
Economy of United Kingdom and Challenges  

The United Kingdom (UK) comprises the whole of the island of Great Britain—which contains England, 

Wales, and Scotland—as well as the northern portion of the island of Ireland. The name Britain is 

sometimes used to refer to the United Kingdom as a whole. The capital is London, which is among the 

world’s leading commercial, financial, and cultural centers. 

The United Kingdom has a fiercely independent, developed, and international trading economy that was 

at the forefront of the 19th-century Industrial Revolution. Steady growth has made Britain’s economy, 

which has thrived ever since former Prime Minister Margaret Thatcher’s market reforms in the 1980s, the 

world’s fifth largest. 

As the Bank of England has highlighted, growth has lost momentum over the past year and the economy 

is limping rather than flying. Recently, UK’s economy has grown at the slowest annual rate in almost a 

decade, according to official figures. Year-on-year growth in the three months to end-September slowed 

to 1% from 1.3% in the second quarter. But the economy avoided a recession by growing 0.3% in the 

third quarter. Despite the economy expanding by 0.3% in the third quarter, it was not as fast as the 0.4% 

forecasted by economists. 

The different parts of economy that performed well are services and construction. The often-dominant 

services sector was the main driver to gross domestic product (GDP) growth in the three months to 

September 2019, growing by 0.4%. Manufacturing failed to grow. Production was flat in the three months 

to September and has not shown growth over a rolling three-month period since April. Part of this is 

undoubtedly Brexit related, but the UK economy faces deep-rooted challenges that need to be addressed. 

Fewer young people own homes 

Only 36% of those born in the late 1980s have become homeowners by the age of 30, compared with 55% 

or more of those born between the 1940s and the 1970s. Younger generations have seen the price of 

homes rise far more quickly than their salaries - the main reason for this change.  

Their average housing costs are about 20% higher than 20 years ago. Such rise in housing prices have led 

to the chronic under-supply of housing to buy and to rent which has also become the major barrier to 

labor mobility. 

 

 

 

 

 



Wages are £5,000 less than they might have been 

In terms of growth in productivity, the amount the UK's workers produce per hour worked has been 

unprecedentedly poor since the 2008 financial crisis. In the past 11 years, the amount workers produce 

every hour has grown by just 2.9%. That's about as much as it grew on average every 15 months in the 

preceding 40 years. As a result, productivity in the UK is now 19% lower than it would have been had the 

trend seen before 2008 continued. 

In the long-run, average living standards grow in line with growth in productivity. Average hourly wages 

are roughly at the same level now as they were in 2008. Given they usually rise every year, this means 

they are also 19% below where they would have been had long-term trends continued. A full-time worker 

on average hourly wages now earns £5,000 a year less than they would have done had the pre-2008 trend 

continued. 

Poverty among people who are working 

Low wages have had another knock-on effect - most people living in poverty in the UK are actually in 

working households.  

In 2017-18, 58% of all those below the poverty line (less than £248 a week income for a couple with no 

children) were either in paid work or living in a household with someone who worked. This figure 

compares with 41% two decades ago.  

 

 

 

 

 

 

 

 

 

In part, this reflects positive trends. There are fewer households where nobody works, and pensioner 

incomes have increased. But it also reflects the fact for low-income workers, wages are not growing as 

fast as housing costs. 

 

 



An ageing population 

As the UK's ageing population grows, so does the amount of money the UK spends on pensions and 

healthcare. In the past 30 years, spending on these areas has increased from 8.5% of national income to 

13.1%, in other words, a rise of £100bn.  

Problems with tax 

The UK government currently takes nearly 35p in tax from every £1 earned - the highest share it's taken 

since the 1940s. Having said that, many European countries raise more in taxes. But they tend to raise 

more from people on average incomes.  

 

 

 

 

 

 

 

 

 

 

UK, on the other hand, tends to rely on a small number of high earners for a lot of the tax it raises. The 

problem with this is that public finances are more vulnerable to changes in the income or behavior of high 

earners. If a relatively small number leave the UK, this can have an outsized effect on taxes.  

With the election coming in few weeks, the political parties and the government could focus on these 

challenges to combat slow economic growth.  
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