Can Britain grow?

Archie Hall — Britain economics correspondent, The Economist



Does Britain have a growth problem?

Across the political spectrum, lots of people are worried.

References to Economic
Growth in Parliament

(12 month moving avg, Jan 2020=100)

“The central challenge is our
growth performance”
— Rachel Reeves, 2024

220
200
180

160

140

120

& “I have three priorities for our
¥ : economy: growth, growth and
growth.” 80
_ Liz TI.uSS 2022 2020 2021 2022 2023 2024
5

100

Source: Hansard, Author’s Calculations



Does Britain have a growth problem?

Compared to Britain’s own history, growth has definitely sagged ...

Long-Run British Growth
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Does Britain have a growth problem?

.. compared to peer economies, the record is mixed. Especially recently.

GDP Levels Since the Financial Crisis (2007 = 100)
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Does Britain have a growth problem?

... compared to peer economies, the record is mixed. Especially recently.

Chart 2: Real GDP levels relative to trend
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So what’s gone wrong?



Tepid productivity growth

Britain: GDP Growth Attribution

B UK: Real Gross Domestic Product (% Change) B United Kingdom: Productivity: Output per Employed Person (%Chg)
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Weak investment
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Housing crisis

Building rates in England and Wales

Net housing additions as a share of existing stock
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Housing crisis = .
England, home ownership* by birth cohort, %
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Brexit

Chart G: Goods and services trade in the UK and rest of the G7
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2022-3 energy shock

A volatile mix

Europe, energy consumption, by fuel type Natural Gas EU Dutch TTF (EUR/MWh) 29.670 -0.191 (-0.64%)
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What’s coming next?

Chart 1.2: GDP growth projection based on market interest
rate expectations, other policy measures as announced
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What’s coming next?

Seat predictions
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The case for optimism

e The past five years have seen three huge one-off growth shocks for
the UK: Covid, withdrawal from the EU, big rise in natural gas
prices.

e So it shouldn’t be too surprising that growth hasn’t been
great — that doesn’t mean it can’t pick up from here.

e There are also some potential tailwinds: political stability,
easing monetary policy, lower natural gas prices, Labour’s pledge to
kickstart homebuilding, Al, turning public opinion on Brexit



The case for caution

e But: the big question of why British productivity growth
has been so poor is still mostly unanswered.

e The demographic situation is getting more challenging. An
ageing population will drive down labour participation and put
pressure on public services. The rise in economic inactivity since
Covid is especially troubling.

e Labour has been tight-lipped about the details of its
plans— will it manage to deliver big reforms (especially on
planning and the EU relationship) if it wins the next election?



Thank you



Appendix



Political turmoil

Figure 1 Average lifespan of fiscal rules in different countries (years)
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Source: Institute for Government analysis of International Monetary Fund, Fiscal Rules Dataset 1985-2021. Analysis
was performed on all OECD member countries for which data is available.

16

14

12

io

ireland [N

Cenece |
United States (N

|
New 2eatznd. N

Latwia

France

oermar: I
Estania

swrzeriand [
rorugal |
Norwey [N
Comary

Costa Rica
Lithuania
Spain
Austiia
Greere
Metherands |
Belgium
Australia

& N & & @
Unitted Kingdom -
Mexico |
Iceland (N
Siovenia [N
Chite I
Poland |
Hungaey (I
Fitand I
Stovak Repubtic |
sraet |
Colombia |
ety

Crech Republic

Electoral volatilit
Britain, policy uncertainty vs GBP/USD implied volatility

—— Policy Uncertainty —— FX Implied Vol
25 - -1.0K
S - 0.8K
- 0.6K
15 -
| ( - 0.4K
| & ‘
10 - ! | ' \
| ‘ v ‘ \ ‘ A - 0.2K
I W |
. \
- 0.0K
2000 2005 2010 2015 2020 2025

Source: Bloomberg, Haver Analytics, Author’s Calculations



Rise in economic inactivity since covid
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Regional disparities

Figure 33: The UK's large cities are further behind the capital than in
France

Gross value added (GVA) per worker by country and area: 2018
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Regio n al disp arities Delays, trains and automobiles [3]
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Monetary policy

Chart 2.7: Policy rate expectations have risen across many advanced economies
since the February Report
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