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At the start of the year | highlighted that 2013 was likely to be the year of the ‘spreadsheet recovery’.
The latter describes a situation whereby economic anoraks notice technical improvements in the
economy, such as a pick-up in GDP growth, but outside of that, 2013 would be more of the same for
households and many corporates. Some nine months on, however, the recovery within the corporate
sector has been somewhat stronger than | anticipated with business activity, new orders and
investment intentions all on the rise. As a result, for many firms and sectors, the economic recovery
has become more tangible than the spreadsheet variety alluded to earlier. Furthermore, the increase
in demand has resulted in an increase in staffing levels too. It is also worth noting that some sectors of
the economy, notably the pharmaceuticals and software sectors, completely avoided the recession.
For them, they have struggled with skills shortages as opposed to a lack of demand.

Whilst the ongoing improvements in business conditions are encouraging, the fact that that ‘recovery’
seems as far away as ever for households is concerning. For them, the idea that an economic recovery
is underway is a case of ‘computer says yes but consumer says no’.

Speaking at last week’s Conservative party conference, former Chancellor Ken Clarke said that the
Tories are in a difficult political position because the ordinary person is not feeling much economic
benefit from the recovery. Recently, the lack of a household recovery, or the ‘cost of living recession’
within the UK has become the centrepiece in the changing political narrative. Indeed the battleground
for the next UK election has shifted from a debate about whether the economy is growing or not to
one about the cost of living. At the Labour Party Conference in Brighton, the party’s Leader, Ed
Miliband promised the electorate that gas and electricity bills would be frozen for all households and
businesses for 20 months if Labour wins power in 2015 and he said that they would push through
reforms to increase competition in the energy sector to help bring down prices.

Not to be out-done, the Chancellor, George Osborne at the subsequent Tory Party Conference in
Manchester announced that he plans to freeze fuel duty until May 2015 to help motorists with the
cost of living. And though only partly attributed to the cost of living, the Lib Dem Leader Nick Clegg
was the first to get in on the act with his announcement of funding free school meals for all infants a
few weeks ago. We can expect a ramping up of the cost of living rhetoric and policy announcements
between now and the next general election.

And when we look at the data, it's not a surprise that the politicians are so keen to be seen to be
responding to the issue. A recent report has laid bare the real cost of the financial crisis on the UK
household finances and those of Northern Ireland in particular. Five years ago Asda launched its
Income Tracker report with the Centre of Economics and Business Research (CEBR). The report looks
at the monthly spending habits and discretionary incomes of households across the UK after taking
after tax income and cost of living into account. The Income Tracker monitors discretionary family
spending power which means the money that is left over after essential items (food, utilities, housing
costs, clothing etc) are taken into account. This includes spending for eating out and entertainment.

According to Asda’s Income Tracker Special Report (An In-Depth Look at the Real Cost of the Financial
Crisis: 2008-2018) the average UK household now spends £2,808 a year more (or £54 per week) on
essential items than they did in 2008. This is despite the fact that the Bank of England lowered its
interest rate, and therefore mortgage costs, to a record low in March 2009.

In Northern Ireland households have seen their spending power hit much harder than any other UK
region, according to The Asda / CEBR analysis. This was due to the fact that Northern Ireland



households experienced the steepest rise in the cost of living over the last five years (+16.6%) and the
lowest increase in incomes (+12%) of all the UK regions. As a result, Northern Ireland was the only
region within the UK to witness a fall in discretionary incomes since 2008.

According to the Income Tracker, Northern Ireland households now spend £24,100 a year on essential
items (includes energy, food, housing costs etc). This represents £3,500 more, or £67 per week, than
local families spent in 2008. It is noted that only three UK regions (London, the South East and East of
England) experience a higher cost of living than Northern Ireland. The scale of Northern Ireland’s cost
of living disadvantage is perhaps surprising and unfortunately the report doesn’t provide a detailed
breakdown of the significance of the individual components of essential household expenditure that
explain this difference.

With the report predicting a further decline in household spending power in Northern Ireland in the
five years ahead, the issue is clearly significant from an economic perspective, particularly when the
Bank of England begins to move interest rates upwards off their current lows.

As far as a meaningful sustainable recovery is concerned, it looks like it will be quite some time until
both the computer and consumer say yes.

Richard Ramsey,
2" October 2013
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