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SUMMARY 

• We forecast 0% GDP growth in the UK in 2024 (after +0.4% in 2023), below 
consensus, including a small technical recession around summer. We expect the 
main drag on activity to come from this year’s sharp tightening of financial and 
credit conditions which should keep feeding through to the real economy, 
including housing, corporate margins and the labour market. Mitigating factors 
would include an improvement in real disposable income as nominal wage 
growth remains elevated and inflation eases from very high levels.  

• Fiscal policy will be the UK economy’s wild card in 2024. The government may 
use the extra fiscal space to launch fresh stimulus measures ahead of the 
forthcoming election, although their impact looks uncertain. Should the UK 
enter a more severe slowdown, this fiscal room would quickly evaporate. 
Whoever wins the election will remain under pressure to tighten fiscal policy. 

• We expect UK inflation to slow from an average of 7.3% in 2023 to 2.6% in 2024, 
also below consensus. Headline inflation should ease faster than core, helped by 
lower energy, food and utility prices, while services inflation is likely to remain 
sticky. Ultimately, a weakening labour market should help wage growth and core 
inflation ease further into the second half of next year. 

• The Bank of England (BoE) will keep resisting rate cuts, focusing instead on the 
transmission of monetary policy. We forecast a first 25bp rate cut in June and a 
total of 100bp of easing in 2024, bringing the Bank rate down to 4.25% by year-
end. 

• Maintaining fiscal credibility is crucial for the UK government to prevent a 
recurrence of the mini-budget crisis and to attract investors. We expect the 10-
year gilt yield to end 2024 around 4%, slightly lower than its US counterpart due 
to the lower economic growth we project in the UK. Structurally higher inflation 
leads us to maintain a neutral stance on UK government bonds. 
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TEXTBOOK CASE FOR STAGLFATION?  

Few countries illustrate the tension between supply and demand factors better 
than the UK. Faced with the historic shocks of Brexit, the pandemic, and the war in 
Ukraine, the UK economy suffered very significant damage to its supply-side fol-
lowed by the largest increase in inflation in the developed world which, in turn, has 
forced the BoE to hike interest rates by more than 500bp since the end of 2021. Poli-
tics haven’t helped either, with former PM Liz Truss’ ‘mini-budget’ crisis inflicting 
more pain on the UK fixed income markets and pension system. 

Despite all this, the UK economy has fared better than expected this year, avoid-
ing recession against the backdrop of the fastest tightening in financial conditions 
in post-War history. We continue to expect further weakness in activity although 
our forecast resembles a slow burn more than an abrupt collapse. Indeed, the econ-
omy is likely to benefit from some tailwinds including a rise in real wages as infla-
tion eases, as well as a modest boost from the government’s recent fiscal support 
measures. That said, the underlying economic momentum remains weak, tighter 
financial and banking conditions continue to feed through to the real economy, and 
the latest data has been consistent with early cracks in the labour market.  

We expect UK inflation to slow from an average of 7.3% in 2023 to 2.6% in 2024, also 
below consensus. Headline inflation should ease faster than core, helped by lower 
energy, food and utility prices. Services inflation is likely to remain stickier for 
longer, but it has started to ease and a weakening labour market should help wage 
growth and core inflation decline further into the second half of next year. 

We don’t necessarily subscribe to the Phillips curve analysis at all times, but if 
there’s one country where a recession might be “needed” for inflation to come under 
control, it would be the UK. The first disinflation phase from 11% to below 5% 
has been relatively swift and painless, but the last mile from 5% to 2% is likely 
to be more difficult. Given the structural damage to labour supply in particular, 
demand needs to be dampened to a lower level than in other countries, all else be-
ing equal, for wage growth and domestic inflation to slow.  

Chart 1: the damage done (to the supply-side of the UK economy) 
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Source: Office for National Statistics, Pictet Wealth Management, as of 18.12.2023 
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THE FISCAL WILD CARD 

The main uncertainty – and potential upside risk to growth in 2024 – comes from 
fiscal policy ahead of a likely election in the second half of the year. Opinion polls 
point to a victory for the opposition Labour Party at the next general election, 
which must be held no later than 28 January, 2025 but is more likely to take place in 
2024. Under the leadership of Keir Starmer, Labour has stressed its emphasis on 
economic stability and fiscal responsibility. The party’s shadow finance minister, ex-
Bank of England economist Rachel Reeves, wrote in the Financial Times in Septem-
ber: “I will never spend what we cannot afford … we will reduce national debt as a 
share of the economy … We will ensure stability returns to our economy.”  

Indeed, the backdrop for any government, this one included, will remain haunted 
by Liz Truss’ mini-budget and Liability Driven Investment (LDI) funds crisis that 
ultimately forced a change in fiscal course. From now on, any Conservative or La-
bour government is likely to err on the side of fiscal prudence in order to avoid a 
return of financial instability.  

That said, the unexpected resilience of the economy in recent years as well as the 
sustained rise in inflation-generated, larger-than-expected fiscal revenues in 2023, 
generated some additional fiscal space to the tune of GBP30bn. The current govern-
ment used some of this space in its Autumn budget statement, announcing a set 
of new fiscal measures, including a 2pp decline in payroll taxes (national insurance 
contributions), a permanent tax credit scheme for companies (full expensing capital 
allowance which was previously scheduled to end in 2026), as well as structural re-
forms aimed at increasing the participation rate. 

These support measures may still look reasonably calibrated, but the government 
could be tempted to do more next year, via new spending or tax cuts, to boost its 
electoral base ahead of the election. While that may provide the economy with a 
short-term tailwind, any new stimulus programme may also fuel concerns of a pos-
sible reacceleration in inflation down the road. 

Chart 2: General UK government balance as a percentage of GDP  
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BOE TO RESIST EASING PRESSURES UNTIL THEY DON’T  

The BoE has been resisting rate cuts so far, focusing instead on the transmission of 
tight monetary policy. Barring a more severe economic slowdown and a rise in un-
employment, the BoE is unlikely to pivot over the next few months even if the Fed 
and the ECB do. 

We forecast a first 25bp rate cut in June and a total of 100bp of easing in 2024, bring-
ing the Bank rate down to 4.25% by year-end. Risks are tilted towards the BoE cut-
ting rates later in H2, but either way we expect the easing cycle to extend into 2025. 
We also forecast Quantitative Tightening (QT) to continue at the same pace while 
the BoE cuts rates, although the Monetary Policy Committee to shift to a more grad-
ual approach in the event of a more protracted slowdown in growth and inflation. 

Chart 3: contributions to CPI inflation 
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Source: Office for National Statistics, Pictet Wealth Man-
agement, as of 20.12.2023 

 Chart 4: services CPI and wage growth 

 
Source: Office for National Statistics, Pictet Wealth Man-
agement, as of 20.12.2023 
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central considering the appealing alternatives available in the global fixed-income 
market. It is worth noting that insurance and pension funds have decreased their 
gilts holdings after last year’s UK bond market scare. However, other holders such 
as financial institutions and private non-financial corporations appear to be more 
inclined to increase holdings in UK government bonds. This is evident from the in-
crease in ‘others’ holdings from 5.0% in June 2022 to 10.9% in June 2023 given ap-
pealing yields (see chart 5).  

Foreign investors currently hold the largest share of UK gilts after the BoE with ap-
proximatively 30%, making it imperative to maintain their confidence and trust in 
the market. This level has remained relatively stable in recent years, indicating that 
foreign investors may continue to maintain their current level of holdings if fiscal 
stability is demonstrated. But foreign capital is typically more unpredictable due to 
the lack of information regarding the identity of overseas holders of gilts. In this 
context, it will be necessary for domestic demand to step forward and play a central 
role in bond holdings. This is especially the case with the BoE gradually decreasing 
its presence in the gilt bond market through QT, after being a consistent buyer for 
over ten years. 

Chart 5: share of gilts held in % of total outstanding 

 
Source: Pictet Wealth Management, FactSet, as of Q2 2023 

 Chart 6: US, UK and euro inflation swaps curves 
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sector will have to absorb the elevated supply over the coming years. As such, main-
tain a sustainable trajectory for UK public debt is crucial for UK government bonds 
investors. 

The future trajectory of policy rates also holds substantial importance, particu-
larly as the Federal Reserve has announced its intention to embark on a rate cutting 
cycle in 2024. Currently, we believe it is only a matter of time before the BoE starts 
thinking about monetary policy easing as well. Nevertheless, the BoE will take into 
consideration the UK’s structurally higher inflation compared to other developed 
countries, due to its services-oriented economy and its tight labour market resulting 
from Brexit. This is reflected in the market where investors are expecting UK infla-
tion to stay 3.8% over a one-year horizon but to fall to 2.2% in the US (on 20 Decem-
ber, see chart 6). Consequently, the Fed is perceived as being more credible in achiev-
ing its 2% inflation target than the BoE.  

Structurally higher inflation in the UK means we see, UK gilts as less attractive than 
their US counterpart, which explains our neutral stance on UK government bonds 
while favouring an overweight position on US Treasuries. We expect the 10-year 
gilt yield to end 2024 around 4%, which is lower than our 4.3% forecast on the 
10-year US Treasury yield and is mostly due to the lower growth we project in 
the UK. Also in the near term, we perceive a lower level of risk associated with 
short-term fiscal slippage in the UK compared to the US, despite both countries fac-
ing a potential change in government next year. While the US is still engaged in dis-
cussions over the 2024 budget, the United Kingdom has released its Autumn budget 
statement which gives some visibility over government finances in 2024.  

Chart 7: 10-year UK and US government bond yields  

 
Source: Pictet Wealth Management, FactSet, as of 19.12.2023 
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and accepts no fiduciary du-
ties to any investor in this re-
gard, except as required by 
applicable laws and regula-
tions. Furthermore, 
BPCAL/Pictet HK Branch 
makes no representations and 
gives no advice concerning the 
appropriate accounting treat-
ment or possible tax conse-
quences of any Investment. 
Any investor interested in buy-
ing or making any Investment 
should conduct its own inves-
tigation and analysis of the In-
vestment and consult with its 
own professional adviser(s) as 
to any Investment including 
the risks involved. 
This document is not to be re-
lied upon in substitution for 
the exercise of independent 
judgment. The value and in-
come of any Investment men-
tioned in this document may 
fall as well rise. The market 
value may be affected by, 
amongst other things, changes 
in economic, financial, 

political factors, time to ma-
turity, market conditions and 
volatility, and the credit qual-
ity of any issuer or reference 
issuer. Furthermore, foreign 
currency rates of exchange 
may have a positive or adverse 
effect on the value, price or in-
come of any Investment men-
tioned in this document.  Ac-
cordingly, investors must be 
willing and able to assume all 
risks and may receive back 
less than originally invested.  
Past performance should not 
be taken as an indication or 
guarantee of future perfor-
mance and no representation 
or warranty, expressed or im-
plied, is made by BPCAL/Pic-
tet HK Branch regarding future 
performance. 
This document does not con-
stitute the investment policy 
of BPCAL/Pictet HK Branch, 
or an investment recommen-
dation, and merely contains 
the different assumptions, 
views and analytical methods 
of the analysts who prepared 
them. Furthermore, the infor-
mation, opinions and esti-
mates expressed herein reflect 
a judgment at its original date 
of publication and are subject 
to change without notice and 
without any obligation on 
BPCAL/Pictet HK Branch to 
update any of them.  
BPCAL/Pictet HK Branch may 
have issued or distributed 
other reports or documents 
that are inconsistent with, and 
reach different conclusions 
from, the information pre-
sented in this document. 
While the information and 
opinions presented herein are 
from sources believed to be 
reliable, BPCAL/Pictet HK 
Branch is not able to, and do 
not make any representation 
or warranty as to its accuracy 
or completeness. Accordingly, 
BPCAL/Pictet HK Branch ac-
cepts no liability for loss aris-
ing from the use of or reliance 
on this document presented 
for information purposes only. 
BPCAL/Pictet HK Branch re-
serves the right to act upon or 
use any of the information in 
this document at any time, in-
cluding before its publication 
herein.  
BPCAL/Pictet HK Branch and 
its affiliates (or employees 
thereof) may or may not have 
long or short positions in, and 
buy or sell, or otherwise have 
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interest in, any of the Invest-
ments mentioned herein, and 
may or may not have relation-
ships with the issuers of or en-
tities connected with Invest-
ments mentioned in this docu-
ment. BPCAL/Pictet HK 
Branch and their affiliates (or 
employees thereof) may act 
inconsistently with the infor-
mation and/or opinions pre-
sented in this document. 
The information used to pre-
pare this document and/or 
any part of such information, 
may have been provided or 
circulated to employees 
and/or one or more clients of 
BPCAL/Pictet HK Branch be-
fore this document was re-
ceived by you and such infor-
mation may have been acted 
upon by such recipients or by 
BPCAL/Pictet HK Branch. 
This document is provided 
solely for the information of 
the intended recipient only 
and should not be repro-
duced, published, circulated 
or disclosed in whole or in 
part to any other person with-
out the prior written consent 
of BPCAL/Pictet HK Branch.   
 
Singapore 
This document is not directed 
to, or intended for distribu-
tion, publication to or use by, 
persons who are not accred-
ited investors, expert investors 
or institutional investors as 
defined in section 4A of the 
Securities and Futures Act 
2001 (“SFA”) or any person or 
entity who is a citizen or resi-
dent of or located in any local-
ity, state, country or other ju-
risdiction where such distribu-
tion, publication, availability 
or use would be contrary to 
law or regulation or would 
subject BPCAL and any of its 
affiliates or related corpora-
tions to any prospectus or reg-
istration requirements. 
BPCAL is a wholesale bank 
regulated by the  Monetary 
Authority of Singapore 
(“MAS”) under the Banking 
Act 1970 of Singapore, an ex-
empt financial adviser under 
the Financial Advisers Act 
2001 of Singapore (“FAA”) and 
an exempt capital markets li-
cence holder under the SFA. 
Please contact BPCAL in Sin-
gapore in respect of any mat-
ters arising from, or in connec-
tion with this document.  

 
Hong Kong  
This document is not directed 
to, or intended for distribu-
tion, publication to or use by, 
persons who are not “profes-
sional investors” within the 
meaning of the Securities and 
Futures Ordinance (Chapter 
571 of the Laws of Hong 
Kong) and any rules made 
thereunder (the “SFO”) or any 
person or entity who is a citi-
zen or resident of or located in 
any locality, state, country or 
other jurisdiction where such 
distribution, publication, 
availability or use would be 
contrary to law or regulation 
or would subject Pictet HK 
Branch and any of its affiliates 
or related corporations to any 
prospectus or registration re-
quirements. If you do not want 
Pictet HK Branch to use your 
personal information for mar-
keting purposes, you can re-
quest Pictet HK Branch to 
stop doing so without incur-
ring any charge to you.  
In distributing an investment 
product as agent for a third 
party service provider, Pictet 
HK Branch distributes the 
product for the third party ser-
vice provider and the product 
is a product of the third party 
service provider but not Pictet 
HK Branch. In respect of an el-
igible dispute (as defined in 
the Terms of Reference for the 
Financial Dispute Resolution 
Centre in relation to the Fi-
nancial Dispute Resolution 
Scheme) arising between Pic-
tet HK Branch and you out of 
the selling process or pro-
cessing of the related transac-
tion, Pictet HK Branch is re-
quired to enter into a Finan-
cial Dispute Resolution 
Scheme process with you; 
however any dispute over the 
contractual terms of the prod-
uct should be resolved directly 
between the third party ser-
vice provider and you. 
 
Banque Pictet & Cie SA is a 
limited liability company in-
corporated in Switzerland. It is 
an authorized institution 
within the meaning of the 
Banking Ordinance and a reg-
istered institution (CE No.: 
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on 
securities) and Type 9 (asset 

management) regulated activi-
ties. The registered address of 
Pictet HK Branch is 9/F., 
Chater House, 8 Connaught 
Road Central, Hong Kong. 
 
Warning: The contents of this 
document have not been re-
viewed by any regulatory au-
thority in Hong Kong.  You are 
advised to exercise caution in 
relation to the offer.  If you are 
in any doubt about any of the 
contents of this document, 
you should obtain independ-
ent professional advice. 
Please contact Pictet HK 
Branch in Hong Kong in re-
spect of any matters arising 
from, or in connection with 
this document. 
 


