
Quarterly Economic Briefing
Insight and analytics
May 2017

ECONOMY

EXCHANGE RATES

UNEMPLOYMENT

INTEREST RATES

GDP

INFLATION



Quarterly Economic Report | May 2017

© 2017 Grant Thornton UK LLP. All rights reserved. 22

Contents 

03 Introduction

04 Interest rates

05 Exchange rates

06 Inflation

07 Unemployment

08 GDP growth

09 GDP and productivity forecasts

10 Industry views

11 Regional outlook

12 UK trade

13 Summary

14 Overview of  indicators



Quarterly Economic Report | May 2017

© 2017 Grant Thornton UK LLP. All rights reserved. 3

Introduction

The purpose of this Quarterly Economic Briefing is to provide a focused quarterly assessment of a small number of key national 

and international economic trends to help inform future investment decisions and identify new opportunities. While the analysis 

will primarily focus on a limited number of economic indicators the ambition is that this document will evolve quarter on 

quarter. Some of this evolution will be as a result of particular market events, others will be as we learn more about what is of 

most value.  

The nine key economic indicators covered in this report are:

• Interest rates

• Exchange rates

• Inflation

• Unemployment

• GDP growth

• GDP forecasts

• Industry views

• Regional outlook

• Trade Balance

For each indicator we provide a short overview of the current trend along with a brief analysis of what it means for businesses.

Headlines:

• Interest Rates – The Bank of England voted to maintain the bank rate at 0.25% and continue the programme of 

Quantitative Easing.

• Exchange Rates - The continued and prolonged uncertainty around the implications of leaving the European Union mean 

that a weaker pound is likely to remain for the foreseeable future. 

• Inflation - The Consumer Prices Index 12-month rate was 2.6% in April 2017, up from 2.3% in March. This is the highest it 

has been since June 2013.

• Unemployment - The unemployment rate from January to March 2017 was 4.6%, down from 5.1% for a year earlier. The 

unemployment rate has not been lower since 1975.

• Gross Domestic Product - GDP was estimated to have increased by 0.2% from January to March, the slowest rate of 

growth since Q1 2016.
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Interest rates

Members of the Bank of England's Monetary Policy Committee voted 7-1 in their 

meeting ending on 10 May 2017 to:

• Maintain the Bank Rate at 0.25%. This follows the reduction from 0.5% to 

0.25% made in August 2016 which was accompanied by the announcement of a 

new measure to ensure that banks can pass this rate cut on to their consumers.

The MPC voted unanimously to:

• Continue the programme of Quantitative Easing. The Bank of England is in 

the process of purchasing £60 billion of government bonds and £10 billion of 

corporate bonds to take the total stock of these purchases to £435 billion.

The path for monetary policy will be dependent on developments in demand, 

potential supply, the exchange rate and inflation. 

The next Monetary Policy Committee meeting is scheduled for 16th June 2017.

Business impact

Traditionally, lower interest rates have 

benefited borrowers and helped to drive 

spending. However, given that rates have 

remained low for a long period of time it is 

unlikely that levels of consumer spending will 

change significantly. Indeed consumer 

spending increased at it slowest annual pace 

in more than three years between January 

and March 2017.

This is seen by many market watchers and 

economists that the UK public is beginning to 

respond to the realities of Brexit.

Low interest rates will continue to impact on 

pensions and particularly any pension funding 

gap that may exist.  
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Exchange rates

The continued and prolonged uncertainty around the implications of Brexit mean 

that a weaker pound is likely to remain for the foreseeable future. Since the 

triggering of Article 50, sterling has rallied slightly, though it is still nowhere near 

pre-referendum levels. 

The UK election may make a ‘no deal’ Brexit (whereby the UK leaves without 

negotiating its future trading relationship) less likely as the Prime Minister should be 

in a position to make more compromises needed to reach a deal and agree a 

transitional period before the next election is due in 2022.  But a ‘no deal’ remains a 

possibility, with Britain relying on World Trade Organisation rules to govern trading 

relationships with the EU, because this is a very complex negotiation, easily affected 

by external events.  How smooth these negotiations go, how they impact on flows 

of trade between the UK and EU,  and how resilient the UK economy is, will 

ultimately impact further fluctuations.

Additionally, we can expect exchange rate volatility over the coming months, 

reflecting political uncertainty.  Euro rates will reflect the run up to the French 

parliamentary elections on 18 June and German elections on 24 September, as well 

as progress on Greek debt talks and future progress with French labour market 

reforms.  We may see some change in US exchange rates too, depending on 

progress with the US administration’s tax reform proposals.

Business impact

Exchange rates have a direct implication for 

any international work and investment 

affecting both the cost of doing business as 

well as the potential profits that can be 

realised.  Contingencies – positive and 

negative – should therefore be applied to any 

investment plans and business cases within 

this investment priority. 

This is particularly the case for businesses 

who export goods and/or import raw 

materials.

For those that import raw materials, many of 

which are paid for in dollars, this change is 

likely to squeeze profits significantly. 

For those that export there may be an 

increase in demand as products and services 

become cheaper.  Although given the 

uncertainty and nervousness that exists 

within the Eurozone currently this demand 

may be tempered. 

Those businesses who benefit from increased 

tourists visiting the UK should also see 

increased opportunities as there are 

increased numbers flying into the UK.
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Inflation

The Consumer Prices Index (CPI) 12-month rate was 2.6% in April 2017, up from 

2.3% in March. The rate has been steadily increasing following a period of relatively 

low inflation in 2015 and is at its highest since June 2013.

Rising prices for air fares, clothing, vehicle excise duty and electricity contributed to 

the increase in the rate, partially offset by a fall in motor fuel prices between March 

2017 and April 2017, compared with a rise between the same 2 months a year ago.

CPI inflation has risen above the Bank of England’s 2% target as the depreciation of 

sterling has begun to feed through to consumer prices, offset to some extent by 

weaker wage growth. The Bank of England expect inflation to rise in the coming 

months, peaking a little below 3% in the fourth quarter.

Business impact

One of the primary effects of inflation is the 

impact that it has on employees and the 

extent to which they are feeling ‘squeezed’. 

This in turn impacts on salary expectations 

and demands. This is particularly true for 

companies that use inflation to set pay 

increases.  

The knock on impact of ‘squeezed 

consumers’ is a reduction in consumer 

spending which will impact those businesses 

whose business model is B2C.

State benefits and many occupational 

pensions also rise in line with CPI so any 

changes will have further implications for both 

Government and individual employers.
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Unemployment

Unemployment is a valuable indicator of the overall health of an economy and the 

extent to which prosperity and economic growth is filtering through the economy. 

The unemployment rate, measured by the Office for National Statistics, is the 

proportion of the economically active population (those in work plus those seeking 

and available to work) who are unemployed. 

ONS data shows that for January to March 2017, the unemployment rate was 4.6%, 

down from 5.1% for a year earlier. The unemployment rate has not been lower 

since 1975. There were 1.54 million unemployed people, 53,000 fewer than for 

October to December 2016 and 152,000 fewer than for a year earlier. 

The employment rate of 74.8% is the highest since records begun in 1971. There 

were 31.95 million people in work between January and March 2017, which was 

122,000 more than October to December 2016 and 381,000 more than for a year 

earlier.  

While in headline terms higher levels of employment is a positive for the economy, 

it is important that these higher employment levels do not come at the expense of 

productivity (see later section for more detail).

The inactivity rate for the same period was 21.5%, slightly lower than the 21.8% 

recorded for a year earlier.

The next data release for unemployment figures from the ONS is 14th June 2017.

Business impact

With unemployment at record lows, getting 

the balance right between high employment 

and high productivity is a challenge for the 

United Kingdom, and it is one that businesses 

can play an important role in addressing.  It is 

something that we see as critical in helping to 

create a vibrant economy, not least because 

of the clear link between improved 

productivity and improved prosperity.

A key issue for businesses is that with record 

levels of employment, skills gaps and hard to 

fill vacancies will increase - already an issue 

for many employers.  This may be 

compounded by the perception – if not yet the 

reality – that government will reduce 

immigration in the near future. Businesses 

therefore need to think about how they 

develop and attract talent.

Should rising unemployment return as an 

issue, for many businesses this is less likely 

to impact on business decisions and 

operations.  However, rising unemployment 

would have a number of important 

implications for organisations in the public 

and third sectors, many of whom would need 

to change policy or practice in order to 

respond to increasing levels of people out of 

work.  
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Gross Domestic Product (GDP) growth 

Change in Gross Domestic Product (GDP) is the main indicator of economic 

growth. Office for National Statistics data illustrates that GDP was estimated to 

have increased by 0.2% in Q1 (Jan to Mar) 2017, the slowest rate of growth since 

Q1 2016.

The growth in Q1 2017 was mainly due to services, which grew by 0.2% compared 

with growth of 0.6% in Q4 2016. Partly due to rising prices, consumer-facing 

industries such as retail and accommodation fell and household spending slowed. 

Construction and manufacturing also showed little growth, while business services 

& finance continued to grow strongly.

GDP per head was estimated to have been flat during Q1 2017.

Business impact

Economic growth is important for all 

businesses in a variety of different ways.  

Over time a period of prolonged economic 

growth leads to major improvements in living 

standards, expansion of existing markets and 

opening of new ones.  It sees the creation of 

new job opportunities and wage increases.  

However the converse is also true for a period 

of economic contraction.

This slow down, if prolonged, will therefore 

present both risks and opportunities.  

Therefore all business cases and investment 

plans should include a range of sensitives 

that assess both positive and negative GDP 

growth.
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GDP and productivity forecasts

Business impact

As noted previously the biggest implications 

of these forecasts is the uncertainty that they 

highlight.  Therefore, all business cases and 

investment plans should include a range of 

sensitivities that assess both positive and 

negative GDP growth.

The graph below provides a selection of GDP forecasts for the UK. While GDP 

growth for 2016 was greater than anticipated following the results of the 

referendum on membership to the European Union, many GDP forecasts expect 

growth in 2017 to slow. A prediction that we see starting to materialise (see previous 

page).

The graph below shows historic and forecast productivity growth rates from the 

OECD. While the UK still lags behind US, French and German productivity rates 

quite significantly, the forecast is for modest but sustained UK productivity growth 

over the next year. 
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Industry views

The first chart illustrates the Markit Purchasing Managers Index for the 

Construction, Services and Manufacturing Industries. The Index is based on survey 

responses from panels of senior purchasing executives who are asked to state 

whether business conditions for a number of variables have either improved, 

deteriorated or stayed the same compared to the previous month. Results show that 

confidence in all three industries took a dive pre-referendum but have since 

recovered and continue to grow.

The second chart illustrates quarterly GDP growth across the three industries. 

Manufacturing and Services rose by 0.5% and 0.3% respectively between Q4 2016 

and Q1 2017. Construction grew by a more modest 0.2%.

Business impact

There are hopes that the weaker pound -

which is currently trading at the lowest rate in 

more than three decades against the dollar -

will boost demand for British goods in the 

near future. It will be interesting to observe 

the data emerging for these two measures in 

the next quarter. 

Business confidence directly impacts on 

business investment decisions.  Continued 

levels of uncertainty over both the longer term 

with Brexit and the shorter term with the UK 

General Election are likely to limit levels of  

business investment and delay any major 

new investment from Government.
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Regional outlook

The ICAEW Business Confidence Monitor is conducted every quarter, and gathers 

opinions on past performance and future perspectives for members' businesses, as 

well as investigating perceived changes in impact of factors such as availability of 

skills, government regulation and the tax regime.

During Q2 of 2017, confidence turned positive across all regions, with the 

exception of the West Midlands. This region, with its strong manufacturing base, is 

facing sharp rises in input prices, as well as concerns around expanding into new 

markets. 

The North West and South West regions cited strong export growth and improving 

financial performance as bolstering their confidence in the quarter.

Business impact

Economic uncertainty as a result of Brexit had

damaged business confidence. However, the 

last quarter’s confidence has improved on the 

back of strong trading. It is still possible that 

any setbacks as Article 50 negotiation 

commence will have knock on implications in 

that businesses may delay major decisions 

such as investment and hiring plans.

Source: ICAEW Business Confidence Monitor Q2 2017

http://www.icaew.com/technical/economy/business-confidence-monitor/latest-business-confidence-monitor
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UK trade

UK trade shows import and export activity and is the main contributor to the 

overall economic growth of the UK. 

The Office for National Statistics states that the UK's deficit on trade in goods and 

services was estimated to have been £4.9 billion in March 2017, a widening of £2.3 

billion from February 2017.

For the 3 months to December 2016 and the 3 months to March 2017, the total 

trade deficit (goods and services) widened by £5.7 billion to £10.5 billion; this 

followed a sharp narrowing in Quarter 4 2016.

At the commodity level, the main causes of the widening of the deficit in Q1 2017 

were increased imports of machinery and transport equipment, oil and chemicals. 

These commodities also contributed the most to the increase in imports in March 

2017. Total imports increased by £2.9 billion between February and March 2017, 

with an increase in imports of goods from both EU and non-EU countries.

Business impact

There are hopes that the weaker pound -

which is currently trading at the lowest rate in 

more than three decades against the dollar -

will boost demand for British goods in the 

near future – although there is limited 

evidence to date that this has been the case. 

It will be interesting to observe the data 

emerging for these measures in the next 

quarter.

As noted previously the extent to which 

individual businesses are exposed to EU 

export and import markets will present both 

threats and opportunities to business growth.
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Summary

Business impact

The table provides a summary of a range of 

major metrics at the time of producing this 

report as well as the historic 12 month trend. 

Latest data at 23 May 2017       Last          12mo trend

Bank base rate % 0.25      
3mo LIBOR % 0.30      
10yr gilt % 1.01      
USD:GBP rate 1.30      
EUR:GBP rate 1.16      
CPI % y-o-y 2.70      
RPI % y-o-y 3.50      
Unemployment % 4.70      
GDP % y-o-y 2.10      
FTSE 100 index 7,485    
FTSE 250 index 19,920   
Baltic Dry index 949       
Oil $/bbl 54.1      
Gold $/oz 1,260.3  
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Overview of  indicators

Business impact

This set of economic measures and data are 

due to be released over the next three 

months. 

Besides the devaluation of Sterling against 

the dollar and euro, it is still too early to make 

many conclusions about the impact of Brexit 

on the UK economy, or how it will truly impact 

on business

Measure What is it? Why is it interesting?

Index of Services
Short-term indicator of 

services sector performance 

Understand which service sectors are growing 

and what rates

Balance of Payments

Estimates about UK’s trade, 

income and investment flows 

with the rest of the world

Trends in trade and also inbound and 

outbound overseas investment

Productivity

Output per hour, important 

for our economic 

performance in the long run 

Productivity can be influenced by the structure 

of the labour market, investment and 

infrastructure, and the economic environment

UK Trade

Size of the import/export 

trade deficit on goods and 

services

Signs of change in the balance of exports 

compared with imports. The sharp 

depreciation in sterling post-referendum could 

be a key influence by making our exports 

cheaper and imports more expensive. 

Business Investment
Gross fixed capital formation 

and business investment

Look for change reflecting businesses’ 

assessment of the economic and their financial 

situations post referendum

Index of Production
Early indicator of growth in 

the output industry 

Manufacturing is dependent upon both upon 

domestic and overseas demand - changes will 

how UK trade is faring in the post referendum 

world

Retail Sales
Value and volume of retail 

sales

Indicates consumer confidence, prices and the 

overall financial position of households

Construction Output
Summarises ongoing and new 

construction work

Indicator of how confident enterprises and 

government are in investing in buildings and 

infrastructure, as longer term assets.

Inflation
Movements in prices  of 

consumer goods and services

Reflects the degree of strength of domestic 

demand, domestic supply and changes in the 

UK prices of imports

Producer Prices 

Index

Factory gate prices and input 

costs

Changes could be due to changes in labour and 

energy cost; sterling depreciation could cause 

imported inputs to be more expensive 

House Price Index Change in house prices
An indicator of household's confidence in their 

financial situation 

Labour Market 

Statistics

Employment, unemployment 

and average weekly earnings

Labour market trends will reflect changes to 

the overall economy

Public Sector 

Finances

Public sector net borrowing 

and tax revenues

Indications of the level of activity in the 

economy, changes in fiscal and BoE policy




