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UK economic activity collapses
Summary
The UK economy is effectively in hibernation. Activity has stopped in large swathes of
the economy due to government action to suppress the Covid-19 outbreak. Consumer
spending has dropped; workers are being furloughed, facing shorter hours or losing
jobs; and businesses shuttered. The public health measures are driving a precipitous fall
in GDP, and the OBR's coronavirus scenario suggests the UK economy is facing the
largest annual fall in output in over 300 years. The unprecedented nature and speed of
the economic shock means that assessments draw heavily on novel data sources, and
considerable uncertainty will remain even as established economic statistics are
released. With social distancing in place for only the last 16 days of the quarter, real-
time indicators and early economic data point to GDP falling in Q1 at the sharpest rate
since the General Strike of 1 926. Unemployment is rising more rapidly than ever before
- it is estimated that 1.1m people without jobs have made claims for Universal Credit
since the beginning of the crisis. The crisis is being felt across the globe, with the IMF
expecting 170 countries to see GDP fall this year and the deepest global recession since
the 1930s.

The economic outlook and the strength and speed of the recovery will be highly
dependent on the government's measures to suppress the outbreak. As measures are
lifted, a rapid return of confidence is far from guaranteed. The risks of widespread
business failure, labour market scarring and permanently lower output will be
exacerbated the longer active measures to suppress business activity continue.
Regardless, the economy will look different after this crisis: some regions will struggle
to recover, people on low incomes or with poor health are likely to be the hardest hit
and, while some sectors - notably healthcare - may expand, others - and the number of
jobs associated with them - will be permanently smaller. In the coming weeks, we will
look to the labour market and data on firms for a sense of whether there are early
indications of a heightened risk of longer-term scarring.

Consumer and business activity
Social distancing and non-pharmaceutical interventions (NPls) starting from 16 March
have dramatically cut spending. On the demand side, 'social' consumption - eating out,
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late-March and are around 50% lower than January peaks. This will put downward
pressure on inflation, pulling CPI inflation down to around 1% by May.

5 . In the first eleven working days ofApril, HMRC tax receipts were substantially lower than
the pre-Covid-19 profile, though higher than the preliminary estimate of the post-
Covid-19 profile. It is too soon to draw meaningful conclusions about the receipts
position as the peak PAYE IT tax days are later this week, and a significant proportion of
cash receipts this month relate to liabilities from March or earlier.

6 . Against this backdrop, gilt market conditions have improved since the Monetary Policy
Committee's announcement on 19 March that it would restart its programme of
quantitative easing. UK government borrowing costs have fallen in line with a general
flight to safe-haven assets. The DMO's April operations - where it is undertaking an
unprecedented two gilt auctions a day, twice a week, over four weeks - have performed
well so far, with robust cover ratios and low tails. £31.9 billion has been raised over ten
operations to date, of a target issuance of £45.0 billion in April. The very high financing
needs and diminishing reserve currency status mean the UK's financing position faces
risks if the UK is judged to be relaxing measures which suppress the economy more
slowly than international comparators.

Labour market
7 . On the supply side, the labour market has been fundamentally altered, with businesses

furloughing staff and the state set to paywages. 141,000 applications to the Coronavirus
Job Retention Scheme (CJRS) were made by employers in relation to 1.01 million jobs in

the scheme's first 8.5 hours of operation, with £1.19bn in total claimed through the
scheme. The ONS survey showed 81% of respondents reported 'interest' in the CJRS
(based on initial results, not weighted by employment); respondents also indicated that
27% of their workforce had been furloughed as of 5 April (based on initial results,
weighted by employment). By comparison, the British Chamber of Commerce tracker (8-
10 April) reported that two-thirds of respondents expected to furlough at least some of
their workforce over the next week (not weighted by employment). Use of the schemes
should lead to a smaller rise in unemployment than might otherwise be the case. In

addition, half of employers are honouring staff pay rises that were agreed before the
lockdown, with some likely influenced by April's rise in the National Living Wage.

8 . Yet unemployment is likely to rise very rapidly. Claims for Universal Credit are up 1.5m
since 16 March. Initial analysis suggests around 1.1m of these were from people not in

employment, potentially implying a large increase in job losses. Not all these claims will
be accepted - if they have a similar UC awards rate as usual, around 0.6m people not in
employment may be awarded UC. This large rise is consistent with the ONS business
survey, which reported nearly a third of firms laying off staff and a fifth reducing hours.
The UK has not seen the scale of rises seen in the US, where 14.4% of those employed
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