
Appendix B – Economic Summary 

The below Economic Summary has been prepared by Treasury Solutions, Capita 

Asset Services. Treasury Officers at the Council, supported by advice from Capita, 

monitor the wider economy on a daily basis as it provides the context in which the 

Council invests its funds and provides information on credit risk relating to the 

Council’s money. 

The wider economic picture also provides information regarding the timing interest 

rates may increase, impacting investment strategy and also decisions on borrowing if 

applicable. Most Local Authority borrowing in general has traditionally been from the 

Public Works Loan Board (PWLB), a Central Government lending facility, whose 

rates are determined by UK Gilt rates and these fluctuate based on the wider UK 

economic environment. Although Wycombe District Council does not have any 

borrowing, the economic background is important should the Council choose to 

borrow in future. 

ECONOMIC BACKGROUND 

UK.  GDP growth rates in 2013 of 2.2% and 2.9% in 2014 were strong but 2015 was 
disappointing at 1.8%, though it remained one of the leading rates among the G7 
countries.  Growth improved in quarter 4 of 2015 from +0.4% to 0.7% but fell back to 
+0.4% (2.0% y/y) in quarter 1 of 2016 before bouncing back again to +0.7% (2.1% y/y) in 
quarter 2.  During most of 2015, the economy had faced headwinds for exporters from 
the appreciation during the year of sterling against the Euro, and weak growth in the EU, 
China and emerging markets, plus the dampening effect of the Government’s continuing 
austerity programme.  
 
The referendum vote for Brexit in June 2016 delivered an immediate shock fall in 
confidence indicators and business surveys at the beginning of August, which were 
interpreted as pointing to an impending sharp slowdown in the economy.  However, the 
following monthly surveys in September showed an equally sharp recovery in confidence 
and business surveys so that it is generally expected that the economy will post positive 
growth numbers through the second half of 2016 and in 2017, albeit at a slower pace 
than in the first half of 2016.   
 
The Monetary Policy Committee (MPC) meeting on 4th August was dominated by 
consideration of the initial shock fall in business surveys and the expected sharp 
slowdown in growth. The result was a package of measures that included a cut in Bank 
Rate from 0.50% to 0.25%, a renewal of quantitative easing with £70bn made available 
for purchases of gilts and corporate bonds, and a £100bn tranche of cheap borrowing for 
banks to use to lend to businesses and individuals. The Bank of England quarterly 
Inflation Report included an unchanged forecast for growth for 2016 of 2.0% but cut the 
forecast for 2017 from 2.3% to just 0.8% and the forecast for 2018 to 1.8%.  However, 
some forecasters think that the Bank has been too pessimistic with its forecasts; since 
then, later statistics and the sharp recovery in business surveys have provided support 
for this view.  The Governor of the Bank of England, Mark Carney, had warned that a 
vote for Brexit would be likely to cause a slowing in growth, particularly from a reduction 
in business investment, due to the uncertainty of whether the UK would have continuing 



full access, (i.e. without tariffs), to the EU single market.  He also warned that the Bank 
could not do all the heavy lifting to boost economic growth and suggested that the 
Government will need to help growth by increasing investment expenditure and possibly 
by using fiscal policy tools (taxation). The new Chancellor, Phillip Hammond, announced, 
after the referendum result, that the target of achieving a budget surplus in 2020 will be 
eased in the Autumn Statement on 23rd November.   
 
The Inflation Report also included a sharp rise in the forecast for inflation to around 

2.4% in 2018 and 2019.  CPI had already started rising during 2016 as the falls in 

the price of oil and food twelve months ago fall out of the calculation during the year 

and, in addition, the post referendum 18% fall in the value of sterling on a trade 

weighted basis, (as at late October), is likely to result in additional upward pressure 

on CPI. However, this further increase in inflationary pressures will take 2-3 years to 

gradually work its way through the economy so is unlikely to cause major concern to 

the MPC unless the increases are stronger than anticipated.  The MPC is, therefore, 

on balance, expected to look thorough this one off upward blip in inflation from the 

devaluation of sterling in order to support economic growth, especially if pay 

increases continue to remain subdued and therefore pose little danger of stoking 

core inflationary price pressures arising from within the UK economy.  The Bank of 

England will most probably have to revise its inflation forecasts significantly higher in 

its 3rd November quarterly Inflation Report: this rise in inflation expectations has 

caused investors in gilts to demand a sharp rise in longer term gilt yields, which have 

already risen by around fifty basis points since mid-August. It should be noted that 

27% of gilts are held by overseas investors who will have seen the value of their gilt 

investments fall by 18% as a result of the devaluation of sterling, (if their investments 

had not been currency hedged).  In addition, the price of gilts has fallen further due 

to a reversal of the blip up in gilt prices in early August after further quantitative 

easing was announced - which initially drove yields down, (i.e. prices up). Another 

factor that is likely to dampen gilt investor sentiment will be a likely increase in the 

supply of gilts if the Chancellor slows down the pace of austerity and the pace of 

reduction in the budget deficit in the Autumn Statement - as he has already 

promised. However, if there was a more serious escalation of upward pressure on 

gilt yields, this could prompt the MPC to respond by embarking on even more 

quantitative easing, (purchases of gilts), to drive gilt yields back down. 

USA. The American economy had a patchy 2015 with sharp swings in the quarterly 

growth rate leaving the overall growth for the year at 2.4%. Quarter 1 of 2016 

disappointed at +0.8% on an annualised basis while quarter 2 improved, but only to 

a lacklustre +1.4%.  However, forward indicators are pointing towards a pickup in 

growth in the rest of 2016.  The Fed. embarked on its long anticipated first increase 

in rates at its December 2015 meeting.  At that point, confidence was high that there 

would then be four more increases to come in 2016.  Since then, more downbeat 

news on the international scene and then the Brexit vote, have caused a delay in the 

timing of the second increase which is now strongly expected in December 2016. 

Overall, despite some data setbacks, the US is still probably the best positioned of 



the major world economies to make solid progress towards a balanced combination 

of strong growth, full employment and rising inflation: this is going to require the 

central bank to take action to raise rates so as to make progress towards 

normalisation of monetary policy, albeit at lower central rates than prevailed before 

the 2008 crisis. 

EZ. In the Eurozone, the ECB commenced, in March 2015, its massive €1.1 trillion 

programme of quantitative easing to buy high credit quality government and other 

debt of selected EZ countries at a rate of €60bn per month.  This was intended to run 

initially to September 2016 but was extended to March 2017 at its December 2015 

meeting.  At its December and March 2016 meetings it progressively cut its deposit 

facility rate to reach   -0.4% and its main refinancing rate from 0.05% to zero.  At its 

March meeting, it also increased its monthly asset purchases to €80bn.  These 

measures have struggled to make a significant impact in boosting economic growth 

and in helping inflation to rise significantly from around zero towards the target of 

2%.  GDP growth rose by 0.6% in quarter 1 2016, (1.7% y/y), but slowed to +0.3%, 

(+1.6% y/y), in quarter 2.  Forward indications are that economic growth in the EU is 

likely to continue at moderate levels with Germany continuing to outperform other 

major European economies. This has added to comments from many forecasters 

that central banks around the world are running out of ammunition to stimulate 

economic growth and to boost inflation.  They stress that national governments will 

need to do more by way of structural reforms, fiscal measures and direct investment 

expenditure to support demand and economic growth in their economies. 

There are also significant political risks within the EZ in as much as Spain has held 

two general elections since December 2015 and still been unable to form a 

functioning government holding a majority of seats, while the Netherlands, France 

and Germany face general elections in 2017. A further cause of major political 

tension and political conflict, is one of the four core principals of the EU – the free 

movement of people within the EU, (note – not in just the Eurozone common 

currency area). In addition, Greece has been a cause of major concern in terms of its 

slowness in delivering on implementing fundamental reforms required by the EU to 

reduce its budget deficit in exchange for the allocation of further bailout money. 

Another area of major concern is that many Italian banks are exposed to substantial 

amounts of underperforming loans and are undercapitalised.  Some German banks 

are also undercapitalised, especially Deutsche Bank, which is under threat of major 

financial penalties from regulatory authorities that will further weaken its 

capitalisation.  What is clear is that national governments are forbidden by EU rules 

from providing state aid to bail out those banks that are at risk, while, at the same 

time, those banks are unable realistically to borrow additional capital in financial 

markets due to their vulnerable financial state. However, they are also ‘too big, and 

too important to their national economies, to be allowed to fail’. 

Asia. Economic growth in China has been slowing down and this, in turn, has been 

denting economic growth in emerging market countries dependent on exporting raw 



materials to China.  Medium term risks have been increasing in China e.g. a 

dangerous build up in the level of credit compared to the size of GDP, plus there is a 

need to address a major over supply of housing and surplus industrial capacity, 

which both need to be eliminated.  This needs to be combined with a rebalancing of 

the economy from investment expenditure to consumer spending. However, the 

central bank has a track record of supporting growth through various monetary policy 

measures which further stimulate the growth of credit risks and so increase the 

existing major imbalances within the economy. 

Economic growth in Japan is still anaemic, and skirting with deflation, despite successive 
rounds of huge monetary stimulus and massive fiscal action to promote consumer 
spending. The government is also making little progress on fundamental reforms of the 
economy. 
 
Emerging countries. There are also concerns around the vulnerability of some 

emerging countries which are particularly exposed to the downturn in demand for 

commodities from China or to competition from the increase in supply of American 

shale oil and gas reaching world markets. Financial markets could also be vulnerable 

to risks from major sovereign wealth funds of those countries that are highly exposed 

to the falls in commodity prices from the levels prevailing before 2015, especially oil, 

and which, therefore, may have to liquidate substantial amounts of investments in 

order to cover national budget deficits over the next few years if the price of oil does 

not return to pre-2015 levels. 

 

Brexit timetable and process 

 March 2017: UK government notifies the European Council of its intention to 
leave under the Treaty on European Union Article 50  

 March 2019: two-year negotiation period on the terms of exit.  This period can 
be extended with the agreement of all members i.e. not that likely.  

 UK continues as an EU member during this two-year period with access to the 
single market and tariff free trade between the EU and UK. 

 The UK and EU would attempt to negotiate, among other agreements, a bi-
lateral trade agreement over that period.  

 The UK would aim for a negotiated agreed withdrawal from the EU, although 
the UK may also exit without any such agreements. 

 If the UK exits without an agreed deal with the EU, World Trade Organisation 
rules and tariffs could apply to trade between the UK and EU - but this is not 
certain. 

 On exit from the EU: the UK parliament would repeal the 1972 European 
Communities Act. 

 The UK will then no longer participate in matters reserved for EU members, 
such as changes to the EU’s budget, voting allocations and policies. 

 


