
 ANNEX 1 – ECONOMIC UPDATE AND DEBT MATURITY 

 

1.0 Capita’s Economic Update (issued by Capita on 3 October 2017) 

 
1.1 UK.  After the UK economy surprised on the upside with strong growth in 2016, growth in 

2017 has been disappointingly weak; quarter 1 came in at only +0.3% (+1.7% y/y) and 

quarter 2 was +0.3% (+1.5% y/y) which meant that growth in the first half of 2017 was the 

slowest for the first half of any year since 2012. The main reason for this has been the 

sharp increase in inflation, caused by the devaluation of sterling after the referendum, 

feeding increases in the cost of imports into the economy.  This has caused, in turn, a 

reduction in consumer disposable income and spending power and so the services sector 

of the economy, accounting for around 75% of Gross Domestic Product (GDP), has seen 

weak growth as consumers cut back on their expenditure. However, more recently there 

have been encouraging statistics from the manufacturing sector which is seeing strong 

growth, particularly as a result of increased demand for exports. It has helped that growth 

in the EU, our main trading partner, has improved significantly over the last year.  

However, this sector only accounts for around 11% of GDP so expansion in this sector 

will have a much more muted effect on the average total GDP growth figure for the UK 

economy as a whole. 

1.2 The Monetary Policy Committee (MPC) meeting of 14 September 2017 surprised 

markets and forecasters by suddenly switching to a much more aggressive tone in terms 

of its words around warning that Bank Rate will need to rise. The Bank of England 

Inflation Reports during 2017 have clearly flagged up that they expected Consumer Price 

Index (CPI) inflation to peak at just under 3% in 2017, before falling back to near to its 

target rate of 2% in two years time. Inflation actually came in at 2.9% in August, (this data 

was released on 12 September), and so the Bank revised its forecast for the peak to over 

3% at the 14 September MPC meeting.  This marginal revision can hardly justify why the 

MPC became so aggressive with its wording; rather, the focus was on an emerging view 

that with unemployment falling to only 4.3%, the lowest level since 1975, and 

improvements in productivity being so weak, that the amount of spare capacity in the 

economy was significantly diminishing towards a point at which they now needed to take 

action.  In addition, the MPC took a more tolerant view of low wage inflation as this now 

looks like a common factor in nearly all western economies as a result of increasing 

globalisation.  This effectively means that UK labour faces competition from overseas 

labour e.g. in outsourcing work to third world countries, and this therefore depresses the 

negotiating power of UK labour. However, the Bank was also concerned that the 

withdrawal of the UK from the EU would effectively lead to a decrease in such 

globalisation pressures in the UK, and so would be inflationary over the next few years. 

1.3 It therefore looks very likely that the MPC will increase Bank Rate to 0.5% in November 

or, if not, in February 2018.  The big question after that will be whether this will be a one 

off increase or the start of a slow, but regular, increase in Bank Rate. As at the start of 

October, short sterling rates are indicating that financial markets do not expect a second 



increase until May 2018 with a third increase in November 2019.  However, some 

forecasters are flagging up that they expect growth to improve significantly in 2017 and 

into 2018, as the fall in inflation will bring to an end the negative impact on consumer 

spending power while a strong export performance will compensate for weak services 

sector growth.  If this scenario were to materialise, then the MPC would have added 

reason to embark on a series of slow but gradual increases in Bank Rate during 2018. 

While there is so much uncertainty around the Brexit negotiations, consumer confidence, 

and business confidence to spend on investing, it is far too early to be confident about 

how the next two years will pan out. 

1.4 EU.  Economic growth in the EU, (the UK’s biggest trading partner), has been lack lustre 

for several years after the financial crisis despite the European Central Bank (ECB) 

eventually cutting its main rate to -0.4% and embarking on a massive programme of 

Quantitative Easing (QE).  However, growth picked up in 2016 and now looks to have 

gathered ongoing substantial strength and momentum thanks to this stimulus.  GDP 

growth was 0.5% in quarter 1 (2.0% y/y) and 0.6% in quarter 2 (2.3% y/y).  However, 

despite providing massive monetary stimulus, the ECB is still struggling to get inflation up 

to its 2% target and in August inflation was 1.5%. It is therefore unlikely to start on an 

upswing in rates until possibly 2019. 

 

1.5 USA. Growth in the American economy has been volatile in 2015 and 2016.  2017 is 

following that path again with quarter 1 coming in at only 1.2% but quarter 2 rebounding to 

3.1%, resulting in an overall annualised figure of 2.1% for the first half year. 

Unemployment in the US has also fallen to the lowest level for many years, reaching 

4.4%, while wage inflation pressures, and inflationary pressures in general, have been 

building. The Fed has started on a gradual upswing in rates with three increases since 

December 2016; and there could be one more rate rise in 2017 which would then lift the 

central rate to 1.25 – 1.50%. There could then be another four more increases in 2018. At 

its June meeting, the Fed strongly hinted that it would soon begin to unwind its $4.5 trillion 

balance sheet holdings of bonds and mortgage backed securities by reducing its 

reinvestment of maturing holdings. 

 

1.6 Chinese economic growth has been weakening over successive years, despite 

repeated rounds of central bank stimulus; medium term risks are increasing. Major 

progress still needs to be made to eliminate excess industrial capacity and the stock of 

unsold property, and to address the level of non-performing loans in the banking and 

credit systems. 

 

1.7 Japan is struggling to stimulate consistent significant growth and to get inflation up to its 

target of 2%, despite huge monetary and fiscal stimulus. It is also making little progress 

on fundamental reform of the economy. 

 

 

 

 



2.0 Debt Maturity 

 

2.1 The maturity structure of the Council’s borrowing as at 30 September 2017 (as per 

section 7 of the main report) is shown below in graph format. 
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