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This report focuses on a base case for rebalancing, which we 
believe is the most likely scenario. It sees annual contributions  
of net trade (0.8%) and investment (0.5%) exceed household 
consumption (0.4%). To achieve that will involve ensuring the UK 
takes advantage of opportunities presented by structural changes 
in economic power, populations, technology and the environment.

The recent recession and sluggish recovery has 
prompted a reassessment of UK economic growth.  
It is now clear that the unprecedented economic 
stability between 1993 and 2007 masked growing 
imbalances. Many now talk of a necessary economic 
‘rebalancing’ but, without sufficient definition, this 
phrase has so far failed to capture the scale and 
nature of the challenge facing the UK economy.

The UK economy is dominated by household and government 
consumption, which together accounted for 89% of GDP in  
2009 – more than in France, Germany or the US. The already high 
levels of public and private debt built up to finance this growth  
were exacerbated by the recession. Meanwhile, investment and  
net trade – the productive parts of the economy – have made weak 
and negative contributions to growth in the recent past respectively. 
Where production has grown, this has been driven by a strong 
expansion in services, which now make up 78.4% of UK output.

Rebalancing the economy
Set against that background, rebalancing the UK economy must 
consist of resurrecting business investment and net trade as the 
key drivers of growth while household and government debt 
stabilise. This is vital to delivering sustainable growth over the 
medium term which is better balanced between production and 
consumption – an economy running on all available engines. 
Failing to rebalance would leave the economy highly reliant on  
just one source of growth, household consumption, given the 
government’s plan to reduce spending over the next five years.  
With weak earnings growth and households seeking to deleverage, 
this is not a sustainable future for UK economic growth.

We looked at four possible scenarios to see how the economy 
might develop over the next five years, all of which assume the 
government follows its public spending plans.

Executive summary

Growth scenarios

•	 A	‘base	case’	rebalancing	scenario	in	which	consumer	
spending growth slows while net trade and investment 
each show a modest increase in their contribution  
to growth.

•	 An	‘aspirational’	rebalancing	scenario	that	sees	a	similar	 
slowdown in consumer spending but stronger trade  
and investment growth.

•	 A	consumer-led	recovery	fuelled	mainly	by	strong	
household consumption with smaller contributions  
from trade and investment.

•	 A	full	crisis	in	the	eurozone	that	would	crimp	 
UK consumer spending, investment and exports.

While ambitious rebalancing would be welcome, current 
levels of business confidence and of growth in the UK’s  
main export markets are inconsistent with the levels of 
investment	and	exports	required.	A	consumer-led	recovery	 
is unlikely given low levels of consumer confidence and 
household	deleveraging.	On	the	eurozone,	it	is	likely	that	 
with appropriate policy action, a full crisis involving all 
countries can be averted.
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Resurrecting business investment and exports
We believe the UK can achieve rebalancing over the next five years, 
but the challenge is substantial. The key task is to offset falling 
government spending and constrained household consumption  
by generating strong business investment and net trade. There are 
three elements to this change:

•	 Stronger business investment. A constrained public sector 
means the private sector must deliver £170bn of new investment 
over the next five years. Although investment was weak over the 
last decade, significant corporate cash surpluses and the need 
for substantial levels of infrastructure investment mean that the 
supply and demand conditions are in place to support 
investment growth.

•	 Better targeted exports. A rebalanced economy must turn net 
trade into a growth asset, rather than a structural economic 
imbalance. The UK has missed past opportunities to target  
export	markets	in	high-growth	economies	such	as	the	BRICs.	
Reaching	these	markets	now	is	a	prerequisite	for	net	trade	to	
deliver substantial economic growth.

•	 Stable government and household debt. The government is 
pursuing a comprehensive and credible plan to consolidate the 
public finances. The real challenge will come in delivering this 
plan in an environment of lower global and European growth.  
At the same time, households have the opportunity to begin 
stabilising the rapid expansion of household debt seen in  
recent years.

Swimming with the tide of change
The task of delivering rebalanced growth will be achieved most 
effectively by ensuring the UK economy takes advantage of the 
long-term	domestic	and	global	changes	that	have	the	potential	to	
support rebalancing. This report identifies five trends that could 
support the transition to a rebalanced economy, using sector case 
studies to illustrate new opportunities. However, working with 
these trends, rather than against them, will also support the 
development of new, unanticipated growth sectors.

1 The need for new and better infrastructure. The government 
estimates £200bn of investment is needed in the next five years 
to upgrade the UK’s infrastructure, of which 70% – or £140bn 
– must come from the private sector. This would deliver all of the 
£115bn additional investment required in our base rebalancing 
scenario. Priorities include transport, energy generation, 
broadband digital networks and waste management.

2 Growth in emerging markets. The high levels of forecast growth 
among emerging economies gives a clear steer on where the  
UK	should	aim	its	exports.	Rapid	growth	will	result	in	wealthier	
populations with greater purchasing power and better channels 
of access to goods and services.

3 Digital growth.	The	UK	has	the	largest	e-commerce	market	and	
second largest online advertising market in the world and is 
well-placed	to	capitalise	on	exploding	digital	and	mobile	activity	
rates around the world.

4 Demographic change. Growth in urban populations combined 
with rising incomes in emerging economies, means demand  
for services – particularly in healthcare, education, finance,  
and transport – is likely to grow rapidly. Meanwhile an ageing  
UK population will lead to changes in traditional consumption 
patterns and spur the creation of completely new products  
and services.

5 Energy and climate. The UK’s rising energy trade deficit, as  
North Sea oil and gas production declines will increase the  
need to find alternative sources. Diversifying towards renewable 
energy will both decrease energy imports and stimulate business 
investment.	The	UK	is	already	one	of	the	most	energy-efficient	
economies	in	the	world	and	can	take	advantage	of	medium-term	
opportunities offered by emission reduction targets.

This report sets a course for the UK to rebalance its economy within 
five years, while still generating sufficient growth to increase living 
standards. In our base case – an achievable future for the UK 
economy – growth is driven by investment and exports, rather than 
relying on household and government consumption. The scale of 
the challenge is considerable but there is clear potential to exploit 
changes in the UK and global economy. Most importantly, UK 
businesses	need	to	expand	their	horizons	beyond	their	traditional	
export	markets	in	Europe	and	North	America	and	seize	on	
opportunities	to	access	emerging,	high-growth	markets.
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Between	1993	and	2007	the	UK	economy	experienced	
unprecedented stability. The economy grew for the longest 
uninterrupted stretch for over 200 years and inflation was  
low and stable. In the words of Mervyn King, Governor of the  
Bank	of	England,	the	period	was	NICE:	non-inflationary	and	
consistently expansionary.1

The	apparent	stability	of	the	pre-recession	years	masked	 
growing imbalances underlying the UK economy. Growth was  
over-dependent	on	household	consumption	and	in	particular,	
rapidly expanding government spending, leaving the UK heavily 
consumption-dominated.	The	UK’s	manufacturing	sector	shrank	 
in real terms, while the services sector enjoyed unprecedented 
growth. The UK’s trade balance deteriorated as the UK missed the 
opportunity to build a significant export market among the world’s 
rapidly expanding economies. Meanwhile, back at home, the 
financial position of UK households and the government became 
increasingly unsustainable. The regional distribution of economic 
growth and prosperity also changed, largely due to the ongoing 
decline of UK manufacturing and the growth of services – this 
particular	trend	will	be	assessed	further	in	future	CBI	work.

Consumption vs production
The UK economy is dominated by household and  
government consumption
Domestic consumption – which includes household and 
government consumption – accounted for 89% of UK GDP in  
2009, making it a bigger part of the UK economy than in Germany, 
France and the US. In Germany – regularly cited as a model for 
international competitiveness – domestic consumption  
accounted for 10% less of GDP than in the UK.

A high level of consumption by households (or by government on 
behalf of households) can be seen as beneficial, allowing a 
population to maintain a high living standard. However, if this  
level of domestic consumption is achieved at the expense of 
insufficient investment and a net trade deficit – as has been the 
case in the UK – then these choices will inevitably reduce the 
prospect of consumption growth in the future. 

An imbalanced economy?
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Exhibit 1 UK GDP is comparatively dominated by 
consumption
Composition of GDP in Germany, France, the US and the UK, 2009, %
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Due to the dominance of consumption, the UK invests less 
compared with our major competitors. Investment is required to 
grow the national stock of physical capital – such as plant and 
machinery – and to offset its depreciation over time. Along with 
innovation and growing human capital, a growing physical capital 
stock is one of the three drivers of GDP per capita growth.

The UK’s investment share of the economy in 2009 was at its  
lowest in 40 years and significantly lower than that of France and 
Germany. Furthermore, investment’s average share of UK GDP 
between 2000 and 2009 (16.9%) was lower than France (20.3%), 
Germany (18.1%) and the United States (18.6%) and also lower than 
average investment share of GDP in the UK in previous decades.

The UK, like the United States, has run trade deficits of over 2%  
of GDP every year since 2001. A persistent net trade deficit indicates 
a potentially unsustainable living standard, with domestic 
consumption exceeding domestic production and the excess 
financed by an increase in debt. Net trade acted as a drag on  
GDP in the UK, US and France in 2009 but supported growth of the 
German economy.

Growth has become less balanced and weaker over time
UK economic growth between 1997 and 2009 was comparatively 
strong at 1.96% per year – only the United States enjoyed faster 
expansion	(2.31%).	Furthermore,	in	terms	of	per-capita	GDP	growth	
(which measure improvements in living standards by removing  
the effects of population growth on output) the UK grew faster than 
the US, Germany and France at 1.5% per annum.

However, over time the sources of growth in the UK have become 
highly polarised between consumption and production (investment 
and	net	trade).	In	1970-79,	21%	of	growth	was	driven	by	production	
(investment).	In	1979-97,	only	11%	of	growth	was	not	derived	from	
consumption	and	by	1997-2009,	investment	and	net	trade	actually	
detracted	from	per-capita	GDP	growth.

This gives light to a further concerning trend: growth deteriorated  
in successive periods between 1970 and 2009 as measured by  
both	growth	in	the	total	size	of	the	economy	and	GDP	per	capita.	
GDP	per	capita	growth	in	1970-1979	was	2.3%,	slowing	to	2%	in	
1979-97,	before	further	decelerating	to	1.5%	from	1997-2009.
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UK’s strong comparative growth has been due to an expansion  
of government spending
While the dominance of consumption over production is similar 
across France, Germany and the US, the UK government made a 
significantly bigger contribution to per capita growth than in other 
countries. When the contribution of government to per capita GDP 
growth is removed, the UK falls from the highest per capita growth 
country to the second lowest, just ahead of Germany. Given this, 
the	outperformance	of	the	UK	economy	from	1997-2009	was	 
purely due to an expansion in government consumption.

Exhibit 3 UK growth outperformance due to high 
levels of government spending 
Average annual per-capita GDP growth, 1997-2009, %
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…which led to a deterioration of the public finances
As a result of rapidly expanding government spending and the 
effects of the recession, its share of GDP grew by 5.7% from 2007  
to 2009. Meanwhile, the budget moved from surplus in 1999/2000 
to deficit in 2006/07 before the recession – increasing to a post  
war	record	deficit	of	over	7.7%	of	GDP	in	2009-10.	

Exhibit 2 UK growth has weakened over time and become more consumption-dominated
UK per-capita growth averages, by component
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Exhibit 4 Deterioration in UK public finances  
2001-02 – 2009-10
Public sector current budget 2000-01 – 2015-16
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Public sector net debt 2000-01 – 2015-16
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Government debt followed a similar pattern. It too was stable in  
the late 20th century, fluctuating between 25% and 40% of GDP 
between 1988 and 2001. It then increased at a pace well in excess 
of either GDP growth or the growth of tax revenues, compounding 
the pressure on the budget deficit from expanding government 
spending. From 2002 onwards government debt as a proportion  
of GDP rose every year, with this trend accelerating in the recession 
as a contraction in the economy reduced revenue and increased 
welfare payments. Government debt as a proportion of GDP rose 
from 34% in 2004/05 to 60.5% in 2011/11, and is forecast to rise to 
78% by 2014/15, before falling.

So not only has UK GDP growth relied on government spending  
for its comparative strength; it has been unsustainable due to the 
government deficit required to finance it. The Coalition plans to 
eliminate	the	cyclically-adjusted	deficit	and	see	net	debt	falling	 
by 2015/16 (dotted lines, opposite). This necessary consolidation 
will return the public finances to a sustainable footing, but will 
mean that government spending cannot drive growth in the next 
five years as it has in the past.

Household consumption growth has been similarly strong –  
and unsustainable
Along with government consumption, household consumption 
became increasingly relied upon to deliver economic growth. 
Mirroring the growing deficit associated with the expansion in 
government spending, rapidly expanding household consumption 
has	itself	required	ever-increasing	levels	of	debt.	Between	1988	 
and 2001 the stock of household debt was stable, fluctuating 
between 100% and 120% of household income. It then rose rapidly, 
increasing from 116% in 2001 to 172% in 2007 as individuals 
increased their consumption of goods and services at a pace that 
was not supported by growth in household incomes. Forecasts 
indicate that the debt to income ratio will stabilise.
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Government investment growth has outstripped  
business investment
UK investment growth in the recent past has been dominated by 
government investment, which grew at more than twice the rate of 
business	investment	between	1990	and	2010.	But	this	trend	is	set	
to	reverse	–	the	Office	for	Budget	Responsibility	(OBR)	forecasts	
that government investment will decline by 16% between 2009  
and	2015	in	real	terms	–	a	compound	annual	growth	rate	of	-3.4%.	
Even with expectations for a recovery in business investment,  
this will create a drag on the contribution that overall investment 
can make to GDP growth in the forthcoming period.

Exhibit 6 Government investment has grown at 
more than twice the rate of business investment
Business and government investment CGAR,  
1990-2010 (constant 2008 prices) (%)
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Exhibit 5 Rising household debt to income
Household debt as a proportion of income
% household income
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“UK investment growth in the 
recent past has been dominated  

by government investment,  
which grew at more than twice  
the rate of business investment 

between 1990 and 2010”
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Exports vs imports
The UK’s trade surplus in services is outweighed by a deficit  
in goods 
Since 1983 the UK has run a persistent goods deficit and services 
surplus	with	the	rest	of	the	world.	The	relative	size	of	these	deficits	
and surpluses have fluctuated so that in terms of overall trade,  
the	UK	was	net	exporter	between	1970-87,	a	net	importer	1988-93,	 
a	net	exporter	1994-1997	and	a	net	importer	from	1998	onwards.	
With the exception of the most recent period, the trade position 
over an economic cycle has roughly been in balance. Since 1997 
however,	the	goods	deficit	has	grown	by	eight-fold	while	the	
services surplus has only doubled. As a result, in 2010, the UK  
was running a services surplus of £58.8bn – but this was 
outweighed by a goods deficit of £98.5bn – resulting in an  
overall deficit of £39.7bn.

Exhibit 7 The UK’s goods deficit is double the 
services surplus, leaving a £42bn net trade deficit
UK services, goods and net trade position, 2010 (£bn)
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The UK succeeded in growing its export of goods as a share of GDP 
between 1970 and 1997, but since 1997, goods exports have grown 
more slowly in real terms, stagnating as a share of GDP. Growth in 
the goods import share of GDP accelerated, reaching 25% in 2010 
for the first time, leaving the UK with a record goods deficit of 6.8% 
of GDP in 2010. This trend has largely been driven by an increasing 
gap between imports and exports of finished goods: the UK’s trade 
deficit in finished goods in 2010 was 4.1% of GDP. 

Exhibit 8 A growing UK finished goods deficit has 
driven the overall goods deficit
Finished goods and all other goods imports and exports,  
% of total imports and exports
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Strong growth in services exports has been driven by financial 
and business services
Services exports and imports grew as percentage of GDP in the 
recent past, but unlike goods, export growth has outstripped  
import growth. Since 1991, big trading surpluses have developed  
in financial and other business services, while the UK’s deficit in 
travel services has grown (meaning that increasingly more is  
spent by UK travellers abroad than foreign visitors to the UK).  
These trends were reversed slightly in 2009 as the effects of the 
credit crunch and recession impacted negatively on financial and 
other	business	service	exports	and	also	reduced	British	travel	 
and spending abroad.

Exhibit 9 Financial and other business services 
exports have grown relative to the services sector
Services exports 1991 and 2010, % GDP
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The UK has failed to establish export links with high-growth 
economies
The UK’s main trading partners in both exports and imports are the 
United	States	and	Germany.	Since	1992	BRICs	have	increased	their	
share	of	UK	imports	by	five-fold,	but	the	UK	has	only	increased	its	
export	share	to	the	BRICs	by	less	than	three-fold.	In	2010,	a	greater	
share of UK exports went to small countries like the Netherlands 
(7.2%)	and	Ireland	(5.8%)	than	to	the	BRIC	countries	(5.7%)	which	
together	account	for	over	one-third	of	the	world	population.

The failure to take advantage of the opening up of these large 
economies can be regarded as one of the big missed opportunities 
of the last 20 years. For example in 2008, while 8.4% of German 
exports	were	sold	to	BRICs,	UK	exports	to	these	countries	only	
accounted for 4.8% of all UK exports. The UK runs a significant  
trade imbalance with three countries: a £26bn trade surplus with 
the US, a £16.8bn trade deficit with Germany and a £21.6bn  
trade deficit with China.

Exhibit 10 UK exports have failed to target the BRICs
UK exports to top five destinations and BRICs, 2010 (£bn)
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Manufacturing declined in real terms in every year from 1998,  
which is highly unusual within a period of economic expansion.  
In previous periods manufacturing was volatile, declining in periods 
of recession, but growing in periods when the overall economy  
has	been	expanding.	The	1997-2009	period	marked	a	major	
deterioration in the manufacturing sector, seeing it shrink at an 
annualised rate of 3%.

Some	sub-sectors	such	as	food,	beverage	and	tobacco	and	
unfinished goods have been relatively resilient, growing in real 
terms but declining as a proportions of the economy. Other sectors 
are significantly smaller in real terms now than they were 40 years 
ago. Machinery, electrical and transport equipment has declined as 
a proportion of GVA from 13.8% in 1970 to 3.3% in 2009; in real 
terms	this	sector	is	just	over	half	its	1970	size.	The	textile	industry	
has endured an even more severe decline – its contribution to GVA 
has fallen from 3% in 1970 to 0.3% in 2009 and it is less than a 
quarter	of	its	size	now	compared	with	1970.	

Sectoral trends
Services growth in the context of industrial decline
The	UK	has	become	an	increasingly	services-dominated	economy.	
In 1970, services accounted for 54.6% of UK Gross Value Added 
(GVA) while manufacturing and construction made up 37.9% of the 
total. In 2009, services had grown to 78.4% while manufacturing 
and	construction	had	fallen	to	an	all-time	low	of	16.9%.	While	it	is	
not	unusual	for	the	secondary	sector	to	decline	in	post-industrial	
advanced economies, between 1997 and 2009 the UK recorded 
weaker performance in manufacturing and construction than 
France, Germany and the US. 

The decline in manufacturing has taken place within an overall 
deterioration in the secondary sector of the economy, as measured 
by GVA. While the service sector made a consistently large positive 
contribution to GVA in all periods, the deterioration in overall GVA  
is explained by declining contribution from agriculture, energy and 
extractive industries, as well as manufacturing and construction.

Exhibit 11 Services have almost exclusively driven 
UK GVA growth since 1970
UK GVA by sector, £bn, real 2006 prices
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“The UK has become an increasingly 
services-dominated economy. In 1970, 

services accounted for 54.6% of  
UK Gross Value Added (GVA) while 

manufacturing and construction made  
up 37.9% of the total. In 2009, services 

had grown to 78.4% while manufacturing 
and construction had fallen to an  

all-time low of 16.9%”
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The	UK	economy	is	over-dependent	on	household	and	government	
consumption as drivers of GDP growth, which is leading to rapidly 
rising household and government debt – an economic growth 
model based on ever increasing debt is unsustainable in the  
long run. The challenge facing the UK is to maintain economic 
growth, while correcting the imbalances which have built up in  
the recent past.

This section presents four possible scenarios for UK growth in the 
next five years. In each, overall growth is calculated along with the 
contribution of each growth component – which reveals the extent 
of the rebalancing achieved. Government spending falls according 
to the Coalition’s fiscal consolidation plan in each scenario. 

In the first scenario, our rebalancing base case, consumption 
growth is weak as households rebalance by reducing debt relative 
to income. The aspirational rebalancing scenario illustrates the 
scale of the challenge for the UK to maintain its trend growth while 
its	two	biggest	components	rebalance.	The	consumer-led	recovery	
scenario sets out a revival of household spending, driven by a  
rapid	expansion	in	household	debt.	Our	final	scenario	–	eurozone	
weakness – is a stress test examining the impact of economic 
weakness in our main export market on the UK economy while it  
is rebalancing towards investment and exports. 

1 Rebalancing base case
This scenario – our central case – shows how the economy might 
fully	rebalance	away	from	an	overdependence	on	debt-fuelled	
consumption growth. Household consumption is modelled to grow 
at a rate that reduces debt relative to income. This involves weak 
consumption growth: in the early stages of a recovery, household 
income (derived mainly from wages) is outpaced by GDP growth. 
Moreover, as interest rates rise from the current historically low 
levels, more household income is diverted to servicing household 
debt. Government spending is expected to follow the trajectory  
set out in the recent spending review and budget. 

In this scenario, investment and trade are the main drivers of  
GDP growth. Investment grows at 3.4%, its growth rate in the 
1992-97	recovery.	Recognising	that	the	UK’s	main	export	markets	
will	be	weaker	than	from	1992-97,	exports	are	expected	to	grow	 
at 5.9% (rather than 8% as in the last cycle). Despite this, net trade 
makes a larger contribution to GDP growth (0.8% per year rather 
than	0.3%	in	1992-97)	because	imports	are	expected	to	grow	
significantly more slowly compared with the 1990s, as weak  
UK demand restricts demand for overseas goods.

Rebalancing:	growth	scenarios

Exhibit 12 The UK economy 2010-2015: Four scenarios

Growth Biggest contributor to growth Household debt % household income Government debt

Rebalancing base case Below	trend	(1.6%) Net trade (0.8pp) Falling Stabilised

Aspirational rebalancing Trend (2.2%) Net trade (1pp each) Falling Stabilised

Consumer-led recovery Trend (2.2%) Household consumption (1.4pp) New record high, 179% Stabilised

Eurozone weakness Significantly below trend (0.7%) Investment (0.6pp) Falling Stabilised

Supports rebalancing Sufficiently supports rebalancing Does not support rebalancing
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Full rebalancing achieved – but at a cost to growth
The key message from this scenario is that rebalancing the two 
largest parts of the economy together – household and government 
consumption – is likely to involve a growth penalty in the form of a 
prolonged period of below trend growth.

In this scenario, consumption’s share of GDP is reduced to 61.1%  
in 2015. This is similar to its share of GDP in the early 1990s, 
essentially reversing the consumer boom of the last economic 
cycle. As a result, both consumer and government indebtedness 
are stabilised. The UK’s net trade position improves by 4.1% of  
GDP,	from	a	deficit	of	-2.4%	to	a	1.7%	surplus	–	therefore	this	
scenario is consistent with a full rebalancing of the UK economy. 
However, even with a strong recovery in investment and exports, 
GDP growth is below trend at 1.6% per year between 2010 and 2015. 
Weak growth in turn causes government debt to peak at 79.2% of 
GDP rather than 77.1% with trend growth. 

2 Aspirational rebalancing
The rebalancing base case showed that fully rebalancing the 
economy with a typical private sector recovery in investment and 
exports will involve a sustained period of below trend growth.  
This	second	scenario	uses	best-case	historic	recoveries	in	
investment and exports to illustrate an optimistic scenario, in  
which rebalancing is achieved without reducing the overall growth 
rate of the economy. In this scenario, household consumption is 
consistent with stabilising household debt to income, while 
government consumption follows the path outlined by the fiscal 
consolidation plan.

If the UK economy matches its best historical investment and 
exports performance, it can rebalance while maintaining trend 
growth. In the last 50 years, the strongest growth in investment  
was	recorded	in	the	1982-87	recovery,	when	investment	grew	at	 
an annual average rate of 6% per year. The strongest recovery in 
exports	was	in	the	1992-97	period	when	exports	grew	at	an	 
average rate of 8% per year. 

Exhibit 13 Growth under the four scenarios

Household consumption Government consumption Investment Net trade
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Source:	CBI	analysis.	GDP	component	contributions	are	rounded	to	1	decimal	place		and	may	not	sum	to	GDP	growth.
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Dramatic rebalancing required to achieve trend growth
The scale of rebalancing in this scenario is unprecedented. 
Household consumption falls from 64.2% to 59.5% of GDP. This  
share is consistent with the UK average in the 1970s and 1980s and 
the share of consumption currently in France and Germany, but 
significantly lower than its share of UK GDP in the last two decades. 
Government’s share drops back from 23.1% to 19.7% of GDP, fully 
reversing	the	post-2000	expansion	of	government	spending.

The	two	main	drivers	of	GDP	growth	between	2010-2015	in	this	
scenario are investment and net trade. Investment’s share of GDP 
increases from 15.5% to 18.2%, its highest proportion since the 
1980s. Planned reductions in government investment in the next  
five years further increase the scale of the challenge: for investment  
to grow at 5.6%, private investment needs to grow at an annual 
average rate of 7.5% per year.

An export-driven recovery
Net trade is the other major driver of growth in the aspirational 
rebalancing scenario. Exports grow by an annual average of 7.5%  
per year, while imports grow at 4.3%. This results in the UK trade 
balance	improving	from	-2.4%	of	GDP	in	2010	to	+2.6%	in	2015.	 
This rate of improvement in net trade would be unprecedented in 
recent UK economic history. The only time that the UK has achieved 
a trade surplus in excess of 2% of GDP in the last 50 years was 
1980-1982,	when	the	UK	was	a	significant	net	exporter	of	oil.

The 1990s is commonly cited as an export driven recovery – while 
exports did increase by 8% per year between 1992 and 1997, strong 
household consumption growth caused imports to grow at 6.8% 
per year, so that net trade’s share of GDP only improved by 2%.  
This is less than half of the improvement outlined in this scenario. 
While household debt stabilisation is likely to create the weak 
import	growth	outlined	in	this	scenario,	weakness	in	the	eurozone	
and	United	States	(which	together	account	for	two-thirds	of	UK	
exports) suggest that rapid UK export growth is unlikely unless the 
UK can drastically rebalance its exports towards faster growing 
emerging markets.

3 A consumer-led recovery
In	this	scenario,	the	UK	picks	up	largely	where	it	left	off	pre-recession:	
trend growth is fuelled mainly by strong household consumption, 
as memories of the recession fade. Unlike previous periods, 
government spending is restrained, which is made up for by  
modest contributions from investment and net trade.

As	in	the	mid-1990s,	household	consumption	is	modelled	to	grow	
in line with GDP, continuing to account for 64% of GDP throughout 
the period. Investment and exports grow at the rate set out in the 
base case rebalancing scenario, but higher consumption growth 
results in higher import growth so that net trade only improves  
by 2.2% of GDP (compared with a 4.2% improvement in the 
rebalancing base case). The extent of the UK’s trade deficit (2.4%  
of GDP in 2010) means that export growth is insufficient to eliminate 
the trade deficit, which stands at 0.3% of GDP in 2015. 

In	this	consumer-led	recovery,	the	economy	achieves	its	trend	rate	
of growth between 2010 and 2015, while government consumption 
falls	by	1%	per	year	in	real	terms	and	makes	a	-0.2%	per	year	
negative contribution to GDP growth. As a proportion of GDP, 
government is reduced from 23.1% in 2010 to 19.7% in 2015, which 
is	consistent	with	the	average	size	of	government	consumption	in	
the 1990s.

Household consumption is the most important driver of GDP 
growth, contributing 1.4% out of 2.2% annual average growth in 
GDP. This is followed by investment, growing above trend and 
seeing its share of GDP rise from 15.5% of GDP in 2010 to 16.4%  
in	2015.	By	2015,	investment’s	share	of	GDP	returns	to	its	
pre-recession	level.	

Partial rebalancing: government rebalances but household debt 
continues to rise
The	consumer-led	recovery	achieves	only	partial	rebalancing.	
Through a combination of government spending cuts and tax rises, 
government debt stabilises at approximately 77%. However, 
household debt as a proportion of household income (light green 
line,	Exhibit	14a)	is	not	stabilised,	increasing	to	a	new	all-time	high	
of 179% in 2015. 
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Exhibits 14a and 14b Government debt to GDP and household debt to income, outturns (1993-2010) and 
forecasts (2011-2015) (%)
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In	the	1992-1997	period,	falling	debt	servicing	costs	(through	falling	
interest rates) allowed households to grow consumption despite 
weak average earnings growth – however, between 2010 and 2015 
interest	rates	are	expected	to	increase.	Rising	debt	servicing	costs	
combined with increasing household tax rises and weak earnings 
growth cause household income (after interest and tax) to grow 
significantly more slowly than GDP. The rise in consumption growth 
in this scenario results in a record low saving rate and can only be 
financed by the unsustainable trend of ever accelerating household 
debt. In 2009, UK household debt as a proportion of income was 
already high, at 163% compared with 127% in the US, 107% in 
France and 99% in Germany. A household debt to income ratio of 
179% is both inconsistent with the historical levels in the UK and 
with debt levels in other advanced economies.

4 Eurozone weakness
Weakness	in	the	eurozone	presents	a	significant	risk	to	UK	
economic rebalancing. This could arise either through the 
worst-case	scenario	of	market	dislocation	(through	a	break	up	 
of	the	eurozone),	or	a	less	negative	scenario	of	emergency	austerity	
programs	creating	a	prolonged	recession	in	weaker	eurozone	
countries. In this scenario we combine the rebalancing base  
case	with	eurozone-induced	weakness	in	exports	and	investment.

The IMF estimates that a financial crisis reduces imports by 24% 
relative	to	trend.	If	applied	to	the	eurozone,	this	suggests	that	a	
eurozone	financial	crisis	may	be	sufficient	to	prevent	any	growth	 
in	eurozone	imports	between	2010	and	2015.	Even	if	the	eurozone	
avoids financial crisis through emergency austerity measures, a 
prolonged recession would have an impact on demand for foreign 
goods	and	services	of	a	similar	magnitude.	Since	the	eurozone	
accounts for approximately 50% of UK exports, this would reduce 
UK export growth from 5.9% per year in the base case to an annual 
average of 2.8% per year.

Weakness	in	the	eurozone	could	have	a	substantial	impact	on	the	
UK economy, reducing growth to an annual average of just 0.7% per 
year between 2010 and 2015 with the economy close to recession in 
2012.	Both	business	investment	and	export	growth	are	limited	due	
to	weak	business	confidence	and	restricted	eurozone	demand.

Additional risks from eurozone weakness
This	scenario	models	the	direct	impact	of	eurozone	weakness	on	 
UK exports and business investment. There are additional risks 
which are less predictable:

•	 There	is	a	substantial	risk	that	a	eurozone	crisis	or	separation	 
will cause capital flight from the region, substantially reducing  
UK competitiveness through a devaluation of our largest export 
market. This would adversely affect UK exports, both directly to 
the	eurozone	and	indirectly,	as	a	weaker	Euro	allows	eurozone	
countries gain competitive advantage over the UK in 
non-eurozone	export	markets.

•	 In this model, household consumption is assumed to be 
consistent	with	debt	reduction.	If	the	eurozone	crisis	has	a	
medium	term	negative	effect	on	British	consumer	confidence,	
household consumption may grow more slowly or even contract 
as increasingly risk averse households seek to reduce rather  
than stabilise their debt.

•	 There are, however, two benefits which are difficult to quantify 
and therefore omitted from this scenario: 

– The prolonged period of weak UK growth shown in this 
scenario could delay or prevent any rise in interest rates, with 
significant benefits for a highly indebted household sector – 
lower debt servicing costs would allow a larger increase in 
household consumption than is modelled above, or allow 
households to deleverage at a faster pace.

–	 In	the	context	of	a	eurozone	crisis,	Britain	may	be	viewed	 
as a safe haven. If this is the case then multinationals 
intending	to	invest	in	the	eurozone	may	redirect	investment	 
to	Britain,	boosting	investment	beyond	the	level	envisaged	 
in this scenario.
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Scenario likelihoods
On the balance of currently available evidence, we judge that the 
rebalancing base case is most likely of the four possible scenarios. 
Current	levels	of	consumer	confidence,	bank	risk-aversion	and	new	
regulations imply that strong consumer growth financed by further 
increases	in	debt	as	proposed	in	the	consumer-led	recovery	
scenario is unlikely. 

The aspirational rebalancing scenario is very much a best case – 
current levels of business confidence and expected growth in the 
UK’s main export markets are inconsistent with the levels of growth 
in investment and exports it requires. However, some combination 
of policy action (whereby the government substantially increases  
its capital investment or increases incentives for business to invest) 
combined with an unexpected positive economic shock or further 
depreciation in Sterling, could make this scenario a reality. 

Financial markets currently suggest that there is a possibility of  
one	or	more	eurozone	members	either	defaulting	or	leaving	the	
eurozone.	It	is,	however,	likely	that	with	appropriate	policy	action	 
a	eurozone	crisis	can	be	contained,	rather	than	the	full-scale	crisis	
modelled	in	our	scenario.	The	eurozone	crisis	scenario	should	
therefore be seen as a pessimistic scenario rather than the  
base case. 

The main implication of the rebalancing base case is that substantial 
financial imbalances in the household and government sectors can 
be corrected in five years while the economy reconfigures around 
business investment and net trade. Although there is a cost in 
terms of economic growth, it is possible to rebalance while still 
increasing living standards as measured by GDP per capita between 
now and 2015. The next section will focus on the feasibility of 
investment and export growth in the context of the UK’s underlying 
strengths and weaknesses.

Exhibit 15 Rebalancing base case: GDP in 2015, (%)
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consumption
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consumption

Investment Net trade

16.9%
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The rebalancing base case most accurately reflected the feasibility 
of rebalancing the UK economy, modelled on realistic rather than 
aspirational change. The key challenge is to overcome falling 
government consumption and constrained household consumption 
by generating strong business investment and net trade. The 
difference between the base case and its aspirational counterpart 
– an extra 0.6% GDP growth per year – rests on the extent to which 
the UK succeeds in rebalancing towards these two components. 
This section assesses whether the right conditions are prevailing to 
allow stronger business investment and net trade growth.

Boosting business investment
An integral part of the rebalancing picture is strong growth in 
investment over the next five years and beyond. Given that 
government investment will fall in real terms until at least 2015/16, 
the onus is on the private sector to deliver all of the necessary 
investment growth, offsetting a falling public contribution. The  
scale of this challenge – and how it differs between our base and 
aspirational rebalancing scenarios – is set out opposite.

Corporate balance sheets can finance substantial investment
The first major question arising from the challenge as set out in 
Exhibit 16 is: are the balance sheets of UK businesses healthy 
enough to finance substantial investment? The answer is ‘yes’: in 
2010 alone, corporate balance sheets grew by £63bn (4.3% of 
GDP), with total growth in net financial assets between 2002 and 
2010 of £292bn. These financial surpluses reflect weak business 
investment since 2000 and in particular, the effect of the recession 
on business investment decisions. 

Investment and export potential
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Exhibit 17 Non-financial corporations net financial flows 1963-2015 (% GDP)

Source:	ONS;	CBI	projection

Exhibit 16 The scale of the investment challenge

Base Aspirational

Required business investment 
growth 2010-2015

£115bn total 
(4.7% growth pa)

£190bn total 
(7.5% growth pa)

Annual average contribution  
to growth 0.5% 0.9%

Change in investment share  
of GDP

1.4% 
(15.5%  16.9%)

2.7%  
(15.5%  18.2%)
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Returning	the	flows	onto	corporate	balance	sheets	to	balance	 
in 2015 (the red line in Exhibit 17, on page 22) could amount to 
£189bn of new business investment – more than the amount 
required in the rebalancing base case (£115bn) and almost equal  
to the amount required to meet the aspirational target (£190bn).  
A reduction of the growth of corporate financial assets at this rate  
is broadly consistent with the rate at which the current surplus  
was established. Clearly, some of this additional investment may  
be diverted overseas, but it is likely that a substantial proportion 
would accrue in the UK, boosting the likelihood that the UK can 
grow private sector investment at the necessary rate of 4.7%  
per annum. Moreover, were businesses to leverage their balance 
sheets further, faster growth of business investment could 
be expected.

A services-dominated economy can generate stronger  
business investment
We have seen how the services sector has come to dominate  
the	UK’s	industrial	make-up,	both	in	terms	of	its	contribution	to	 
GDP	growth	and	its	size	as	a	proportion	of	the	overall	economy.	
Given this significant structural change, the second major question 
bearing on the UK’s potential to rebalance towards investment  
is: how will the growing dominance of services affect future 
business investment?

It	is	widely	asserted	that	services	are	less	investment-intensive	 
than manufacturing, which would imply that a shift towards 
services	would	reduce	the	investment-intensity	of	the	economy	 
as a whole. Indeed, the growing dominance of services did correlate 
with weak business investment growth throughout the 2000s. 

However, comparing business investment in services and 
manufacturing with their respective contributions to the overall 
economy (GVA) shows that services have been associated with very 
similar	levels	of	investment	to	manufacturing	in	the	UK.	Business	
investment in manufacturing averaged 9.7% of manufacturing  
GVA	from	1994-2009,	while	business	investment	in	services	
averaged 9.5% of services GVA in the same period. Of course, had 
UK manufacturing been growing throughout the period its business 
investment contribution would have been greater – but the fact 
remains that stronger manufacturing performance in the UK is not a 
precondition of stronger business investment: business investment 
in services has grown strongly since 1997, underpinning growth in 
overall business investment.

Exhibit 18 Business investment in services grew 
strongly between 1997 and 2010 (CAGR %)
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Source:	ONS;	CBI	analysis

A lack of UK saving is potentially constraining UK investment 
The overall UK savings rate has declined over time, and is less than 
that of France and Germany. If capital can flow freely around the 
world, locating where it can get the highest return, then this is not  
a concern – capital can simply be imported. However, the evidence 
on balance rejects the reality of perfect capital markets: investors 
are risk averse and in a world with floating currencies, investors  
will bear additional currency risk when investing abroad. Capital 
allocation therefore shows a strong home bias in investment with, 
for example, the share of UK portfolios invested in UK securities  
far exceeding the value of the UK securities as a proportion of  
world securities. 
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This means that the low UK savings rate indicates a potential 
imbalance. From 2000 onwards the UK has been importing capital, 
which has allowed UK investment as a share of GDP to exceed UK 
saving as a share of GDP by around 2%. With the exception of an 
isolated period in the late 1980s, the capital account has been 
equal to less than 3% of GDP. This upper bound means that, with 
the current 12% UK gross saving rate, UK investment would be 
constrained at 15% of GDP or less – a level that is towards the 
bottom end of its historical range. However in the next five years, 
government and household deleveraging will help to grow gross 
national savings, easing this constraint on investment.

Foreign direct investment
The UK has succeeded in attracting high levels of foreign direct 
investment in the recent past, peaking at £100bn in 2007 before 
falling as a result of the recession. Maintaining strong levels of  
FDI into the future will help to stimulate stronger domestic 
investment	through	numerous	spill-over	effects,	including	the	
supply-chain	requirements	of	FDI	projects.

As with domestic investment, the growth of UK services and  
relative decline of manufacturing should not hinder the UK’s ability 
to	attract	FDI.	Between	them,	the	business	services,	software	and	
financial intermediation sectors generated 45% of FDI into the UK  
in 2010.2 While the machinery and equipment sector attracted the 
third highest number of FDI projects, it fell far behind business 
services and software.

FDI is also closely related to the future of infrastructure investment. 
The quality of an economy’s infrastructure – whether transport, 
digital, energy or other – is a key factor driving business’ 
investment	decision-making.	Future	FDI	is	therefore	dependent,	 
to a certain extent, on the extent to which the UK can successfully 
generate the investment required to upgrade national infrastructure.

An export-led recovery
If the UK is to both grow and rebalance, net trade will need to make 
a substantial contribution to growth. In the rebalancing base case, 
half of the 1.6% annual average GDP growth between 2010 and 2015 
is achieved through an improvement in the UK’s net trade position.

International trade is driven by comparative advantage: a country 
will be a net exporter of goods and services that it is able to make  
at a cheaper price or higher quality compared to its competitors, 
and will import goods and services on a net basis where its  
quality-adjusted	price	is	high	relative	to	the	rest	of	world.	Unit	
labour	costs	measure	the	quality-adjusted	cost	of	goods	and	
services. Countries can increase their competitiveness through 
reduced unit labour costs in three ways: quality improvement; 
reducing wages relative to other countries; and currency 
depreciation. At the national level, average quality and wages  
can only be changed slowly, therefore sharp changes in relative 
labour costs are the result of changes in exchange rate.

Exhibit 19 Unit labour cost in France, Germany, 
United Kingdom and United States 1990-2010
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The UK’s export driven recovery of the 1990s was supported  
by lower unit labour costs in the UK compared with our three  
largest	trading	partners.	When	British	unit	labour	costs	rose	to	
European	levels	between	1998-2003,	this	caused	export	growth	 
to decelerate from 8% to less than 4% per year. The pattern of  
UK relative unit labour costs and export growth suggests that the 
1990s improvement in net trade was primarily due to the exchange 
rate reducing the relative cost of goods and services, rather than a 
competitive advantage due to quality improvement relative to the 
rest of the world. 

The UK’s unit labour costs provide less of an advantage than in 
previous export-led recoveries
In 1994, the UK’s unit labour costs were 30% cheaper than 
Germany, 20% lower than France and other Northern European 
countries, 17% lower than the United States and around 10%  
lower	than	Southern	Europe.	By	comparison,	in	2010	the	UK	has	 
2% lower unit labour costs compared with the US; 7% lower than 
Germany and 15% lower than Europe excluding Germany. This 
suggests that the UK has a smaller labour cost advantage now 
compared with the mid 1990s. 

Cost is not, however, the only driver of comparative advantage. 
Exports of goods do still account for 61% of UK exports and the UK  
is highly successful in exporting specialised high value added 
goods	in	manufacturing	sub-sectors,	including	in	chemicals	and	
pharmaceuticals.	These	sub-sectors	offer	significant	growth	
opportunities, as global economic development and ageing implies 
world demand for these goods is expected to grow faster than the 
overall world economy.

The UK’s comparative advantage lies mainly in services
An analysis of unit labour costs suggests that the UK has a 
comparative advantage in a wide range of services sector industries 
including retailing, transport, banking, insurance, pensions, 
business services and research and development. Some of these 
sectors – for example financial and business services – are already 
sectors where the UK has a long standing and increasing substantial 
trade surplus. Furthermore, UK retailers, from luxury fashion labels 
like	Burberry	to	supermarkets	like	Tesco,	are	succeeding	in	
expanding into emerging markets.

Trade in services is currently subject to greater trade barriers  
than trade in goods, therefore the UK has potential to benefit 
disproportionately from the conclusion of free trade agreements. 
Furthermore, as China and India transition to middle income status, 
a growing share of income will be spent on services including 
health, education, business services and financial services. 
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A goods trade deficit is compatible with sustainable,  
balanced growth
Although the UK needs to rebalance trade (with net exports 
supporting GDP growth in medium term), this is most likely to  
be achieved by a combination of a growing services surplus and 
narrowing of the goods deficit. The UK has had a goods trade  
deficit for most of the last 40 years and the fundamentals indicate 
this deficit can most realistically be narrowed rather than being 
brought into balance or surplus. Previous periods of UK history 
indicate that a goods deficit is compatible with overall trade 
balance – therefore a goods deficit is compatible with sustainable, 
balanced growth.

Export destinations will have to change to secure strong  
export growth
The UK’s main export markets are, in order of importance, the 
United States, Germany, the Netherlands, France and Ireland. In 
the 1990s these countries represented a good mix of high, medium 
growth and mature economies. However, in the 21st century, the 
majority of GDP growth is expected to originate from emerging 
economies, rather than from North America and Europe. Already,  
by 2010, the EU and US combined only accounted for a minority  
of global GDP.

Exhibit 20 BRIC growth set to outstrip UK top five 
export market growth
2010-2015 annual GDP growth – top five UK export markets  
and BRICs (%)
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Advanced economies are expected to grow slowly – Exhibit 20  
shows that while each of the UK’s top five export markets is 
expected	to	grow	at	below	2.5%	per	annum,	Brazil	and	Russia	are	
expected to grow at 4% per annum and India and China at 8%  
and over 9% per year respectively. Furthermore, like the UK, other 
advanced economies such as France, Ireland and the US are 
seeking to rebalance away from government and household 
spending. Therefore, even the lower rate of GDP growth presented 
above overstate expected domestic demand growth in these major 
export markets. On the other hand, surplus countries like China are 
attempting to rebalance towards domestic demand as sources of 
growth. As a result, the UK must reorientate its exports towards 
higher growth emerging economies if the UK is to match the rate  
of	export	growth	in	the	1992-1997	period.
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It is clear that the UK has the potential to rebalance strongly 
towards investment and net trade, making the base case an 
achievable	future	for	the	UK	economy.	Rebalancing	can	be	most	
effectively achieved by swimming with the tide of change 
underlying the domestic and global economies. This section 
discusses five of the trends driving this change, focusing on how 
they might shape the transition towards a rebalanced economy.

The need for infrastructure investment
The government last year estimated that £200bn of investment 
would be needed in the next five years to upgrade the UK’s 
infrastructure to meet demand, of which 70% – or £140bn –  
must come from the private sector. This is more than double the 
level of business investment achieved in the last five years. 
Fulfilling this need has the potential to deliver all of the £115bn 
additional investment required in base case rebalancing scenario 
– a significant task that requires a step change from historical  
levels of infrastructure investment.

Upgrading comparatively poor UK infrastructure
The UK has underinvested in its infrastructure in recent decades. 
Since 2005, when the World Economic Forum began its Global 
Competitiveness	Report,	the	UK	has	consistently	ranked	below	its	
major competitors such as France, Germany and the United States 
on	overall	infrastructure	quality.	Restoring	the	competitiveness	of	
UK infrastruture is a key business investment opportunity, as the 
potential returns from upgrading investment from a low base are 
high.	But	leaving	the	infrastructure	‘quality	gap’	unaddressed	would	
threaten the competitiveness of the wider economy.

Improvements in the planning system and innovation in funding 
mechanisms are among a range of changes required if the UK is  
to achieve stronger private sector infrastructure investment.

Emerging market growth: export challenge  
and opportunity
Rebalancing	the	UK	economy	will	take	place	within	a	wider	
transaction of economic power away from established, advanced 
economies. High growth economies like China are currently 
experiencing rapid economic development resulting in wealthier 
populations with greater purchasing power and better channels  
of access to goods and services. 

Concluding new free trade agreements 
Securing bilateral trade agreements with key export targets will be 
crucial to the success of the UK’s export rebalancing. For example, 
the ASEAN3 economic region grew at an estimated 7.8% in 2010,  
had a combined nominal GDP of USD1.8trn and is home to  
600 million people. The organisation has concluded free trade 
agreements with China, Korea, Japan, Australia, New Zealand and 
recently, India – but not the EU. Meanwhile India – a market of more 
than	1bn	people,	with	an	expected	long	term	growth	rate	of	7-9%	
– still enforces substantial trade barriers, including tariffs, which 
hinder trade with others, including the UK and EU. Negotiations for 
a Free Trade Agreement between the UK and India have been 
ongoing since 2007 and the EU is close to concluding talks with 
ASEAN. The establishment of these agreements – possible in the 
next few years – would provide a huge boost to UK firms seeking 
export and investment access to new markets.

Delivering rebalancing in a changing world
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Exhibit 21 Business infrastructure investment potential – key sectors

Energy
One quarter of the UK’s energy generating capacity will close by 20204 and 
around £200bn of investment is needed by this date to meet legally binding 
commitments on greenhouse gas emissions. To put this challenge in context, 
global investment in clean energy and technology in 2009 was £97bn, of 
which the UK attracted around £6.5bn.5,6 In particular, new nuclear, carbon 
capture and storage (CCS) and wind projects are needed decarbonise the  
UK energy mix.

Given constrained public finances, private capital will be needed to meet this 
ambition.	The	Green	Investment	Bank	will	have	a	critical	role	to	play	in	drawing	
in	an	estimated	£18bn	of	private	capital	by	2014-15,	which	equates	to	around	
15% of the investment necessary to meet the base rebalancing scenario. 
However,	investment	of	this	scale	is	unlikely	until	the	GIB	can	borrow	against	
its £3bn capitalisation (from 2015/16), which will be supported by the 
maturing of carbon markets and increasing certainty about the trajectory of 
carbon prices, as domestic and EU emissions frameworks develop.

Digital
Within the broader context of declining public sector investment to 2015, the 
government has committed £530m to ensuring the delivery of broadband to 
every home and superfast broadband to 90% of homes by 2015. It will also 
establish a new £100 million urban broadband fund that will create up to 
10	‘super-connected	cities’	across	the	UK	with	80-100	megabits	per	second	
superfast broadband.

There is significant potential for this initial capital and broadband aspiration 
to be used to leverage private sector digital investment. Some of this 
investment hinges on the outcome of the auction of 4G mobile broadband 
spectrum, scheduled to happen before the end of 2012.

Strong digital investment could also generate a multiplier in terms of  
foreign direct investment: a recent study by Ernst & Young found that the  
UK’s telecoms and technology infrastructure is the most attractive feature  
of the UK to inward investors, with the UK’s financial services strength  
placing second.7

Waste 
To meet EU targets on recycling and landfill diversion and a wider drive to 
become a more resource efficient economy, the UK will need to attract an 
estimated £8bn of investment in new waste management facilities by 2020. 
This presents a further potential destination for private sector investment, 
given the constraint on public sector investment. However, the benefits of 
better waste management infrastructure extend far beyond the delivery of 
rebalanced growth. In particular, it would underwrite the UK’s ability to 
generate secondary materials, which are key to a number of manufacturing 
processes. For example, drink manufacturers require access to secondary 
plastics for bottling – if they cannot source these materials in the UK, we risk 
losing these and other industries to competitor nations with the ability to 
better meet their secondary materials needs.

Moreover, domestic access to secondary materials will keep costs down for 
UK manufacturers, bolstering their competitiveness in world export markets. 
But	secondary	materials	are	also	an	important	export	market	for	the	UK	in	
their own right – one of the few goods trade surpluses we run with China. 
Failing to produce sufficient secondary materials in the UK would see the UK 
become reliant on imports, increasing costs for UK manufacturers and 
eroding	rebalancing	towards	export-led	growth.

Transport
Substantial amounts of new transport infrastructure are required in the next 
decade to meet rising demand. The private sector will have a crucial role to 
play in delivering expanded capacity across the board:

•	 Rail	passenger	numbers	have	risen	by	71%	since	1995,	rail	freight	has	
grown by 60% in a decade and demand for West Coast Main Line services 
is set to double over the next 20 years. 

•	 Upgrades to the UK's road infrastructure are needed, including charging 
infrastructure for electric vehicles.

•	 Increased air travel capacity is required to ensure that airlines do not 
relocate hub activity away from the UK, thereby depriving business of 
direct	links	to	high-growth	cities	and	regions	around	the	world.

The immediate outlook for transport infrastructure investment is closely tied 
to forthcoming policy decisions, such as a final decision on the future of  
High Speed 2 as well as the future of UK aviation policy. Whether policy 
decision can provide investors with the certainty they need will determine the 
success of the UK in leveraging private investment in the transport network.
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Automotive: global demand growth
China is already the largest automotive market in the world. In 2010 
China accounted for more than 20% of global passenger car sales, 
with 17.25 million vehicles sold compared to 11.6 million in the US. 
China’s share of global car sales is expected to rise further, with  
23 million vehicles expected to be sold in China in 2015. 

This burgeoning demand represents a significant opportunity  
for the UK automotive sector, at a time when domestic demand  
is forecast to be sluggish in the short to medium term. UK 
manufacturers are no strangers to exporting – in fact, 75% of 
automobiles produced in the UK each year are sold abroad, 
accounting for 10% of UK exports.10 Yet success in overseas  
growth markets can be hampered by the difficulty of operating in 
jurisdictions where the playing field is rarely level and investment  
to secure export channels often involves considerable risk.  
The ability of UK manufacturers, working with the government,  
to manage and reduce this risk will be a key factor determining  
their success in capturing a share of global demand growth.

Construction: exporting expertise
Rapid	rates	of	industrialisation,	growing	household	wealth	and	
urbanisation in emerging markets means that these nations are 
investing a greater proportion of GDP in infrastructure and housing 
relative to advanced countries. Domestic expertise in managing and 
delivering large scale construction projects may be inferior to that 
offered in advanced nations such as the UK, offering opportunities 
to export consulting and project management services to these 
markets. However, the UK has a poor track record in exporting its 
construction expertise – just 1% of UK services exports were 
construction-related	in	2009,	totalling	£1.6bn	–	barely	more	than	
the UK imported in construction services (£1.4bn). If the sector  
is more aggressive in pursuing exports to new markets, it has 
significant potential to underpin UK exports growth in the  
years ahead.

Defence aerospace: changing patterns of demand
Defence accounted for 52%, or £11.5bn, of the aerospace sector’s 
revenue in 2009, of which 58% was accounted for by exports. The 
prospects for UK defence aerospace are closely tied to the military 
spending decisions of national governments, presenting a different 
set of challenges and opportunities to those facing the civil side of 
the sector. In particular, the defence sector is more reliant on 
governmental representation at the international level, given the 
nation-state	status	of	defence	customers	and	the	collaborative	
arrangements between countries on products such as the Eurofighter 
Typhoon.	For	example,	the	on-going	competition	to	supply	India	
with	a	multi-role	combat	aircraft	is	worth	£11bn	–	the	Typhoon	and	
the	French	Rafale	are	the	remaining	contenders.	While	defence	
budgets are being cut in most advanced economies as part of 
overall budget consolidation, emerging countries continue to 
increase defence investment.

Exhibit 22 Emerging Asia

•	 Consumer spending in Emerging Market Asia is forecast to 
outstrip that of the EU in late 2012 and to have significantly 
closed the gap on the US by 2014.

•	 The number of households with an annual income of at 
least USD10,000 will grow by 40% per annum in China  
and India in the first half of this decade, leaving Western 
Europe and the US in their wake by 2014.8

•	 At the other end of the spectrum, the number of high net 
worth individuals in Asia surpassed that of Europe in 2010 
for the first time and there is every reason to expect the  
gap to widen across the next decade.9
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Financial services: capitalising on the UK’s market leadership
Rising	living	standards	in	India,	China	and	other	emerging	
economies will stimulate greater demand for financial and 
insurance consumer services, as well as consumer goods. On the 
business side, rapid economic development and strengthening 
intra-emerging	markets	trade	will	open	up	opportunities	for	the	
supply	of	business-to-business	services.	Overall,	Ernst	&	Young	
Item Club forecasts 9.9% annual average export growth for UK 
financial	services	exports	from	2010-2020:	stronger	growth	than	 
any other service sector. This demand is accompanied by the growth 
of domestic financial services sectors in emerging economies.  
From	2005-2010	the	number	of	Chinese	banks	increased	from	 
19 to 84, accompanied by a trebling of assets held.11 However, the 
comparative immaturity of emerging market financial services 
sectors affords an opportunity for UK businesses to establish and 
build a market presence – already, the UK is the leading source  
of bank lending to emerging economies and one of the leading 
portfolio investors.12

Higher education: exporting a powerful brand
Higher education is a sector that is already capitalising on growing 
demand for merit goods, such as education, in economies such as 
China and India. The total value of UK education exports is expected 
to grow from £14.7bn in 2010 to £17.6bn in 2015. In the 2008/09 
academic year, Chinese and Indian students made up 13% and 9% 
of all international students studying in the UK, respectively – the 
next	biggest	source	of	non-UK	students	being	Ireland	(4%).	The	UK	
has the second largest share of international students out of the 
OECD countries (12%) – however, this proportion has not grown in a 
decade and new student visa restrictions will limit future growth. In 
response, UK universities and colleges are proactively seeking out 
opportunities to franchise courses to partner universities and even 
set up campuses abroad, such as the University of Nottingham’s 
campus in Ningbo, China. The UK HE sector has the ability to trade 
on its reputation for academic excellence, closely associated with 
its status as the home of the English language.

Civil aviation: new markets and new competition
The UK civil aerospace sector is set to benefit from expanding 
global demand for air travel, largely driven by rapidly growing 
middle classes in emerging economies. Worldwide passenger  
traffic is expected to grow at 5.1%; within this passenger traffic in 
emerging economies is expected to grow at close to double digits. 
Competition will be fierce to access supply chains for new 
products, including the next generations of the Airbus A320 and 
the	Boeing	737.13 However, the traditional duopoly between these 
aircraft will come under threat from the C919, produced by Comac, 
a	Chinese	government-owned	corporation	established	to	break	
the	country’s	dependency	on	Airbus	and	Boeing	and	to	capitalise	
on proliferating domestic demand for air travel. Accessing 
opportunities afforded by Chinese demand growth and the 
development	of	the	C919	(due	for	full-scale	market	entry	in	2016)	
is a challenging prospect for UK firms, despite the high existing 
export-intensity	of	the	sector’s	civil	output	(82%).	This	challenge	
is magnified for SMEs, where export intensity is only 17% and 
businesses are dependent on following larger firms into overseas 
markets.14 China is not alone in seeking to establish a significant 
share	of	the	civil	aviation	market	–	Brazilian	manufacturer	
Embraer has also made considerable headway in the recent past.

Digital growth
Rapidly	expanding	consumer	markets	in	developing	countries	are	
experiencing exploding digital activity rates – for example, an 
additional billion mobile phone connections are being added  
every 18 months with 47% of these additions from just two 
countries, India and China. Meanwhile, the UK is home to the 
largest	e-commerce	market	and	second	largest	online	advertising	
markets in the world15	and	as	such	is	well-placed	to	capitalise	on	
this growing trend. Digital exports are not restrained by the physical 
logistics of goods exports, meaning that rebalancing towards more 
distant export markets and away from European neighbours should 
be unhindered by geography for digital products and services. 
Digitalisation also presents domestic investment opportunities – 
the UK internet economy is expected to grow at 10% per year, 
accounting for 10% of GDP by 2015.
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Sustaining the UK’s digital edge 
While	the	UK	possesses	a	clear	head-start	in	many	digital	products	
and services, low barriers to entry in these markets mean that this 
advantage is less tangible than in other sectors. The future success 
of	some	of	the	UK’s	digital-intensive	growth	sectors	is	intrinsically	
bound to the development of a deliberate and proactive policy 
approach to sustaining UK comparative advantage. The UK 
government has already begun to map this out with an ambitious 
National	Broadband	Strategy	which	aims	to	ensure	that	the	UK	has	
superfast broadband by 2015, a spectrum auction which will give 
much-needed	capacity	to	the	digital	infrastructure	(see	Exhibit	21,	 
on page 29) and an upcoming review of the communications 
landscape.

Retail: riding the digital tide
Online shopping has become a key route to market and has helped 
drive healthy retail sales even during the recession. However, 
internet sales in the UK currently only account for less than 10% of 
total retail sales,16 which indicates potential for growth. The UK  
was recently found to be the most sophisticated market in the world 
for online economic activity, with the highest per capita spending 
rates (topping the rankings ahead of the US, Denmark and France). 
If	UK-based	retailers	can	continue	to	capitalise	on	the	high-quality	
digital	infrastructure	and	strong	IT-literacy	that	exists	among	
consumers and expertise in retailing online, this could become a 
stalwart growth sector in the coming decade, driving UK exports 
and business investment.

Exhibit 23 Digital growth

•	 The UK now has 150,000 online retail business and more 
than	600,000	British	jobs	are	either	directly	in	or	support	
e-retail.17

•	 For every £1 imported to the UK economy via the internet, 
£2.80 is exported.18

•	 Online economic activity is projected to grow at 10% per 
year until 2015, when it will account for 10% of UK GDP.19

Digital content: creative exports
Demand for digital content will soar as booming populations and 
higher prosperity in developing countries push up the rate of  
digital consumption via laptops, tablets and smartphones. 
Consumers	in	India,	China	and	Brazil	are	increasingly	watching,	
listening and playing at the same rate as their Western counterparts, 
and	could	easily	be	drawn	to	rich	content	from	UK-based	firms.	 
The UK already has a strong foothold in many of these markets,  
with music, film, TV formats and digital apps attracting high sales 
growth both domestically and abroad. The cultural ‘kudos’ that 
accompanies much UK creative output is a particular advantage in  
a changing global landscape, and recent successes including  
Oscar-winning	films	and	Grammy-winning	records	all	contribute	to	
this competitive edge.

Exhibit 24 A creative economy
•	 With	consistent,	above-average	growth	for	more	than	a	

decade, the UK’s creative industries now account for more 
than 7% of UK GDP and 7% of employment.20

•	 Sector projected to grow at twice the rate of the rest of  
the economy.

•	 The UK has the largest creative sector in the EU, comprising 
an estimated 157,400 businesses and employing some  
two million people.

•	 Exports of creative services totalled £16bn in 2009.21

•	 UK third largest music market, fifth largest video game 
market and third largest advertising market.22
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Financial services: a transaction revolution
The proliferation of mobile and smart phones is revolutionising 
transaction services, with huge implications for the financial 
services sector. Acting as an intermediary to such money flows 
between households, businesses and states will be a key source  
of growth for financial services institutions – but this requires a 
proactive approach to developing and monetising the necessary 
technology. Coupled with early adoption of online and mobile 
banking, the UK’s financial services strength provides UK 
businesses with an opportunity to enter new markets or export  
their expertise in transaction services. For example:

•	 Mobile banking is an effective channel to market where physical 
banking	infrastructure	is	poor	or	non-existent	but	mobile	
penetration	is	high,	such	as	in	many	sub-Saharan	African	states.

•	 Mobile and internet banking can be used to keep money flows 
within legal channels, protecting from theft and corruption – 
again, a particular problem in Africa.

•	 Social security and other state payments can be made through 
mobile phones, avoiding the need for cash transactions, reducing 
cost and the stigma associated with queuing for benefits.

•	 New types of SMS banking alerts are expected to allow banks  
to improve customer service, while reducing strain on call  
centre enquiries.

Shifting demographics
An urbanising world
Urban areas will absorb over 90% of global population growth 
between 2007 and 2025, 95% of which will occur in urban areas 
within emerging markets.23 Combined with rising incomes in 
emerging economies, the demand for services – particularly merit 
goods such as healthcare, education, finance, transport and 
infrastructure – is likely to grow rapidly. This presents an opportunity 
for the UK service sector, with comparative advantages in these 
sectors, to reprofile its exports towards emerging economies.

The challenges and opportunities of an ageing population
The number of people aged 65 and over in the UK will increase by 
38% between 2009 and 2025, a much larger rise than the 10% 
increase in the preceding sixteen years.24 This will have major 
implications	for	age-related	spending	in	the	UK	and	result	in	a	rising	
age dependency ratio, which is predicted to act as a drag on GDP 
growth. However, an ageing population has significant implications 
for	UK	investment,	as	the	need	for	age-related	infrastructure	rises.	
Greater primary and secondary healthcare capacity is a clear future 
requirement – not just the physical infrastructure associated with 
hospitals, residential homes and clinics, but the modification of 
existing homes, public and commercial properties to cater for the 
needs of a older population. Global ageing has the potential to 
drive demand in sectors where the UK has a comparative advantage, 
for example pharmaceuticals and finance (private pensions  
and insurance).

Exhibit 25 UK population aged 65+ set to grow
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An ageing population will lead to changes in traditional consumption 
patterns. As the UK population grows older, innovation will spur the 
creation of completely new products and services altogether, as 
firms look to penetrate this newly growing consumer market. Wider 
and further reaching marketing strategies will need to be employed, 
so that companies are able to capture both younger and older 
groups. An older workforce will also force a reformation of working 
practices and attitudes. A need will arise for businesses to manage 
older workers more effectively and possibly in a different manner  
to younger employees. 

Migration: shaping a flexible workforce
Immigration has the potential to offset the effects of the ageing of 
the UK population on the UK workforce. The current government’s 
focus on restricting visas to skilled immigrants should allow the  
UK to use future immigration as a way to meet skills shortages in 
key sectors, creating a higher skilled, more flexible, workforce. 
However, forecast immigration is subject to changes in political 
attitudes towards migration. Increasingly restrictive immigration 
policy, or even an outright ban on immigration, would preclude  
the beneficial effects of migration.

Energy resources
Declining oil and gas production – a rising energy trade deficit
The UK’s overall energy dependency – the proportion of energy it 
imports	–	will	rise	from	27%	in	2009	to	46-58%	in	2020.25 In 2008 
the UK energy deficit stood at £12bn – equal to 0.9% of GDP or  
just under a third of the £39bn trade deficit in that year. UK oil and 
gas demand is forecast to be stable for the foreseeable future but 
oil and gas production is set to continue to decline – resulting in a 
rising energy trade deficit and dependency on potentially unreliable 
foreign energy sources. In 2015 UK oil and gas imports are projected 
to be double their level in 2008. If real energy prices are at their 
2008 level (oil averaged US$91 in 2008) this will result in a UK trade 
deficit of around 2% from energy imports alone.

Exhibit 26 The UK is transforming from a net 
exporter of oil and gas into a net importer
UK net trade in oil and gas, millions of tonnes of oil 
equivalent, 1998-2020
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Renewable energy – reducing reliance on imported energy
Renewables’	share	of	UK	energy	is	expected	to	double	every	 
five years, from 3% in 2010 to 7% in 2015 and 15% in 2020.26 
Renewables	will	be	particularly	important	in	electricity	generation,	
accounting for 31% of UK electricity by 2020. Shifting away from oil 
and gas towards renewables could bring a triple economic benefit:

•	 Import substitution:	Renewable	energy	is	generated	in	the	UK,	
therefore an increase in the renewables sector will help arrest  
the UK’s growing trade gap in energy.

•	 Business investment:	Renewable	energy	is	expected	to	create	
significant new investment in the UK economy in the next  
10 years – for example in offshore wind (£36bn), onshore wind 
(£13bn), biomass (£6bn).
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•	 Energy diversification: Diversifying towards renewable reduces 
UK dependence on imported energy. An overdependence on 
imported energy exposes the UK to political risk and carbon 
prices which are becoming increasingly volatile.

With finite fossil fuel resources, countries which do not develop 
renewables now on environmental grounds will be force to diversify 
towards renewables in the coming years on purely economic 
grounds. Yet despite the benefits discussed above, in the short to 
medium term, renewable sources of energy are likely to be 
significantly more expensive compared with more conventional 
energy sources. Therefore, a proactive policy favouring renewables 
involves a short term burden of higher energy costs for households 
and	firms.	Protecting	the	energy-intensive	sectors	most	at	risk	of	
higher energy prices is therefore critical.27

Although nuclear power is currently the least expensive form of 
non-carbon	energy,	in	the	next	ten	years	the	proportion	of	UK	
energy from nuclear is projected to continue its recent decline  
due to decommissioning of existing stations and long lead times  
in constructing replacement capacity. In the longer run however 
nuclear could potentially play a greater role in electricity generation 
as in 2010 nuclear accounted for 74% of electricity generation in 
France compared to under 16% in the UK.28

The UK is one of the most energy efficient economies
The	UK	is	one	of	the	most	energy-efficient	economies	in	the	world	
– it uses less energy for every £1 of GDP created than its competitors. 
In 2006 the UK had the lowest energy intensity of GDP in the G7 and 
was considerably more efficient in generating a US Dollar of GDP 
compared	with	the	BRIC	countries.29 With economic development 
and population growth expected to lead to a long run rise in the 
price of energy, the UK’s comparative advantage in energy efficiency 
is	likely	to	grow	in	both	size	and	importance.

Financial services and the international carbon market
Successfully decarbonising the global economy requires 
established and efficient mechanisms for pricing and trading 
carbon. The global carbon market was worth £12bn in 2005 rising  
to	£93bn	in	2010,	representing	just	under	an	eight-fold	increase	in	
five years.30 Given its existing strength, the UK financial services 
sector has the opportunity to play a key role in facilitating the 
operation of this market and establishing early market share in  
the suite of advisory services that will accompany it.
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Exhibit 27 Less energy required to generate GDP in UK than in the G7 and BRICs
KBtu required per dollar of GDP

Source:	US	Energy	Information	Administration;	CBI	analysis
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It is possible for the UK to rebalance away from a reliance on debt 
within five years, while still generating sufficient growth to increase 
living standards. In our rebalancing base case – an achievable 
future for the UK economy – growth will be driven by investment 
and exports, rather than relying on household and government 
consumption.

The scale of the challenge is considerable, set against the backdrop 
of	a	weak	global	growth	outlook.	Both	business	investment	and	net	
trade must grow at historically strong levels, transforming decades 
of	weak	performance	into	robust,	year-on-year	growth.	But	there	is	
clear potential to use expected changes in the UK and global 
economy to drive this growth. Most importantly, UK businesses 
need	to	expand	their	horizons	beyond	their	traditional	export	
markets	in	Europe	and	North	America	and	seize	on	opportunities	 
to	access	emerging,	high-growth	markets.	Back	at	home,	the	
government must ensure that business investment conditions are 
as favourable as possible, to ensure that the need for significant 
infrastructure investment is converted into growth.

Rebalancing	the	economy	away	from	consumption	and	debt	is	 
likely to dampen growth over the next five years, compared with 
what could be achieved with further unsustainable expansion in 
consumer spending. However, in addition the stability provided  
by a rebalanced economy, evidence suggests that the long term 
growth	benefits	of	reducing	the	size	of	government	and	the	 
national debt far exceed the short term costs:

•	 The	ECB	estimates	that	a	percentage	point	increase	in	the	size	 
of government consumption proportionate to GDP would 
decrease growth by 0.13% per year. Applying this to the UK’s 
spending consolidation, which amounts to 4.4% by the end of 
2014/15, suggests that lower government spending could 
increase	long-term	UK	trend	growth	by	0.6%	per	year.31

•	 The government’s total budget consolidation plan reduces the 
cumulative	growth	in	debt	by	17%	by	2014/15.	Reinhart	and	
Roghoff	(2010)	estimate	a	negative	relationship	between	
government debt and economic growth – applying their estimate 
suggests that preventing a 17% rise in debt could prevent a fall  
in the trend growth of 0.4% per year.32

The evidence suggests that without rebalancing, increasing 
indebtedness by 2016 is likely to reduce the UK's trend growth rate 
further,	from	the	2.3%	estimated	by	the	OBR	to	as	low	as	1.9%	per	
year. However, rebalancing the economy has the potential to 
increase long term UK trend growth from 2.3% to as high as 2.9% 
from 2016 onwards. Therefore, it is clear that the long run economic 
benefits	of	rebalancing	the	UK	economy	justify	the	short-term	
challenge represented by the rebalancing base case – our vision  
for a rebalanced economy.

Conclusion
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“In our rebalancing base case –  
an achievable future for the  

UK economy – growth will be driven 
by investment and exports, rather 

then relying on household and 
government consumption”
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