
UK: ADDITIONAL BUDGET COULD SETTLE THE STRIKES
UK public finances have been given a much-needed boost. The Office for Budget 
Responsibility initially forecast government borrowing to surpass £177bn this 
financial year. However, with only two months until the fiscal year ends, borrowing 

is currently running £30bn lower than expected. This comes as good news for Chancellor 
Jeremy Hunt, with the Spring Budget due in three weeks’ time. Higher than expected tax 
receipts have contributed to the improvement; self-assessed income tax receipts reached 
their highest January figure since records began, at £21.9bn.

At a time of mass discontent across UK public sector workers, the additional cash could 
prove useful to the Chancellor and the Prime Minister. Strike action has escalated recently 
following a string of unsatisfactory pay rise proposals. Workers want to see wages pulled 
up in line with inflation. Sunak is now said to be exploring a 5% pay rise for public-sector 
workers, in addition to a backdated payment, which is likely to satisfy unions.
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NO SALAD BUT AN EXTRA £30 BILLION FOR THE CHANCELLOR
After competing to sell the most during Christmas, supermarkets now pulling products from the shelves. This week, Tesco, Asda and Morrisons 
rationed a selection of salad products, such as peppers, cucumbers, lettuce and the fruit – not salad – the humble tomato. The shortage is 
expected to last for weeks. Environment secretary, Thérèse Coffey, was booed by farmers who blamed the shortages on poor weather conditions 
in southern Spain and North Africa. 

UK farmers have campaigned for more support from government, with the rising costs of energy, feed and fertiliser impacting production. The 
good news is that energy prices have started to fall, and this should impact the cost of fertiliser.  Ultimately this should filter through to inflation 
which has started a downward path. Central banks have considered the change and according to the US interest rate setting committee - the 
Federal Open Market Committee - it was central to the decision to slow down to a 0.25% rate increase in interest rates in February. 
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EUROZONE: IMPROVED BUSINESS ACTIVITY ADDS TO RATE EXPECTATIONS
Business activity growth in the eurozone surpassed expectations in February to hit 
a nine-month high. The eurozone’s composite purchasing managers’ index (PMI) 
rose to 52.3 from 50.3 in January; a measure which, when above 50, indicates 

increased levels of economic activity. The strength of the eurozone economy was put to the 
test following Russia’s invasion of Ukraine but a milder winter reduced energy usage before 
fuel prices began to fall. In the UK, the outlook is improving with composite PMI also rising, 
reaching an eight-month high of 53.

January’s consumer price inflation reading in the Euro area has been revised slightly higher, 
from 8.5% to 8.6%, but remains well above the European Central Bank’s 2% target. Markets 
are expecting the ECB to continue to increase interest rates to all-time highs in order to bring 
inflation down, with the resilience of the economy giving them flexibility. By September, 
economists believe the rate of interest on the continent could reach 3.75%.

EQUITIES: DEFENCE INDUSTRY BENEFITTING FROM PROLONGED WAR
The escalation of geopolitical tensions in recent months has been concerning for 
the world, but it has caused shares in defence companies to surge. Since the start 
of 2022, the share price of BAE Systems has increased by 60%. Russia’s invasion 

of Ukraine sparked an initial rally which fizzled out through Autumn. Since then, there has 
been a realisation that the war will not conclude soon, with investors looking to capitalise 
on the promises of increased military spending by western states.

New orders for BAE Systems amounted to a record value of £37bn in 2022. The FTSE 100 
group generate much of their earning in US dollars, so also benefitted from the improved 
exchange rate against sterling. The performance of US group, Raytheon, was not quite 
as eye catching, but its share value still rose over 20% in 2022 thanks to the robust sales 
of fighter jets, helicopters and missiles. Looking ahead, they have recognised anti-ship 
missiles as a large growth opportunity due to increased tensions between the US and China. 
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