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Executive summary

The UK labour market is starting to loosen, leading to
increased unemployment in some sectors

UK inflation will continue to fall, but we expect it to
bottom out above the 2% Bank of England target

Continued wage growth will provide some household
relief, but expenditure remains constrained

Despite small increases in real wages, we expect
consumer spending to be constrained

What does this mean for H1 20247
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2024 UK Economic and Consumer Forecast

Executive summary

Falling inflation and upward wage pressure are resulting in household relief after two years of real wage decline. However,
continued pressure from mortgage rates and debt accumulation means we expect consumer spending to remain suppressed.

Slow growth and Households are not impacted
recessionary pressure are equally; we are observing that

. Wage pressure is primarily Falling inflation combined with . ) The result of this is likely to
causing the UK labour : . - upper-middle income households i
being driven by minimum upward wage pressure has meant . : be continued low and
market to soften after two X ) with private mortgages are most . .
: wage increases and supply real wages rose in Q4 2023 for . stagnating growth in 2024
years of tight supply and . . . . impacted (these households are
constraints the first time in two years at a GDP level

rising demand following predominately between the
COVID ages of 30-49)

QJWJWJ_

Continued pressure on household

Despite the softening Despite this increase in real cash — particularly households that
labour market, we expect At the same time, we have wages, the household cash have historically accounted for
upward wage pressure to observed inflation falling position is still worse than in material spending power — will
persist into 2024, albeit at faster than expected to 4.0% 2021, with households impacted have a knock-on impact on
a lower level than observed in Jan 2024 by rising housing costs, taxation consumer expenditure, which
in 2023 and servicing debt will continue to be constrained
in 2024
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The UK labour marke
is starting to loosen,
leading to increased
unemployment in
some sectors




What is happening in the UK labour market?

At its simplest, the labour market is dictated by two themes: the number of individuals available to 2022 and 2023 saw a tight
work (supply) and the number of jobs available (demand). labour market, driven by

labour shortages

Market factors Key drivers

\,N The UK saw a decline in

H|||H the number of available
workers post-COVID.

« Size and growth of the working age

0209 Labour market supply population
% 191 d—_f) How many workers are ;2\ This low supply resulted in
. i i icv: near-record numbers of
available? « Migration policy: how many workers are K

vacancies. The average
number of vacancies in
2023 stood at c.1.1m.

entering and working in the labour market?

— @ This resulted in upward

—~—  pressure on wages. Wage
@J growth reached an

Labour market demand . Strength of the economy estimated 6.5% in 2023,
riow many jobs are bour and i ncresses oude e
available? « Labour and government policy COVID period.
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Labour supply: How did the supply change in 20237

Between 2019 and 2022, we observed a net decrease of 162k workers, putting pressure on workforce supply. This trend reversed in
2023, easing supply shortages. However, we are still seeing growing numbers leaving the workforce due to illness.

e ...this trend has reversed in 2023, driven by a recovery in the number

e A decline in economic activity due to long-term iliness put significant
of workers re-entering the workforce and working population growth

pressure on the UK labour market between 2019 and 2022...

162k
294k In total, working-age individuals

left the workforce between 2019 and
2022. Between 2022 and 2023, 296k 155k 22.0m

399k 238k returned 31k

254k 79k

32.8m

32.7m 128k
57k

2023 saw recovery in worker numbers as individuals re-
entered from education, caregiving and retirement,
alongside population growth fuelled by net migration.

( The COVID period witnessed a workforce contraction, J

primarily fuelled by a surge in long-term illnesses.
However, the number of people leaving the workforce

due to illness is growing.
A further 155k individuals left the workforce in 2023 due to

399k workers left the labour market due to sickness and
have not returned.

illness.

Total # working' Working age ' Family carers ' Change in #in ' Increase in ' Other 'Total #working' Working age ' Family carers ' Change in #in ' Increase in ' Other 'Total # working
age individuals,  population re-entering education or illness age individuals,  population re-entering education or illness age individuals,
2019 growth (incl. workforce retired 2022 growth (incl. workforce retired 2023

migration) migration)
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Labour supply: How did net migration impact supply?

Recovery in labour market supply (seen in working age population growth on the previous slide)

across 2023 has primarily been driven by net migration, which hit record highs across ‘22 and ’23.

Net migration into and out of the UK for all nationalities
Net migration between 2012-2024e (Jun to Jun) in people

800,000 -
. . . Forecast
Net immigration
700,000 - . .
Iﬁ estlmater?tdo _ - N
ave reache
600,000 672k as of Jun [ \ \
500,000 - 2023 \
\
400,000 - A\
300,000 - The new visa
restrictions will
200,000 - N look to reduce
net migration by
100,000 - an est. 300k
across 2024

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

However, recent changes to visarules are likely to impact net migration in 2024, reducing the
number of available workers from outside the UK, constraining supply.

B Ieneo

New visa rules are expected
to constrain supply

The earning threshold for
overseas workers will
increase from £26,200 to
£38,700.

The 20% going-rate salary
% discount for workers filling

jobs in industries with labour

shortages will be removed.

60 oo Foreign care workers will no

Ry longer be able to bring
dependants to the UK as
part of their visa.

with the already-announced
restrictions on the ability of
students to bring
dependents to the UK.

% These rules will combine
T



Labour supply

Labour supply: What is the overall supply outlook for 20247

During 2024, we believe labour supply will remain constrained. While we are seeing UK nationals re-
entering the workforce since COVID, illness and restrictions on migration will impact supply.

Key takeaways

(@Oﬁ T}) Post-COVID 2
workforce recovery
Rising long-term
sick
O
Curbs on
net-migration

B Ieneo

The UK has returned to pre-pandemic levels
as individuals opting for education, retiring
early and taking on caring responsibilities
are returning to the workforce

Post-COVID, long-term sickness rates remain
high, potentially exacerbated by sub-optimal
access to care, due to growing NHS waiting
lists, and the effects of Long COVID

While UK citizens are re-entering the
workforce post-COVID, immigration policies
are expected to reduce the number of non-UK
nationals entering it

We expect supply to

remain broadly flat in
2024

“Those who are already
economically inactive are
becoming sicker, meaning
they’re less likely to return to
work. [...] There is a nagging
concern that [UK labour
shortages] are the ‘shape of
things to come.™

— Lord Bridges of Headley



Labour demand

Labour demand: How is demand linked to economic growth?

Following a period of recovery post-COVID, GDP declined towards the end of 2023. Historically, there

has been a strong correlation between the strength of the economy and labour demand.

UK GDP growth and job growth rates
Change in job growth between 1980-2023

10% -
5% -
(5%) -
(10%) -
(15%) -
O ANMTOONOOOTAANMNMTLLLONOOOOTANNTLLONOOOOATANMNTULONOOOAHANM
OOV OOOOOOO0OO0OO0OOOTdTdddddddddNNNN
[oNoNoNoNoNoNoloNoNoNoNololooloNolololololololololojlolololololololololojolololololoNoNe]
T A A A A A A A A A A A A A A A A ATNNANANNANANANANNANANANANNANANNANNANANNN

A strong post-COVID
economic rebound led to job
growth and low unemployment

(3.7% in 2022)

This trend began to reverse in
H1 2023 as economic activity
slowed and labour costs rose

Historically, there has been a lag
between GDP and employment,
with the sharpest falls in jobs
occurring after GDP contraction

Key
|-. GDP growth . Jobs growth Recessionary period

GDP stagnation with rise in unemployment

kB leneo

“The UK’s recent experience
is an extreme example of a
global shift in macroeconomic
volatility from demand to
supply. On the demand side,
there are clearer signs that
softening activity is feeding
into vacancies."

— UK Institute of Fiscal Studies
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Labour market demand: What happened to demand in 20237

We are already observing evidence of declining demand. Vacancies fell across 2023, and we have Falling vacancy rates are
seen an uptick in unemployment and jobless claims. leading to arise in
unemployment
Vacancy rates fell sharply throughout 2023, indicating ...this fall in vacancy rates appears to be translating to
that labour market demand is contracting... unemployment, which has been rising across 2023 _
UK vacancies for all sectors? (‘000), 2007-2023 UK unemployment rate seasonally adjusted, aged 16+ (%), 2007-2023 H| | The number of vacancies
I has sharply decreased,
9% - down by over 25% since
1,400 - its peak of 1.3m in Apr
8% - 2022.
1.200 1 Vacancies have been
’ falling on average 1.5% 7% - @ Over the same period, the
month on month & ré number of unemployment
i across H2 2023 6% - o claims has steadily
1,000 : L it
INncreased, with an
5% - increase of ¢.5% since
800 A the beginning of 2023.
4% -
600 - 3% 1 We have observed an e This shift signifies a fall in
cllresit eTihig. 5 570 labour market demand.
2% A Increase in e Historic precedent
400 1 unemployment from suggests that we are likel
1% - its record low of 3.6% o 226 the trends y
in 2022 oo
200 T T T T T T T T T T T T T T T T T T T T T 0% T T T T T In T T T Contlnue Into 2024'
2002 2006 2010 2014 2018 2022 2007 2009 2011 2013 2015 2017 2019 2021 2023
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Labour demand

Labour market demand: What is likely to happen to demand in 20247

Minimum wage increases coming into effect in April 2024 are expected to put pressure on sectors dependent on low-pay workers.

This is likely to reduce demand to accommodate additional costs and therefore further stifle demand in some sectors.

&l

g

o

o

From April 2024, the National Minimum Wage threshold will
increase by 9.8% to £11.44

While raising the UK minimum wage will help further reduce
income inequality, this shift is expected to put further pressure
on businesses dependent on low-pay workers in 2024

The most impacted sectors which are expected to experience
increasing labour costs are those with the lowest-pay workers

We expect the net effect will be a reduction in labour demand
in the most impacted sectors to accommodate cost
increases

B Ieneo

Workforce split by level of pay, by industry, 2023

Distribution of the number of workers by level of pay (%) for each UK industry High
:. Accommodation and food service activities | 39% : 1
¢.18% of Arts, entertainment and recreation | 1
the UK Other service activities H S
worlfforce Agriculture, forestry and fishing: : g
I Wholesale and retail trade; repair of motor.|. I g
Administrative and support service activites | 10— | I §
Real estate activities | 7% E
Construction 7% o
Human health and social work activities |7% %
Manufacturing [0% %
Transportation and storage 4% 5
Professional, scientific and technical activities f#% s
Education $% E
Information and communication
Financial and insurance activities]%0
Public administration and defence; compulsory4%0 : : : . | Low
- 20% 40% 60% 80% 100%
Key?
|- Low-pay Middle-pay High-pay
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Net-impact on the labour market in 2024

We expect labour demand to fall further during H1 2024, resulting in some small rises in
unemployment. Continued supply constraints, combined with minimum wage increases, are
expected to keep wage growth high.

Labour market outlook 2024

Unemployment rate projection (%) 2019-2026E

6% A

5% -

4% A

3% A

2% -

1% ~

0%

Teneo forecast

LN

Unemployment
is expected to
increase in the
next 2-3 years to
reach ¢.5% by
2026

B Ieneo

2019 2020 2021 2022 2023 2024 2025 2026

Wage outlook 2024

Labour demand

Average weekly earnings growth! (%), Nov 2023 estimates

7% -

6% -

5% -

4% A

6.50%

Wage
growth is
expected to
ease going

Teneo forecast

remains
strong in

but still

2024

forward...
3% A > \
2% \
2% - 2.75% N\
\ 1.25%
\
1% A
o% (1/ T b( T (D T 6 1
&) 3o
N % & 3% 1 X
0 S S O G
N

Continued supply constraints

and minimum wages keep
wage growth high

ey

Continued pressure on
supply due to cuts in net
migration and long-term
iliness...

...means that despite falling
demand, a significant
increase in unemployment
is not expected.

Wage growth is expected
in 2024 (albeit lower than
2023) driven by minimum
wage policies and supply
shortages.
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2024 UK Economic and Consumer Forecast

Net impact on the labour market in 2024

Overall, unemployment is set to rise slightly in 2024, with variations across different industries. Supply constraints will limit
Increases in high-skilled sectors, while falling demand, largely due to wage factors, will drive unemployment in low-skilled sectors.

UK unemployment rate by sector?!
Skill level by sectors, May-Jul 2023

—

Professional, scientific & technical activities
Information & communication
Education

— Financial, insurance & real estate activities

High-skilled
sectors

Human health & social work activities
Public admin & defence; social security
Mining, energy & water, agriculture,.
Other services

Manufacturing

Construction

B Accommodation & food services

Low-skilled
sectors

Wholesale, retail & repair of motor vehicles

Administrative & support services

Transport & storage

All sectors: 4.2%

Supply constrained

Unemployment
expected to remain
low

Decreasing

Demand

5.4% Unemployment
expected to increase

4.6%

0% 1% 2% 3%

Source(s): ONS; Teneo research and analysis

Labour market . .
, Key implications
impact

Sectors with highly skilled workers will be
most impacted by the new visa rules,

constraining supply, and are likely to see
upwards wage pressure to attract talent

The sectors with a higher share of lower-pay
workers will likely be impacted by rising
minimum wages, increasing labour costs
and resulting in falling demand

5% 6%

Note(s): 1.Based on ONS Qualification index score for workers in each sector, England and Wales, 2021 (highly skilled sectors have a score of greater than 3.00)

k' Teneo
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UK inflation

UK inflation dropped faster than expected during the second half of 2023, driven by a decline in housing and energy costs.
Gas and electricity prices have been at their lowest levels over the past two years during Q4 2023.

Historical UK CPI by category
Change in percentage, May 2021 - Dec 2023

Inflation Cemsuten C(;rr:frri]t()jlljrt]i%n
12% - category 0 SEM2 o e | SO TET LY

il last 6 months

on - P , ,
10% Miscellaneous? 0.4% * The _cor_1tr|but|on to |nflat|_on of miscellaneous goods and services have been
continuing to decrease since Mar 2023

Other services? 0.4% The contribution to inflation of services prices has increased slightly vs. 6
months ago

6% A . o . . .

Consumer 0.4% ¢ Continued fall in input costs, including energy, has driven a steady
3 4% . . o R
groups decrease in inflation contribution of consumer groups’ products
|

4% A
Housing and (0.3%) ¢ Energy price contribution peaked in early Q1 2023, and pressures have
energy* ' reduced significantly throughout the rest of the year

2% -
Recreational 1.8% Recreational services are directly linked to energy prices, with a
services® ’ considerable lag, but have started falling MoM since May 2023

0% -
Food and 1.3% * Global agriculture prices have continued falling, driven by lower bread and
beverages® ) cereal prices in Q4 2023

-2% -

PDDD DD DD DD DD DRD DD >
@Ib* ¥ %QQ éQ gb(\ @fb @Is\ N C.OQ,Q eo 3(00 @fb @rb\\ NS %QQ e() 5@0 Total 4.0% ¢
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Forecast inflation

We forecast that inflation will continue on a downwards trajectory in 2024. This will primarily be driven by falling commodity and
agriculture prices.

Year over year CPI

Change in percentage, Q4 2019 — Q4 2023

Key
|- . UK actual VA Teneo estimate

12% -
Teneo
10% - forecast
8% -
6% -
2
2
BoE inflation target é}
D0 ] o o o o o o o = = =k = = -
O% L L T T
S N ST AN T AN®MST NN ST AN S
OO O IONONOMNONONONMONOMONONOINONONO IO MNOINO IO 4
0O O O OO0 d ddd N NN NOMOOMOH M I I <
I AN AN AN &N &N AN &N &N &N &N &N &N &N &N &N &N &N N NN
OO0 0O 000000000000 0000 O O
AN AN AN AN AN AN AN AN N N N N N N N N N N N N N
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Reasons for
decrease

Decreasing
oil & gas
prices

Decreasing
agriculture
prices

Arithmetic
point

Slowing price
rises

Decreasing
money
supply

» Wholesale prices for natural gas have been falling since the start of 2023 and
have fallen by c. 60% YoY as of Dec 2023

» Decrease typically takes 6-12 months to impact consumer prices; we expect
benefits to continue reaching the consumer in 2024

» Global agriculture prices were down 9% YoY in Q3 2023

» The S&P GCSI Agricultural Index (a key leading indicator of UK food prices) has

food price inflation falling to 0% by the start of 2024

YoY inflation is always measured in relation to the previous year

« There have been no shocks in 2023 of the same scale as 2022, and none are
expected in 2024 (e.g., natural gas wholesale prices peaking in August 2022)

« Companies have already begun to reduce the speed of price increases

According to BoE estimates, output price inflation in the coming year will fall to
4.6%; this marks the lowest reading since March 2022

» UK’s M2 money supply growth has fallen from 14.5% in Jan 2021 to 3.5% YoY

« Historically, every major deceleration has been followed by a fall in core CPI,
such as in 1992, when a 18% YoY M2 decline led to a 6% decline in core CPI

Materiality
H

H
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Medium and long-term inflation prospects

In the medium and long-term, we believe UK inflation is set to remain elevated at a range of
2.5 -4% due to inherent structural factors that are likely to persist.

Deglobalisation and
protectionism
0,0,0 .
%, '] Workforce constraints
post Brexit
Ageing population and low
replacement rate
O
Decreasing rate of
productivity growth
& Climate challenges

B Ieneo

Recent worldwide supply chain disruptions caused many governments to
reexamine their interdependencies

New protective legislation, such as the US Inflation Reduction Act and the EU
Green Deal, have led to increased production costs

After Brexit, ¢.5% of low-skilled EU workers left the UK; new migration rules have
limited the ability for these individuals to be replaced by other non-UK workers

Fewer international students at UK universities will also reduce annual workforce
entries

The UK’s aging population is putting pressure on workforce growth

The total fertility rate! in the UK is 1.7, which is below the replacement rate,
contributing to a reduced workforce in the longer term

Since 2008, UK productivity has remained largely stagnant, trailing peer
countries such as the US and France

Since the pandemic and emergence of Gen Z in the workforce, productivity
growth has trended downward, increasing unit labour costs

Climate change and recent extreme heatwaves in Europe may significantly
reduce the food supply

This will particularly affect food-importing countries, such as the UK

“Based on the drivers of
medium and long-term
inflation, there is a question
as to whether monetary
policy in isolation can still be
used to drive down rising
prices.

Other policy measures will
likely need to be introduced
to prevent inflation from
persisting in the upcoming
decade."

— Gee Lefevre, Senior Managing
Director, Teneo
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Real wage impact

Declining inflation coupled with growing wages has resulted in real wage growth for the first time since 2021. This trend is expected
to continue across 2024 and 2025.

Key
Average weekly earnings growth rates vs. UK CPI, quarterly, Q1 2021 — Q4 2025 — Total pay (nominal) growth % = CPI
12% - Teneo forecast
10% -
8% - Real . wage-contraction
6% - N E -
age -
4% - -~ grOWth ~§~-~
_-—_‘~‘ ~~----
2% TS s e
O% T T T T T T T T T T T 1
2021-Q4 2022-Q4 2023-Q4 2024-Q4 2025-Q4
For every point where hominal wage growth trailed e This recovery in real wages to 2021 levels is not

expected to occur until the end of 2024 at the very

inflation, an equivalent period of the inverse is required
earliest, despite real wage growth throughout the year

for real wages to recover to 2021 levels

20
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Household income

While rising real wages are a positive sign, it does not necessarily imply increases in household wealth levels, which are impacted
by rising housing costs, taxation and servicing debt.

Household income is determined by additional factors that are expected to have a negative impact

Real wage impact

E 3} Housing Households with private mortgages continue to be affected by elevated
A costs ¢ housing costs.

J@ﬁ:y Income )

Debt t Many households have accumulated debt over the last few years and will
€D COSIS ¢ need to serve these debts while interests have increased.

National Insurance Contributions (NICs) have decreased from 12% to 10%

.
) T Taxation from Jan 2024. However, with tax bands unchanged, we will see a ‘stealth
Inflation of tax,” where an equivalent real income will be taxed at a higher rate.
{@) goodsand N
Ay fa . . : -
services Savings are set to decrease due to higher debt servicing costs on
@ Savings household mortgages and less disposable income after tax, despite rising
real wages.

The net household position is more negative than real wage calculations would suggest, as they do not consider housing,
taxation, or savings

B Teneo 21



2024 UK Economic and Consumer Forecast

Household net cashflow

Teneo’s household net cashflow analysis considers costs that are not included in real wage calculations to give a true reflection of
the relative cash position of a household.

r Teneo’s household net cashflow equation

Household net cashflow
is equal to:

« We developed a comprehensive financial model to
assess UK households’ net financial position over
time between Sep 2021 and June 2024.

« The model provides an overview of households’
historical net cashflow by decile and age group by
taking into consideration eight key metrics (see

righthand side). _ Mandatory _
—We consider wage growth and CPI, housing Gross earnings | == deductibles Necessity spend |« Other expenses
costs, taxation, as well as current and
announced government policies likely to impact © Gross income © Income tax o e ° Discretionary
households’ disposable income and net cashflow. spend
« This analysis allows for a more accurate depiction of ® Wage growth O National insurance O  Debt costs © Expense inflation

the true household position.

Source(s): Teneo research and analysis

k' Teneo



Household net cashflow
is equal to:

Household net cashflow Bisposabie

While real wages are rising and growth is expected to remain above inflation in 2024, households’ cash position will be below 2021
levels due to rising mortgage costs and income tax band freezes, which pushes households into higher tax brackets.

Change in median household spending?

Median household spending in £, 2021-2024e £0.6k
£30,000 - +£1.8k +20. Spend category CAGR

+£29k | —_{ (+7%) ]-—_’ £28,881 { (+2%) £2£5E33,15100 (21-24)

— £585
£95 000 - (+12%) £2£1,3%95 £1.259 £1,285 Health
’ £24,180 £1.166
£520. | 1551 | Communication
| £1863 |

£20,000 -  ftaa | LR £2.508 £2,509
£1,773 £2,352 Restaurants & Hotels
£2,236 £3,538 £3,473

£15,000 A £3,581 Misc.goods / services
£3,229

£4,669 £4,815
£4,153 Recreation
£10,000 - £3,676

Housing

£0 A

S September 2021 ' September 2022 ' November 2023

S With declining inflation

Median disposable

household income? £31,718 £33,580 £35,521 £36,669° forecasts, households are set
+£1.9k +£1.9k +£1.1k ¢ — . i
(+6%) (+6%) (+3%) 0 see real wage increases

Overall impact vs. 2024 vs. 2023

September 2021 - (£1,000) (£900) (£369)

B Teneo 23



Household net cashflow s —

2023 saw higher income households facing the greatest amount of household cash pressure, and while lower-income households
saw some relief, this was not enough to counteract the significant reduction seen across 2022.

Spending growth and household inflation in 2021 — 2022 Spending growth and household inflation in 2022 — 2023
Income distribution by percentile Income distribution by percentile
Spending Change in household Household Spending Change in household Household
growth cash position inflaton . gr(iwih _________ c_as_h posit_ioE —— . inflation
Highest 10% . 6. 11.1% E Highest 10% 2.0% 56.4%  while
80-90% . . 11.4% ' 80-90% £ 150 660 (  Migher
X 0 income
70-80% 11.6% ! 70-80% ©1.3%:16.6% | households
1 1 were worse
60-70% 11.6% :_ . _6_0_—7_0_0/2 _________________________________ 1 ._13/0_: 6.5% affected in
50-60% 11.7% 50-60% 0.1% 6.5% 2023
" 1
40-50% 121% | [Initally, 40-50% -0.5% 6.6%
Fmmmmm-- T lower 1
| 30-40% 1122% \  income 30-40% 0.7% 6.5%
: . households . 1
1 20-30% 1 12:2% | experienced 20-30% 0.5 6.6%
. 10-20% 2 1209, |(he greatest 10-20% : 6.5%
1 1 household
|Lowest 10% 1 inflation Lowest 10% 6.5%
== 1 T T T 1 1 1 T T I T T T T T T T
0% 2% 4% 6% 8% 10% 12% 14% 16% -4% -2% 0% 2% 4% 6% 8% 10%
Key
|- . Spending growth  :::: Change in household cash position ~ #% Household inflation

B Teneo 24



Household net cashflow B —

Pressure on higher inc_:ome h_ousehqlds has b_een driven by increasing mortgage costs, with private Key takeaways
mortgage holders seeing their housing costs increase by an avg. of 17% p.a.
Change in monthly housing expenditure Change in median household inflation by housing type Rising interest rates have
Change percentage between Sept 2022 — 2023 Housing type between Sept 2021 — Nov 2023 significantly increased
repayments for variable and
) i Change in . expiring fixed rate
18% 17% Spenand household cash Fusenold mortgages, driving elevated
16% - postton household inflation.
04 S
14% Private Owned (mortgage)
12% A .
Mortgage holders typically
10% A g occupy the higher tax
8% - brackets, adding additional
Private Owned (no-mortgage) pressure through reduced
6% A 4% wage growth.
4%
2% A -
’ Private Rented Social housing renters
0% - remain less affected due to

Social Housing Private Rented Private Owned Private Owned
(mortgage) (no-mortgage)

capped annual price
increases (typically CPI of

Total Social Housing the previous FY + 1%),
house. | 41m 5.2m 9.0m 10.1m though steeper increases
holds * may be seen next year.

0% 5% 10% 15% 20%

B Teneo 25



Household net cashflow e —

The level of exposure to inflationary pressures seems to be higher amongst the 30-49 year old
demographic, largely due to rising mortgage costs and limited increases in disposable income.

Change in household inflation by age group
Age group between Sept 2021 — Nov 2023

Spending Change in household Household
growth cash position inflation

30-49 year olds faced the

largest decline in cash

Older than 75 20.2%

position, driven by high
housing mortgage costs,
65-74 which dominated their
spending and lower
disposable income growth
50-64 vs. other age groups. This is
because they are typically
30-49 among the highest earners,
who experienced lower gross

wage growth coupled with their

Less than 30 18.1% . .
’ income being fully taxable and
t T T T T subject to higher tax rates.
0% 5% 10% 15% 20%
Key
|- [l spending growth 5 Change in household cash position ~ #% Household inflation
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Despite small
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be constrained




2024 UK Economic and Consumer Forecast

What is likely to happen to spending in 20247

Despite the recovery in household incomes expected for 2024, we do not anticipate this to translate into significant increases in

consumer spending.

O

=)
=

lo

Consumer spending remained stronger
than expected despite real wage decline

Consumer confidence remains low

D

O
@]

Household real income remains below
2021 levels

Many private mortgage holders are still
anticipating rate increases

Many households have accumulated
debt

) & By E

2024 elections will contribute to greater
consumer uncertainty

Details

Retail sales remain strong, driven by higher prices; however, we
are observing falling volumes

The cost-of-living crisis has significantly damaged consumer
confidence; however, with inflation falling, the Jan '24 consumer
confidence index reached levels not seen since Jan 22

Despite real wage growth, households’ cash position will be below
2021 levels due to rising mortgage costs and income tax band
freezes

In 2023, average monthly mortgage repayments rose by ¢.60%
for mortgages up for renewal, leading to a reduction in spend of
50p for every £1 increase?

Unsecured debt increased by ¢.7.5% YoY in 2023, with default
rates spiking at the end of 2023

Upcoming elections may unsettle consumers due to potential
policy decisions (e.g. Labour planning to charge VAT on private
school fees)

Future outlook

C.60% of adults are spending less on non-essentials; with real
household incomes falling, no major improvement is expected in 2024

Despite this improvement, consumer confidence is expected to
remain low due to uncertainty around elections, inflation, interest
rates and geopolitics

Amid real wage growth, real household incomes are forecasted to
grow, but will likely remain below 2021 levels until H2 2024 at the
earliest

Around 1.5m borrowers are due to come to the end of their fixed
rate deal in 2024, with significant increases on their current rates
expected

This trend is expected to continue in the medium term, with
household unsecured debt forecasted to rise by 11% in 2024,
before reaching record levels in 2026

The Spring budget is expected to include tax cuts, potentially
providing some respite for consumers

While some increases in spending are expected, we do not expect this to be significantly above the levels observed in 2023

Source(s): ONS; OBR; Bank of England; Guardian; TUC; Teneo research and analysis
Note(s): 1. Based on “How are households adjusting to rising mortgage costs?” insights as part of the biannual survey held by the Bank of England between 30" August and 19" September 2023
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Consumer spending and behaviour changes

Consumers have indicated that they expect to spend less on eating out, clothing and leisure travel, and the majority are feeling less

secure financially as they enter 2024 vs. 2023.

Sense of financial security in 2024 vs. 20231

100% -

90% A

80% A

70% A Key

60% - . Less secured
50% A . No change
40% - B vore secure
30% A Not sure
20% A

10% -

0% -

Financial security vs. 2023

Expected level of spending vs. 20241

Not sure

Increase spending

No change

Cut spending 58%

Level of savings going into 202412

57% of
consumers
No savings

Less than a month's...

1-3 months' income

3-6 months' income 13%

6-12 months' income

Over 12 months'...

41% of consumers are feeling less
secure in their finances as they enter
2024 compared to 2023

58% of consumers anticipate cutting
their spending in 2024, planning to save
on eating out, clothing, leisure travel and

experiences

€.60% of consumers expect to enter 2024
with less than 3 months’ income
savings, and, of those, ¢.20% with no
savings at all

Source(s): KPMG; Teneo research and analysis

Note(s): 1. Survey based on 3,000 UK consumers from across UK regions and age and income groups were surveyed online by One Poll from December 1 to 11 2023. They consisted of: 30% homeowner, mortgaged; 31% homeowner, no
mortgage; 33% renter; 6% live with parents;14% with children,13% with pets; 2. Reproportioned to exclude ‘Prefer not to say category’

k' Teneo
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Credit card default rate

Alongside reductions in spending, we are beginning to see rising credit card defaults indicating
that consumers are still repaying historical purchases and potentially postponing new purchases.

Change in credit card default rate (past/next 3 months)
Change in % of total defaults

60% -
40% A

20%

T 1 T T T AI T T T T T T T T
(20%) - e
H2 2023 saw an increase in
(40%) A credit card defaults
(60%) -
1 | @2 | @3 | @ | o1 | @2 | @3 | @ | o1 | @2 | @3 | @4 | o1 | @2 | @3 | a4
2020 2021 2022 2023
Key
|- = Past three months = Next three months

B Ieneo

Credit card users experience
financial difficulty

i

€.32% of UK credit card
users always only pay the
minimum amount. While
this group generally has a
low credit card limit, they are
prone to getting into
financial difficulty.

Buy Now Pay Later (BNPL)
use is rising, with c.48% of
UK adults using it in 2023.
Of those who missed or
made a late payment in the
last 12 months, ¢.29%
borrowed money to make
repayments, generating
further debt.
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Mortgage default rate

Mortgage arrears are rising, highlighting the pressure some households are facing to keep up with
repayments. Large increases in arrears across the market may trigger upticks in repossessions.

Arrears and repossessions on residential loans to individuals

% of total number of loans

1.6 A

1.4
1.4 - 13 1.3

13

1.2
1.0
0.8
0.6
0.4
0.2

0.0
Ql | Q2 ] Q3 | Q4 | Q1
2019

Source(s): BOE; FCA; Teneo research and analysis
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0.0
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Key
. In possession . In arrears

Mortgage arrears will
continue to rise with more
homeowners needing to
refix their rates.

AL The number of mortgages
@ in arrears is expected to

increase by approximately
8% between Q1°24 and
Q4’25. This is due to the
growing number of
homeowners that will need
to refix their interest rate
since the rate rises.

expected to start reducing
interest rates in 2024,
causing the first lenders to
reduce mortgage rates
towards the end of 2023.
For 2024, the rates are
expected to drop below
5%, but this is still
significantly higher than the
December 2021 average of
2.24%.

%\I"& The Bank of England is
|
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GDP forecast

Pressure on household spending is impacting GDP, partly causing the technical recession in Q4°23. We expect low and stagnating
growth to continue in 2024.

Real GDP quarterly growth 2021-2025 Impact on

2.0% - GDP
0 Teneo forecast

Materiality | Description

Although consumer spending has held up for longer

1.5% A . .
go:;éjir:er than anticipated, we expect a fall in Q1 2024,
P 9 thereafter remaining low throughout the year
1.0% -
Despite a small increase in UK household financial
0.5% H B positions, UK households will still be worse off than
AT LTSS LTSS .
/z'f.Fz'?f.z'z‘.'z'z?ff.z‘z'B'.z'f?z'?f.z'f.z'f.z'f.z'f.ff.ff.ff.ff.ff.ff.ff.ff.ff.ff.ff.f. in 2021
A T T TS T TS5 g i
0.0% T T [ e =
SR - With interest rates thought to have peaked and
i Housing mortgage approvals on the rise, the housing market is
-J.070 7 market expected to remain relatively flat, with predictions
around -1.5to 1%
-1.0% A
Chinese L China’s GDP growth, though still strong, slowed in
-1.5% - economy 2023 with a similar outlook for 2024

Businesses are shifting from a period of excess

Key
2.0% 4 [. Teneo forecasted range

Investment demand to one of excess supply with high costs of
250 J outlook capital due to higher interest rates; business
2021 Q3 2022 Q3 2023 Q3 2024 Q3 2025 Q3 investment is set to fall in the near term
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About Teneo

The Global CEO Advisory Firm

Teneo is the global CEO advisory firm. We partner with our clients globally to do great
things for a better future.

Drawing upon our global team and expansive network of senior advisors, we provide
advisory services across our five business segments on a stand-alone or fully integrated
basis to help our clients solve complex business challenges. Our clients include a significant
number of the Fortune 100 and FTSE 100, as well as other corporations, financial
institutions and organizations.

Our full range of advisory services includes strategic communications, investor relations,
financial transactions and restructuring, management consulting, physical and cyber risk,
organizational design, board and executive search, geopolitics and government affairs,
corporate governance, ESG and DE&I.

The firm has more than 1,600 employees located in 40+ offices around the world.

© 2024 Teneo. All rights reserved. This material was produced by Teneo for use solely by the recipient. This
communication is intended as general background research and is not intended to constitute advice on any particular
commercial investment or trade matter or issue and should not be relied upon for such purposes. The views expressed
here represent opinions as of this date and are subject to change without notice. The information has been obtained
from sources believed to be reliable but no guarantees can be given as to its accuracy, completeness or reliability. No
part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by any means,
electronic or otherwise, without the prior consent of Teneo. Teneo refers to Teneo Holdings LLC and its affiliates.
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