
increased
was about
3% a year.

In the past
decade it
has fallen to
Sink in ability to carbon 50 0.5%.
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* includes carbonisation

Source: Global Carbon Project
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The pace of technological change is accelerating

Technology adoption accelerating

Technology 140
adoption lag
(years)
120 O Steam- and motorships
100
80
60 e
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20

MRI units OOIntemet users

0

1750 1800 1850 1900 1950 2000 Invention yea

technology

Notes: Technology adoption lag is a mean estimalad lag in cross-country technology diffusion.
Source: Comin, D and Hobijn, B (2010), ‘An exploration of technology diffusion’, American Economic Review, Vol. 100, No. 5, pp2031-59,

Little evidence of technological unemployment over long term

Employment population ratio
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But the mix of employment will change, in ways we
can’t necessarily predict



Focus on the UK



UK economic growth remains positive...

UK GDP growth rose in Q2...

” % increase on year

% increase in quarter
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Source: ONS, TE



..barring a shock, it will persist...

+2.5%
GDP growth year on year
OBR (Oct 2024)
+2.0%
+1.5%
+1.0%
Range of external forecasters
(Mar 2025)
+0.5% Bank of England
(Feb 2025)
0% : 1 ]
2025 2026 2027 2028 2029

Source: OBR, IFS 20



However, trend rate of UK growth is now around 1%% pa...

Source: ON
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...because of slowing productivity*

Productivity per hour, |hs

2008=100

115.0

Real GDP

110.0

105.0

100.0

95.0

90.0
TN =1 N =1 M =1 N =1 N =1 N =1 N = N = N AN =N =N AN = N N 1 N
000000 go00000d000000dgo0g0g0g00ggoggogogcgocgagoo
0 00 O OO O O d a1 N AN YN I T NN O O NNOOOTGDO OO A A ANANO®OMS
O OO O A v+ ™I 4 4 v =+ v = = ™ = ™= = = o = =+ " A N AN N N AN N N N
el eololeololNolNolNololNoleoleololeolNololololeol ol eololololololNolNoleolNeoleoloele
[ I o\ I o VI o N I o\ I o N Y o U I o\ I o N I o N I o AN o N I o N I o V AN o N I o\ I o VI o N I o N o N I o N\ I o VY o N o \ N o N BN o N I o N I o N I o \ I o VAN o N I o \ Il o\

*The rate of growth in potential output is a function of the evolution of the two large ‘stocks’ and the efficiency
with which they are combined (the labour force, the capital stock, and TFP). Source TFW calculation, OBR, ONS
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Though big differences exist within the UK...

Output per hour relative to median (percent)

London
South East
Scotland

East of England

South West

West Midlands

North West

North East B

East Midlands B

Yorkshire and the Humber [ ]
Wales e

Northern Ireland e

-20.0 -10.0 0.0 10.0 20.0 30.0 40.0 50.0

*raising productivity to ‘best in class’ within the UK would make big difference to to the headline rate

60.0

Successive
Governments
have tried to
address the
difference in
productivity
within the
country but
have all failed.
Why can’t we
adopt ‘best
practices’?
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.investment spending has been weak & volatile...

% increase in year Forecasts
15.0 15.0
Government

10.0 investment 10.0
OBR forecast )
seem very 50 N\ L. R RAII } 5.0
optimistic about : | ’
productivity 0.0 ..V 0.0
given it has -
grownonly 0.3% 50 { By -5.0

. usiness
ainthe :

P _ : 17 investment
preceding -10.0 : ¥ -10.0
decade :

-15.0 -15.0

-20.0 -20.0

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029

Source: IFS, INS



..and finally energy costs in the UK are elevated and...

Industrial electricity prices in the UK amongst the highest in the world _
In the UK there is a very close

association between gas and
In pence per kilowatt hour, including taxes, 2024 259p electricity prices, which follows from
the way the system price of electricity
is determined. The system price is set
by the most expensive supply bid
accepted from the various electricity
generators. The electricity generation
plants whose bid determines the
system price are called “price setter”,
or “price maker”, or “plants at the
margin”, while those with bids lower
than this price are called “price taker

7
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...are hurting economic recovery & its long term prospects

Volume fall output by
sectors, Q1 2021
to Q4 2024

« 28.9% in the manufacture of
paper and paper products

...hurting production in energy intensive industries..

Energy-intensive manufacturing

Other manufacturing

150 Index 2015 =100

125

 30.2% in the manufacture of

100 petrochemicals

75 * 30.6% in the manufacture of
inorganic non-metallic
products

50

* 46.5% in the manufacture of

> basic metals and castings

Q41991 Q41994 Q41997 Q42000 Q42003 Q42006 Q42009 Q42012 Q42015 Q42018 Q42021 Q42024

Source: OECD, June 2024
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But lack of affordable of housing has also hit activity

New build housing completions in England by decade, millions Popuation increase in England by decade, millions

4.5
4.0

35

3.0
25
2.0
15
1.0
0.5 I I
0.0

19505 19605 19705 19805 1990 000s 20105 1950s 1960s 1970s 1980s

e Sources: Ministry of Housing, Communities and Local Government, ONS and Bank calculations.(a) Chained-volume measure, 2016 prices. Excludes major
repairs and improvements to existing dwellings.(b) Number of permanent dwellings started/completed by private enterprises up to 2018 Q3 for England and
Northern Ireland. Data from 2011 Q2 for housing starts in Wales and from 2018 Q3 for housing starts and completions in Scotland have been grown in line
with permanent dwelling starts/completions by private enterprises in England. Data are seasonally adjusted by Bank staff.

1990s

2000s

2010s
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The private sector & housing associations have not replaced the loss of LA building

Home completions in the UK

300000
—Private enterprise —Housing association —Local authorities Total
250000
200000
150000
100000
2.2m council houses sold since 1982 & not replaced!
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Council house sales have not been replaced....

180000

Total social housing house sales in England now total = 2.2m

160000
140000 Wales: share: 20,000 to 25,0007
120000
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80000
60000
40000

20000
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How to build more...

300,000
Minimum number of homes we need each year

2m'm0’—.-.-..-.-..-............-.--.---

N Garcden Cities andd New Towns
Raming Locy Autharity borrowing cap

N Supporting Self Bukd

B Govermment Imvestment 1% GDP

B Aflordable Housing Programme (AHP)

N Private Market

Homes

How many How many How we

have we been do we think could build

building will be built? what is
required

Source: ONS, TW consultancy 30



OBR: addressing these trends will boost UK growth

0.5
Forecast period Long run ¥ Supply: labour mobility
0.4 . and agglomeration
. # Demand: planning
8
.
1‘2 - Supply: housing
3 R services
§ 02

¥ Supply: construction
seclor productivily

0

1]

Source: IFS, INS 202526 2027.28 2029.30 2031.32 2033.34
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Government’s policy agenda
* A significant increase in taxes and spending aims to prevent

reductions in expenditure and investment.

* Objective: a bid to address two decades of economic stagnation
and speed up growth...

e ...however, this cannot be remedied in a single Budget or within
a 5-year span.

* Comprehensive structural reforms are necessary — it must be
transformative, and it must be delivered quickly.



Chancellor has little fiscal headroom...

80 - e
Osborne (Coalition) s Hommond s Hunt
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As tax as a share of the economy to hit post war high...

40% Tax as % of gdp

e St OBR({Oct24) = =
1948 tax peak (37.2%) "

35%

25%
1948 1958 1968 1978 1988 1958 2008 2018 2028

Source: OBR, IFS



...debt to remain near 100% as a share of GDP...
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Debt interest payments are a risk spending plans...

UK government debt interest payments, £ billion

24/25 25/26 26/27 27/28 28/29 29/30
October 2024 forecast 104.9 105.7 108.2 1129 1179 122.2

March 2025 forecast 105.2 111.2 111.4 1179 124.2 131.6

Source: OBR March 2025



..as it takes a larger share of government spending, 2029/30

Debt interest: £126 billion

Other £56 bilhon

Public order and safety: £55 billion Scclal protection: £379 billion

Housing and erwironment:
£44 billion

Industry, agrnculture and
employment £5]1 xllion

Defence: £83 billion

Personal social services:
£51 billion
Education: £146 bilhon

Transport. £66 billion Health: £277 billion

Figurnes may Nt sum due 1o reundng
Hiustrat e alocatons to fJunctiors are based on HMT aralyss induding capital consumpton h)n_m:f. from the Off ce for
National Statistcs
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It’s not all bad news!



Bank lending is on the rise...

Total bank credit to borrowers _ _
Lending secured on dwellings

Yoy % changes Percent increase  Seasonally adjusted
14 L rnd St |n6year 8
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4 12 months

-1 -1
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Source: ONS, TW calculations 39



..UK working age is shrinking but people working longer

But over 65s in employment, % rate (percent of total)

rising

UK working age as % of total population will now fall
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And what about migration policy in this context?

Migrant flows & growth

25000
20000
15000
10000
0
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—Skilled worker — main applicants —Skilled worker — dependants

—Skilled worker, health and care — main applicants Skilled worker, health and care — dependants

Source: UK office for National Statistics
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.Labour market is cooling but unemployment remains low

* Unemployment: The unemployment rate rose to 4.8% in the last three months,
the highest rate in four years.

* Wage Growth: Despite the rise in unemployment, nominal wage growth remains
robust at 4.8% (excluding bonuses) in the last three months, which is a concern

for the Bank of England as it can fuel inflation.

* But job Vacancies: Vacancies have fallen to 724,000, which is below pre-
pandemic levels and sign of weaker activity.

e Economic Inactivity: The economic inactivity rate has fallen over the last year but
remains higher than pre-pandemic levels.

Source: ONS & TW calculations



Weak money supply growth means price inflation will slow

Forecast

20 9% increase in year

—M4ex advanced 18m

—CPI
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.meaning further rate cuts are on the way

6.0 Feasts Gilt yield, 20
UK interest rates, % lityield, 20y
5.0 ...oo"""'.....
Avg Mortgage rate
4.0
Bank rate
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Deposit rate
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Source: OBR — March 2025



Conclusions

World economy holding up better than expected

UK has seen pitiful growth in last 20 years, because of slowing
productivity

High energy prices and lack of commercial and residential house
building are factors

But official interest rates will fall when inflation drops to target

Expect bank rate to fall closer to 3% by 2026

Source: OBR — March 2025



