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Lyons believes the economy
:-.d lnby dedisive

will contract by a
1.3pc this year Ward thinks
his underestimate the
of tl:

l?:ly to grow by about 1.25pc-
1.5pc this year, supported by
strength in the US and

—

emerging cconomies.

Both men are respected
City economists but have
strongly opposing views. So
who is right?

The first clue may come on
Wednesday, when we must
look back to the fourth
quarter in order {0 move

forward. The clearest |
indication of where we are
now will be provided by the
Office for National Stalistics
(ONS), when it delivers ils
initial verdict on how the
economy performed in the
final three months of 2011
The consensus among City
economists is that the

economy slipped back into
live territory, contracting |

by O.1pc.
Lyons is forecasting a far
fall in gross domestic |
uct of 0.7pc, citing a
weak manufact secior

and a struggling domestic
and ext environmentL

He thinks GDP will fall by ~ |
0.9n¢ in the first quarterof |

\Z, fullewved by a fall of ‘
05pc in the second quarter,
before returning togropth of

0.2pc in the thirgk
Standar (1'.ytlr'r°d ot «

right with a bulash lerecastin
ufihmird uarter; pred(;cﬁnsspc

e .
;:-oonvg;:l}‘cvmlcd in the ONS’s
frst estimate (subsequently
revised up to 0.6pc)

“We were correct there but |
while one tries to get the l
figures right sometimes we
tend to overanalyse the
detail,” Lyons says, suggesting
too much emphasis can be
placed on one number.

That is one thing that Ward
does agree with, and he will
not be drawn on a specific
number for lh:;'j fourth

arter. He indicates,
gzwcver. that even if the ONS
does announce ncga:ivc"

rrowth, his viewpoint wi
‘s.{:ll stand, given the ONS
tends to revise its numbers
even years after the evenl,
once it has gathered all the

relevant data
“Whatever number they

ull out of the bag next week,
|pn three years’ time the ONS

will probably be saying there
was g'uwth {n lh:?guﬂh
quarter. | think growth this
year will be stronger than
consensus thinks, driven by
the US and emerging

ies,” he
O The hard data for the fourth

quarter so far have shown a
manufacturing sector in
decline. and 'zknk start lo
the period fo services
sector. Some ﬂnll;cul‘m?‘lncss
, Includi e
respcdwcd Markit/CIPS PMls,
have told a mare positive
story, but are not included
within the official numbers.
“The cvidence is consistent

with the econormy

eked out some
in the fourth :

ays Ward, with a nod'\o the
M1 surveys and the labour
yrarket, which he says shows |
table employment. “'m got
Jalming last year was 5 :
w'hl}"]" means buu

n't think it was ns
:;my higk s h
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“You don’t have to tell me |

for Britain and indeed for he

whole world,” he told the FBC. |

7 o

on.”
A Treasury spokesman
i

-

>

“This is the result of last

year’s high inflation and the

continued uncertanty in the
eurozone. The gldbal
economic putlook is certainly
challengigg but Bere are
reasons tﬁx opimistic:
inflation § comiag down,

| renewed credil crisis
‘ plaguing European banks -
should be closely monitored
and not underestimated.
The last global credit crisis
| resulted in the collapse of US
' Investment bank Lehman
Brothers and triggered a
global recession.
With the Budget just two
months away, it is ve
difficult to see what, if any,
iveaways the Chancellor will
able to offer in order to
ease the burden on the
British people and
businesses. If by then It looks
almost certain that the
country will slip back into
recession at the end of the

businesssurvey show the

service :‘rg comtruction k

sectors Arengtening, an

: OM/t’) t rmmedt’s credible
, th’nk gr ’ ﬁisea]j phn is helping keep UK
WI” be SUOfEEf, ;::.lc;m o rates d record lows,
' Whdever tke number Is,
df verl by the US the Clancelly will lg)}f s?fc u;
the kiowledg that the fourth
and emerg?ng | qut;]l“f is, alleasl, historic.

The poubless that the
eCO’f;Oﬂm’ es lmc late mtlook is not
Simon Ward, Fee | cxadly sundilled. The L |
. D grone aisis remains the

o you okt by GOP | cughons i e b |
nugibers from w'e cpp | my ks entered 2012 |
are very similar to G ' 1 a dmestic backdrop
pambers of and' tmﬂl'y % deprased consumer
and qlhchcslc : 'r;!c):'mnm. 0 : r?rml. didiwioretiog
I don't kmow b PO Igsiness mnfidence and a
m soﬁ?r pcndcmg‘ ¥ ntlalbank funding crisis.
forecaster, #e OBR [Office for S:r’::(':?!n the Hantl'(] (:)f
Budget Responsibility], hﬁsbc glanddméd with a
warned## that it may we'l be ter msponsibility for
an m:mbﬁ(l;‘ cml')c‘?s mnnd.gwm lation
theipore=ist :
ey did forcast e IhankeGeorg Orbore

the lasi- driven by the

first quarter, his challenge
will be all the greater

The markets have become
well accustomed to “shocks™
from the eurozone over
recent months - repeated
concerns Lhal Greece Is going
to defaull; failed bond
auctions; soaring Italian bond
yields and credit downgrades.

Markets remain c:d? bul
just about shru&zcd 0
Standard & Poor’s decision o
strip France of Its AAA credit
rating. As the crisis rumbles
on with no resolution in sight,
the risk of a collapse of the
eurozone in Its current form
still cannot be ruled out

Jonathan Loynes, chief
European economist al
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Capital Economics, said that

a limited break-up of the
curozone i this year
could knock between 3pe-4pe
off UK gross domestic
product by the end of 2013.
“A bigger, more disorderly,

Inflation should
ease of fand help
the recovery in
the second half
of the year

Gerard Lyons, Standard Chartered

break-up could have much
more da effects,” he
adds, ominously.

Capital Economics is
forecasting a limited break-
;Jl;lthls c:yr uv:nh a Greek c:;l'l
smaller countries - probably
Portugal and Ireland - in 2013.

“Even a limited break-up
will have serlous adverse
effects on the eurozone

\
:

rbad news for th

seen dun

this week.

the

global

‘ recession of 2008-09.
“This will hit the UK

economy through a number | getting caught up in it allL."

of different channels. Exports
to the eurozone could drop
by around 10pc, enough on
its own to knock some 1.5pe
off UK GDP. This would be
distinctly unhelpful at a time
when the UK's economic
plans rely on a boost from net
trade. But the direct trade
impact could be overwhelmed |
by the financial ramifications |
and the negative effects on
wealth and confidence.”

Most economists are
agreed thal the one bright
spot for the UK economy this
year is likely to be inflation,
which is expected to fall
sharply from a high of 5.2pc |
in September 2011 to closer o
the 2pc targeL

That trend was reflected in
the latest data published last
week, which showed annual
inflation slowed to 4.2pc In
December from 4.8pc in
November. 11 is likely to
accelerate from there, as the

Coalition’s Jan 2011 VAT
hike drops out of the annual
compansons, |

Ward says: “The more
favourable background [in

economy. We ex curozone
GDP to contract around
5pc in 2012 and 2013
logether, simllar to the drop

THE THUMB INDEX: THE UK'S UPS, DOWNS AND IN-BETWEENS

INFLATION
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KEY NUMBER 2pc
Most economusts agree t
could be the one bright for
the n2012,f
from a high of 5.2pc in
2011 toclose
the 2pc target. A weaker!
eco . lack of a VAT nf and

-
"

fromthe December PMIs,
puished at the
January. The surveys for

seévices and cons
sactors remained above the

of

But

However, it s once agamn on the
rise, and hit a 17-year high of
2 69m in November in the
latest available statistics.
Economusts are forecas

thtt wilcreepcoser o e

KEY NUMEER £325BN
The Bank of England's asset-
purchasing scheme has been
an economic barometer of
sorts since its mtroduction in
March 2009 at the height of
the crisis. It was subsequently
on hold, and then restarted
October 2011 when

accelerated. So while
quantitative easing is designed

to stimulate the ec itis
also an indication of
A!uthaESOtmh'ecmm,
ikety in February, taking the

total to £375bn.

e

KEY NUMBER L.1PC

quart
economists say the data pont
to a 1.1pc nse. Further ahead
the is MOre uncertan.
Fears remain that embattied
consumers will put away their

" second

the US and emerging
economies| is imporiant in ‘
' terms of confidence and on
' top of that you've got inflation
| coming down. | think you'll
| see some real consumer |

spendin vih.™
pl‘;ul w 'm'ons is willing

to concede thal lower ¢
inflation is “good news”, he

seems to sugges! that really
it is rather a case of less |

bad news

“The good news has been
inflation, but the falls reflect
working through of a past
spike and the fact that
retailers do not have much
pricing power. Overall the
picture is one of a soft
economy,” he says.

“Inflation should case off
and help the recovery in the
af the year but
lower inflation doesn’t
automatically translate into_
higher consumer spending.
Consumer confidence is
back at recession levels, as
unemployment conlinues o

rise, wnge 1h remains
weak and the effects of lower

inflation have yet to be felt
“It's o fragile West and

C::spagmmm
inflation could ease the
squeeze on households.

resilient East, with a steady

' but not spectacular recovery

' the eurozone and the UK

— ——ec——

N (1
Angela Monaghan
e Chancellor

outlook:

criteria for the entals do

one - the fundam D

not look good.; two - there

not much room for d

manoeuvre on policy; anc

three - confidence is fraglic-

Uncertainty is rife in the

current economic climate

and Howard Archer, chief UK

and European economis! al

[HS Global Insight, is among

&m\vho belleve Britain's

“(uarier ormance

is Lo close o (:la‘].

“There is major uncertainty

over whether or not (he

econo o avoid

contraction in fourth

a\:\ﬂn of 2011. We estimate
activity but acknowled

that there is a very real

that GDP fell tly, which

one foot back
' the recession door
or not the

Contracied ot the

1L it [aces a

slan o 2012 and wo

end of 20

manufacturing activity, This is
dearly of concern w&en.nk
of and we expect the
minutes of the January
M‘M‘"’Y"th&nnnuua
{z’"’c’ to open the door wide
more quantitaty
in - vcca*‘

Those minutes will be
et~
they are
to show the MKcym
unanimous in its decision to
cmrhasuc the committee’s
ability to do more should

members deem it necessary

next month.

The Bank does still hold
some cards in the form of
QE, and is expected to pump
more stimulus into the ailing
economy [rom next month,
with an extra £50bn-£75bn of
QE. Al that point, it will have
completed the latest round
of £75bn of additional asset
purchases, laking the lotal
QE spend to £275bn.

But economusts say there is
evidence from gilt yields that
this latest round is having
less of a positive effect on the
economy than it did the first
time around, when a total of
£200bn of stimulus was
pumped in th QE.

Senior bank officials have

, cautioned as much
"'—:-miw\ and any further
boosting confidence as
aryvking clse. Such a move

.
’

— N
Britain i ils
| something the mm

eurozone countries do not:
,' aulo{:lanmm and mbr;
flexible ; policy.
Whale further BE may
support the economy, not
' least by m&ng that boost
to confidence, it is unlikely to
provide the silver bullet
Nor is the Chancellor likely
to be able to pull any rabbits
out of his red Budget box
come March, but he will have
| to nawngate the choppy seas of
in Lthe US, a deep recession in | the eurozone crisis
nonctheless.
' He will be hoping that
' Ward's more optimistic view
is proven correct.

imuistic

He says his
up by key

view is back
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Brought to you by The Telegraph
and provided by Bright Grey

We go through life hoping the worst will never
happen. But Il it did what would become of

those who depend on you? Have you provided
for your loved ones If you die or become

critically iir?

ITONLY TAKES
15 MINUTES
TOGET YOU AND
YOUR FAMILY

Bright Grey's Lifestyle Protection plan helps lo
protect you and your family from the financial
impact of death or lliness:

Protection from only £S a month
Life cover or life and cnitical liness cover

combined

Flexible cover that can remain level, de-
crease In line wilh your mortgage, or keep
pace with inflation

Whatever the future holds for you, it only takes
15 minutes of your time to provide for the lives
of those who matter

Iit's not just your future you need

to think about - go to
www.telegraph.co.uk/lifeinsurance and

make sure you've got everything covered.
brightgrey
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