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United Kingdom 
The UK economy expanded by a modest 0.3% in 2023, but performance was uneven across the 
year. The early part of the year saw a modest expansion in output as consumer and business 
confidence recovered after the financial market turbulence seen in the Autumn of the previous 
year.  The significant fiscal loosening announced by the then Chancellor was reversed, restoring 
market confidence and lowering government borrowing costs. 

However, significant cost of living pressures on households from the spike in inflation continued 
to weigh on demand throughout 2023 and the economy tipped into a short and shallow recession 
in the second half of the year. Post-pandemic supply chain disruptions and the sharp rise in 
energy and other commodity prices following the invasion of Ukraine contributed to pushing CPI 
to over 11% at its peak in late 2022. Inflation averaged 7.3% in 2023, with significant increases in 
food and energy costs squeezing household budgets and business profit margins.  

Despite the contraction in GDP in the third and fourth quarter, this was more modest than many 
forecasters had expected. Moreover, the labour market proved resilient throughout 2023. The 
unemployment rate held at around 4% throughout the year. Post pandemic inactivity rates, 
however, remained elevated with a notable and persistent rise in long term sickness. Tight labour 
market conditions as well as cost of living pressure contributed to strong growth in earnings 
across both the public and private sectors, though it was not until late 2023 when wage growth 
outpaced inflation, leading to a rise in real incomes.  

In response to rising inflation and growing evidence that it had become more persistent and 
broad-based, the Bank of England continued to increase interest rates throughout the year. Bank 
Rate rose from 3.5% at the start of the year to 5.25% in August (its eventual peak).   

The hangover from the spike in gilt yields at the end of 2022 also continued to impact on 
households and businesses in 2023. The early months of 2023 saw an expected, pronounced, 
contraction in house purchase lending, as cost-of-living pressures and higher interest rates have 
further raised the bar for affordability, bearing down significantly on effective demand. In 
addition, those refinancing their mortgage as fixed-rate deals ended faced a significant payment 
shock given the higher interest rate environment.  

Higher interest rates, as well as increased demand uncertainty also fed into a lower appetite for 
business borrowing, particularly amongst smaller businesses, which were also continuing to pay 
down pandemic lending in 2023. Nevertheless, the recovery in business investment continued, 
at a more modest pace, during the year aided by some businesses bringing forward investment 
to take advantage of tax incentives.  

While 2023 was another challenging year for UK households, data pointed to a relatively modest 
increase, in aggregate, in repayment difficulties. There were rises in mortgage arrears throughout 
the year, but levels remained low by all historic comparisons. There was a similar trend in other 
unsecured consumer credit, though inevitably these trends were asymmetric across the income 
spectrum. 2023 Q1 saw the first contraction in the aggregate level of deposits as households 
accessed savings built up through the Covid-19 era of restricted consumption activity to cover 
higher monthly spend. 



82 | P a g e  
 

Furthermore, to support households mortgage lenders, representing some 90% of the market, 
signed a ‘mortgage charter’, which permitted mortgage customers to temporarily switch to 
interest only payments or extend their mortgage term in addition to business-as-usual 
forbearance. This was accompanied by a large consumer awareness campaign, coordinated by 
UK Finance.  

Turning to the evolution of payments, even after the covid-related lockdowns were over and 
economies fully reopened, more long-term changes had been introduced to the way that we live, 
and this has in turn affected trends in payments. In 2022 the total number of payments in the UK 
economy rose by 13% as consumers made a larger number of smaller value payments; post-
pandemic travel patterns changed and there was further growth in ‘buy now pay later’ services. 
There trends persisted in 2023, but with a more modest growth in total payments of 5% in 2023. 
The total number of payments made in the UK increased to 48.1 billion payments in 2023, 
45.7 billion payments in 2022. The number of payments made using both debit cards and credit 
cards increased in 2023. Further, the share of payments made using cards, which had increased 
to 59% of all payments during 2022, increased further to 61% of all payments in 2023. 
Contactless payments continued to be popular, with almost four out of ten (38%) of all payments 
made in the UK during 2023 being made using contactless cards. 

The total number of cash payments made in the UK during 2023 fell to 6.0 billion payments from 
6.4 billion payments in 2022. As a result, one in eight payments (12%) made in the UK during 2023 
were made using cash, a reduction from 14% in 2022. Cash remained the second most frequently 
used payment method in the UK in 2023. 

There are more than 370 monetary financial institutions (MFIs) in the UK. Just under half the 
sector balance sheet (48 %) is held in GBP, 17% in € and 35% in other currencies. Total balance 
sheet assets of €10.7 trillion represented the largest banking sector in Europe  

In cross-border services, the UK financial services sector has historically generated a balance of 
payments trade surplus. In 2023, the surplus was €84.2.2 billion, an increase of 14% compared 
with 2022 and over two-fifths of the UK’s total trade surplus in services.  

The UK banking sector contributed an estimated 4.7% of UK tax revenue in FY 2023/4, a greater 
proportion than its share of UK gross value added. The total tax contribution of the sector was an 
estimated €51 billion, the highest in the ten years this has been calculated. The estimated tax 
contribution is split between employment and other taxes collected (26%) and corporation and 
other taxes borne (74%).  
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