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UK economy contracts as winter
recession risks grow

The fall in UK GDP during the second quarter was largely down to noise.
But the risk of recession is rising quickly, with gas futures hitting new
highs for next winter and our latest estimates suggesting the household
energy price cap could come close to £5,000 in the second quarter of
next year. Much now depends on fiscal policy announcements in the
autumn

UK GDP falls in the second quarter

It goes without saying that the latest UK GDP figures are very hard to read. Quarterly output
fell by 0.1%, which is almost entirely down to the addition of an extra bank holiday for the
Queen’s Jubilee in June, as well as the winding-down of Covid-19 testing/vaccine rollouts
through the quarter. Admittedly the impact of the bank holiday was noticeably less than in
previous years. The hit to manufacturing, wholesale/retail, transport and construction was
generally more muted than during the 2002/2012 jubilee events, which probably reflects
changes in the way the economy operates - not least the advent of online shopping.

Either way, an artificial rebound in July should see monthly GDP rise by roughly 0.7%, and
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overall third quarter GDP by around half a percent. That means discerning the impact of the
cost of living squeeze is going to be tricky for the next few months, at least in terms of the GDP
figures. But by the fourth quarter, the signs of recession are likely to be more apparent.

Bank of England is forecasting a 2% hit to GDP, though this
assumes no further government support
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Household energy costs could hit £5000 next year

At its latest meeting, the Bank of England forecasted approximately a 2% fall in GDP over the
next couple of years, spread over five quarters of negative growth. Crucially though this
prediction relies a) on an assumption that Bank rate will need to go as far as 3% (which isn't
our base case) and b) that fiscal policy will not respond. There’s little doubt now that the fiscal
response of the new prime minister in September will be key to whether the Bank of England’s
forecasts come to fruition.

Back in June, then-Chancellor Rishi Sunak announced just over £1000 per household on
means-tested benefits. At the time, we estimate that the household energy cap would have
risen from roughly £2000 to just over £3000 by early 2023, based on futures prices back then
and the new Ofgem formula. In other words, the support on offer would have roughly
neutralised this increase for those in the lowest income deciles.

However if we plug in the latest wholesale gas and electricity prices into the Ofgem
spreadsheet, the cap is now likely to hit around £3500 in October and could potentially get
close to £5000 by Q2 next year (though should fall back more noticeably later in the year).
While such estimates are very volatile, it does mean that whichever candidate wins the
leadership contest will be under huge pressure to significantly ramp up the size of those
support payments.

We'll have to wait and see what the new prime minister offers in terms of support, but at the
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very least a fall in fourth-quarter GDP now looks highly likely.

Gas prices are hitting fresh highs ahead for this winter

600 .
UK Natural Gas prices/futures
(penceftherm) Latest futures data
500
400
300
a1
200
15 June (when government
100 announced energy support pacakge)
History (front-month future)
0 T T T T T T
Jul21 Jan 22 Jul22 Jan 23 Jul23 Jan 24 Jul24

Source: Macrobond, ING

Author

James Smith
Developed Markets Economist, UK
james.smith@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING") solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. /ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

Article | 12 August 2022 3


mailto:james.smith@ing.com
https://www.ing.com

