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UK: DOMESTIC ECONOMY HUMMING, BUILDING IMBALANCES 

Berenberg Macro Flash 

 

 2013Q4 GDP, 3rd 
estimate, % qoq 

Index of services, % 
mom, Jan 

Current account 
balance, Q4 

Latest 0.7% 0.4% -£22.4bn 
Previous 0.7% 0.3% -£22.8bn 
Consensus 0.7% 0.3% -£14.0bn 
Berenberg 0.7% 0.2% - 
 
The UK domestic recovery is humming along nicely and should continue to do so, with real wages finally starting to rise, 

confidence soaring and interest rates very low. Q4 2013 GDP growth was confirmed at 0.7% qoq in today’s release. The 

detailed data revisions were favourable. The contribution of inventories was lowered considerably and net trade is now 

estimated to have bounced back from the disastrous Q3 performance. Together that suggests less risk to growth through 

2014 – before there had been the possibility that firms would need to cut their rate of inventory build-up. The recovery has 

also broadened out to investment now, whose growth was raised to 8.7% yoy in Q4. That bodes well for GDP growth this 

year and next. Strong service sector growth in January poses upside risks to our 0.7% qoq GDP growth call for Q1. Helped 

by real wages gathering pace and continued low interest rates, we expect the UK economy to grow 3.0% in 2014 and 3.3% 

in 2015. 

 

This looks increasingly like a normal cyclical recovery in the UK. Loose monetary policy is encouraging households to spend 

more and save less. The household saving rate fell to 5.0% from 5.6% in Q3 and will probably keep on falling over the next 

two years as monetary policy increasingly gets traction and confidence rises. Data this morning showed consumer confi-

dence hitting its highest level since 2007, while household confidence in the economic outlook was close to a 16 year high. 

Those trends certainly do not point to any stabilisation of the saving rate soon. Net trade made a solid positive contribution 

to fourth quarter growth, but that is unlikely to herald a period of exporting prowess for the UK. The positive contribution 

is just a bounce back from the disastrous third quarter trade performance. Indeed, taking the two quarters together, the 

UK’s real trade balance worsened over the second half of last year.  

 

This looks like a domestic recovery and it is quacking like one. Hence the UK’s colossal balance of payments deficit is show-

ing no signs of closing. The UK current account deficit was £65.7bn in 2013, or 4.4% of GDP. It was 5.6% of GDP in Q4. 

The authorities have engineered a recovery, which should be celebrated. It is much better than stagnation. But the UK is 

storing up big problems for the future. A current account deficit is unlikely to cause a crisis in the near-term. The UK has a 

good net asset position with the rest of the world and the economy is growing faster than elsewhere. But the Bank of Eng-

land and the government will need to alter their strategy to avoid trouble in the longer term. That means dialling down the 

stimulus sooner than the BoE is currently planning, removing subsidies from the housing market, and generally aiming for 

slower domestic growth in order to erode the imbalances that are building up. We expect the first 25bp rate hike in Q1 

2015, followed by three more 25bp hikes by the end of the year. We see a 30% chance that the first hike comes in Q4 2014. 
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 Q4 2013 Q3 2013 Q2 2013 Q1 2013 
GDP, % qoq 0.7% 0.8% 0.8% 0.5% 
Household consumption, qoq 0.4% 0.9% 0.1% 0.9% 
Government consumption, qoq 0.0% 0.6% 1.4% -0.5% 
Gross fixed capital formation 1.9% 1.9% 4.0% 0.9% 

Business investment, qoq 2.4% 2.4% 0.9% 2.8% 
Stockbuilding, contribution to 
growth, qoq 

-0.8pp 1.0pp -0.2pp -0.6pp 

Exports, qoq 2.8 -1.9% 2.5% -1.0% 
Imports, qoq -0.4% 1.5% 2.3% -2.4% 
Net trade, contribution to growth, 
qoq 

1.0pp -1.1pp 0.0pp 0.5pp 

 
 

This message has been produced for information purposes for institutional investors or market professionals, it is not a 

financial analysis within the meaning of § 34b or § 31 of the German Securities Trading Act (Wertpapierhandelsgesetz), no 

investment advice or recommendation to buy financial instruments. The message does not claim completeness regarding the 

information on the developments referred to in it. On no account should it be regarded as a substitute for the recipient’s 

procuring information for himself or exercising his own judgements. The message may include certain descriptions, state-

ments, estimates, and conclusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or consequential loss or damages of 

any kind arising out of the use of this message or any part of its content. -- For full economics reports please visit our 

website or contact capitalmarkets@berenberg.de.  
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