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Sovereign debt crisis in the Eu rozone worsens

EUIOZONEMOBENS: s ! By Christopher Lewis, Senior Economist, and Gordon Douglass, Economist

Latest news........c.cccceeeeee 1

. N Attempts to deal with the sovereign debt crisis in the
conomic indicators ......... 4

Eurozone have gathered pace with finance ministers agreeing
a €78 billion bail-out for Portugal on 16 May. The cost of

the bail-out will be split between the European Financial
Stability Mechanism (EFSM), the European Financial Facility,
and the International Monetary Fund (IMF). The UK'’s
contribution via the EFSM and IMF is likely to be around £4.2
billion. In return Portugal has agreed to reform its healthcare
system and undertake an ambitious privatisation programme.

Concerns have also risen sharply regarding Greek debt repayments with many
analysts now believing that the country will need further aid to fill a financing gap
that could be €80 billion over the next two years. The possibility that Greece’s debt
will need to be restructured, possibly in the form of extending maturity dates, has
even been mentioned by a number of high-ranking European Commission officials.
Greece is under huge pressure from the European Union to speed up its privatisation
efforts to raise money. Meanwhile as the possibility of a sovereign debt default
rises, the spread in the interest rate of Greek Government bonds over German
Government bonds has spiked higher (see Figure 1).

Latest news...

J ® London’s Economic Outlook: Spring 2011

The GLA’s medium-term planning projections

GLA Economics’ eighteenth London forecast suggests that London’s Gross Value Added (GVA)

1 growth rate should be 2.0 per cent in 2011. Growth should increase to 2.6 per cent in 2012 and

129 per cent in 2013. Visit http://www.london.gov.uk/publication/london-economic-

@ outlook-spring-2011 to download this report.

d ® London’s labour market in the recent recession (updated May 2011)
Compared to recent recessions (1980s and 1990s), London and the UK’s labour market continue

to show resilience to the latest economic downturn Visit http://www.london.gov.uk/publication/working-

paper-44-londons-labour-market-recent-recession to download the updated slides.




Figure 1: Ten-year
government bond
spreads over German
bonds, percentage
points

Last data point is 24/05/2011

Source: EcoWin
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With the situation deteriorating, the major aim of international organisations
such as the European Commission, European Central Bank (ECB) and IMF is

to avoid the current sovereign debt crisis spreading from “small peripheral’
nations to the likes of Spain and Italy. An IMF report on the 12 May stated that
“unrelenting reform efforts at the national level of the crisis-afflicted countries
need to be the first line of defence,” and that “contagion to the core euro
area, and then onward to emerging Europe, remains a tangible downside risk.”
Restoring confidence in the Eurozone’s banking system is seen as vital with
the IMF noting “the upcoming round of stress tests provides an opportunity to
address remaining vulnerabilities and will need to be followed by credible steps
to increase capital buffers of viable banks”.

The two-speed nature of the Eurozone economies shows no signs of ending
with the excessive divergence leading to major problems for the ECB. As a whole
the Eurozone grew by 0.8 per cent in Q1 2011 (compared with 0.4 per cent in
Q4 2010). However, there was a sharp divide across the Eurozone with Germany
growing by 1.5 per cent, France by 1.0 per cent and the Netherlands by 0.9 per
cent whilst Portugal contracted for a second consecutive quarter and Italy grew
by only 0.1 per cent. Concerns that the ECB may raise Eurozone interest rates
further over the summer have increased with Eurozone inflation rising to 2.8
per cent in April 2011, up from 2.7 per cent in March. Higher Eurozone interest
rates are likely to dampen growth in “peripheral” Eurozone members at a time
when their economies are already struggling.

Bank of England forecasts even higher inflation

In its May Inflation Report the Bank of England indicated that it expects
Consumer Price Index (CPI) annual inflation to hit 5 per cent later in 2011. This
winter retail gas prices could well rise by 15 per cent with retail electricity prices
rising by 10 per cent. However, the Bank of England does believe that inflation
will fall back in 2012 and 2013. Annual CPI inflation rose more than expected
in April to 4.5 per cent (its highest level since October 2008), up from 4 per
cent in March (see Figure 2). So far wage growth remains muted despite above
target inflation and inflation expectations have not jumped dramatically higher.
If this changes then the Bank of England would likely raise interest rates more
sharply and quicker than the gradual increase over the next couple of years that
is currently expected.
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Figure 2: UK annual
inflation rates

Last data point is April 2011

Source: Office for
National Statistics
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Retail sector received a boost in April which is not
expected to last

Retail sales were strong in April but this boost to the retail sector could well
be short lived. The extra bank holiday due to the royal wedding and the good
weather during April supported the retail sector but these are one off factors
rather than signs of improved fundamentals for household consumption.
Stephen Robertson, Director General, British Retail Consortium, has stated
“considered together, the results for March and April largely cancel each other
out and the overall trend is flat. The underlying pressures on the retail sector
of climbing costs and depressed consumer spending will be problems for many
months to come”.

Ernst and Young’s Item Club have forecast a sluggish recovery in consumer
spending until 2020 with it expected to increase at an average rate of only 2 per
cent a year. Consumer spending is under pressure from debt repayments, high
inflation and tight lending criteria with interest rates also expected to rise over
the next couple of years. The UK as a whole is forecast by the Item Club to be
severely affected with consumer spending rising by only 0.6 per cent this year
and by 1.3 per cent in 2012 (whilst London is expected to experience consumer
spending growth of 1.5 per cent in 2011).

A continuing economic recovery for London but
household finances remain tight

London’s economic recovery from recession is expected to continue over the next
few years. GLA Economics” London’s Economic Outlook: Spring 2011 forecasts
output growth of 2.0 per cent in 2011 followed by a slightly stronger pick-up.
Employment in London has risen over the last year while unemployment has
remained relatively static. The claimant count edged up higher in April though
changes in benefit rules need to be taken into account as these are leading to
people moving onto Jobseeker’s Allowance from other benefits. Private sector
investment and trade will be at the forefront of the recovery whilst there is a
rebalancing away from public sector expenditure and household consumption.
The recovery is unlikely to be a smooth one with one downside risk being from
a sovereign debt default in the Eurozone (most likely to be by Greece). Fiscal
consolidation in the UK has set the path for a stronger, more balanced economy
but the transition involves a tough time for the finances of many households.
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Economic indicators

Increase in moving average of
passenger numbers

= The most recent 26 day period is from 6
March 2011 to 31 March 2011. Adjusted ey (e o days millons 4
for odd days, London’s Underground and m
buses had 274.5 million passenger journeys;
185.5 million by bus and 89.0 million by
Underground.

= The moving average of passengers every
period increased to 260.3 million from 260.0
million in the previous period. The moving
average for buses was 175.5 million. The
moving average for the Underground was
84.9 million.

= The methodology used to calculate the
number of bus passenger journeys was
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changed by TfL from 1 April 2007. For a e s e ety D it
detailed explanation please see LET issue 58 Source: Transport for London
(June 2007).

Latest release: May 2011
Next release: June 2011

Ave ra g € annua I g rOWth rate Of Annual % change in passengers using London Underground and buses
passengers remains unchanged rtedforedd oz %

= The moving average annual rate of growth
in passenger journeys remains unchanged at
1.9% from the previous period.

= The moving average annual rate of growth
in bus passenger journey numbers remains
unchanged at 1.0% from the previous
period.

= The moving average annual rate of growth
in Underground passenger journey numbers
remains unchanged at 3.9% from the

pI'EVIOUS penod . —— London Underground —Buses
[ atest release: May 201 1 —— Underground plus bus =—~London Underground moving average
=Buses moving average ==LU and buses moving average
Next release: June 2011
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Source: Transport for London

%
Clai count

CI a i m a nt cou nt u ne m p I oyme nt % of working age population, sealsénally adjusted

* The percentage of the resident working
age population who are unemployed and
claiming Jobseeker’s Allowance (seasonally 6
adjusted) in London was 4.1% in April 2011. .

= There were 222,400 seasonally adjusted
unemployment claimants in London in April
2011 compared with an upwardly revised 3
217,100 in March 2011. ,

= There were 1,468,600 seasonally adjusted
unemployment claimants in the UK in April
2011 compared with an upwardly revised
1,456,200 in March 2011.

8

London’s Economy Today | Issue 105

2010 Jan
2011 Jan

1997 Jan
1998 Jan
1999 Jan
2000 Jan
2001 Jan
2002 Jan
2003 Jan
2004 Jan
2005 Jan
2006 Jan
2007 Jan
2008 Jan
2009 Jan

=London —UK

Latest release: May 2011 Source: Claimant Count, Nomis
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Annual output growth in Raal GVA growth i London and the UK %
London increased in Q4 2010

= London’s annual growth in output
increased to 2.7% in Q4 2010 from a
downwardly revised 2.4% in Q3 2010.

= Annual output growth in the UK
decreased to 1.5% in Q4 2010 from a
downwardly revised 2.6% in Q3 2010.

= There have been revisions to previous
growth rates to reflect the availability of
new data.
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Latest release: May 2011
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Source: Experian Economics

Negative annual employment o ‘
Full-time equivalent employment in the UK and London
g I'OWth I n Q4 201 O year-on-year growth from quarterly figures

= London’s annual employment growth
increased to -1.0% in Q4 2010 from a
downwardly revised -2.3% in Q3 2010.

= Annual employment growth in the UK
increased to -0.6% in Q4 2010 from a
downwardly revised -0.8% in Q3 2010.

= There have been revisions to previous
growth rates to reflect the availability of
new data.
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Latest release: May 2011
Next release: August 2011

—— London — UK

Source: Experian Economics

Annual house prices falling House prices, UK and London

year-on-year growth from quarterly figures, seasonally adjusted data

= House prices, as measured by the Halifax,
were lower in Q1 2011 than in Q1 2010 in

both London and the UK. 0

= Annual house price inflation in London was 15

-5.7% in Q1 2011, down from -2.6% in Q4 b

2010. :

= Annual house price inflation in the UK was S

-2.9% in Q1 2011, down from -1.7% in Q4 0

2010. s

-20

Latest release: April 2011 e g T
Next release: July 2011 BEEREG R E AT RA RSB EAACERREEEEREHEEERBEEEEEEE

Source: Halifax house price index
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index

’ . M. Business activity in London
LO n d 0 n S b u SI n ess a Cthlty seasonally adjusted index (50 indicates no change on previous month)
. .
increasing

70

= London firms increased their output of
goods and services in April 2011.
= The Purchasing Managers’ Index (PMI)

of business activity recorded 53.7 in April -
2011 compared to 57.7 in March 2011.
= A rate of above 50 on the index indicates 50

an increase in business activity from the
previous month.

40

Latest release: May 2011
Next release: June 2011

Source: Markit Economics

New orders in London
seasonally adjusted index (50 indicates no change on previous month) index

70

New orders in London rising

65

= April 2011 saw an increase in new orders
for London firms. *

= The PMI for new orders recorded 55.7 in
April 2011 compared to 56.5 in March
2011. °

= A rate of above 50 on the index indicates s
an increase in new orders from the
previous month.

40
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Latest release: May 2011
Next release: June 2011
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Source: Markit Economics

Level of employment in London index

B u Si nesses re po rt h i g he r seasonally adjusted index (50 indicates no change on previous month) 65
employment in April N

= The PMI shows that the level of
employment in London firms increased in
April 2011.

= The PMI for the level of employment was
52.7 in April 20711 compared to 52.2 in
March 2011.

= A rate of above 50 on the index indicates
an increase in the level of employment
from the previous month. 35
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Surveyors report that house

o . o N RICS housing market survey
Pr|Ces dare meeaSlng in London net balance in London and in England and Wales; seasonally adjusted data o
= The RICS survey shows a positive net %
balance of 9 for London house prices 6
over the past three months to April 2011. w©
= Surveyors reported a negative net house 0
price balance for England and Wales of 0
-21 over the past three months to April 2
2011. 0
= London’s net house price balance is 0
higher than that of England and Wales. N
-100
Latest release: May 2011 §88855550080808030 03 808898980858 88889898 22217
Next release: June 2011 583088338833 883358838583858368835883568833883358¢2

—London net balance = England and Wales net balance

Source: Royal Institution of Chartered Surveyors

Surveyors expect house prices

RICS housing market survey

to rise in London
= The RICS survey shows that surveyors ;ZO
expect house prices in London to rise over o
the next three months but to continue to ©
fall in England and Wales. .
= The net house price expectations balance 0
in London was 17 in April 2011. 20
= For England and Wales, the net house 40
price expectations balance was -18 in April 60
2011. &0
-100

NeXt I’e/ease.' June 207 7 ——London net balance =—England and Wales net balance
Source: Royal Institution of Chartered Surveyors

Small increase in year-on-year Londons siport *
. 15,000,000 25
airport passenger numbers
14,000,000 20
= 9.4 million passengers travelled through 13000000 15
London’s airports in March 2011. 12000000 10
= The number of passengers using London’s 1m0 ‘ ‘ A \ t 5
. . )
airports increased by 0.1% from March 10000000 o ' ‘ V Il o
2010 to March 2011. 9,000,000 ‘_ ) 5
= Airport passenger numbers fell during the ~ sooo 10
recession and are still below pre-recession 7m0 ‘ 15
levels. 6,000,000 -
5,000,000 -25
Latest release: May 2011 ETE3E2R3E2E2E2E IR 828383824
Next release: June 2011 285833838 8R8R8a¢8R_¢8R8R88_ER:R

—— Total passengers = Annual % change in passengers

Source: Civil Aviation Authority
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Additional information

Data sources

Tube and bus ridership Transport for London on 020 7222 5600 8
or email: enquire@tfl.gov.uk

GVA growth Experian Economics on 020 7746 8260

Unemployment rates www.statistics.gov.uk

Glossary

Civilian workforce jobs
Measures jobs at the workplace rather than where workers live. This indicator captures total
employment in the London economy, including commuters.

Claimant count unemployment
Unemployment based on the number of people claiming unemployment benefits.

Employee jobs
Civilian jobs, including employees paid by employers running a PAYE scheme. Government
employees and people on training schemes are included if they have a contract of employment.
Armed forces are excluded.

Gross domestic product (GDP)
A measure of the total economic activity in the economy.

Gross value added (GVA)
Used in the estimation of GDP. The link between GVA and GDP is that GVA plus taxes on
products minus subsidies on products is equal to GDP.

Tube ridership
Transport for London’s measure of the number of passengers using London Underground in a
given period. There are 13 periods in a year. In 2010/11 there were eleven 28-day periods, one
26-day period and one 31-day period. Period 1 started on 1 April 2010.

Bus ridership
Transport for London’s measure of the number of passengers using buses in London in a given
period. There are 13 periods in a year. In 2010/11 there were eleven 28-day periods, one
26-day period and one 31-day period. Period 1 started on 1 April 2010.

Acronyms 3
—
)
ABI  Annual Business Inquiry IMF  International Monetary Fund 2
BAA  British Airports Authority LCCI  London Chamber of Commerce and Industry n
BCC  British Chamber of Commerce LET London’s Economy Today —
CAA  Civil Aviation Authority MPC  Monetary Policy Committee =
CBI Confederation of British Industry ONS  Office for National Statistics E
CLG  Communities and Local Government PMI  Purchasing Managers’ Index >
GDP  Gross domestic product PWC PricewaterhouseCoopers g
GVA  Gross value added RICS Royal Institution of Chartered Surveyors =
ILO  International Labour Organisation o
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London’s Economy Today is published by email and on www.london.gov.uk towards the end of every
month. It provides an overview of the current state of the London economy, and a selection of the most
up-to-date data available. It tracks cyclical economic conditions to ensure they are not moving outside the
parameters of the underlying assumptions of the GLA group.

Subscribe
Subscribe online at http://www.london.gov.uk/mayor/economic_unit

Disclaimer

GLA Economics uses a wide range of information and data sourced from third party suppliers within its
analysis and reports. GLA Economics cannot be held responsible for the accuracy or timeliness of this
information and data.

GLA Economics, Transport for London, the London Development Agency and the Greater London Authority
will not be liable for any losses suffered or liabilities incurred by a party as a result of that party relying in
any way on the information contained in this publication.

Other formats
For a summary of this document in your language, or a large print, Braille, disc, sign language video or audio
tape version, please contact us at the address below:

Public Liaison Unit

Greater London Authority Tel 020 7983 4100
City Hall Minicom 020 7983 4458
The Queen’s Walk www.london.gov.uk

London SET 2AA

Please provide your name, postal address and state the publication and format you require.

About GLA Economics

GLA Economics provides expert advice and analysis on London’s economy and the economic issues facing
the capital. Data and analysis from GLA Economics provide a sound basis for the policy and investment
decisions facing the Mayor of London and the GLA group. The unit was set up in May 2002.

MAYOR OF LONDON



