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UK: BROADENING RECOVERY 

Berenberg Macro Flash 

 

 Q1 2014 GDP, 

2nd estimate,  qoq 

Index of Ser-

vices, mom, 

Mar 

Public sector 

net borrowing 

ex 

fin.interventions 

Public sector 

net borrowing 

also ex APF 

Latest 0.8% 0.4% £7.4bn £11.5bn 

Previous 0.8% 0.2% £5.7bn (Apr 

2013) 

£9.5bn (Apr 

2013) 

Consensus 0.8% 0.3% £4.8bn £8.4bn 

Berenberg 0.8% 0.2% £6.4bn £10.4bn 

 

The UK recovery is broadening out to business investment, with signs that growth will accelerate in the second quarter. 

Total investment has contributed as much to growth in the past year as consumers (1.2ppts vs 1.3ppts, respectively) The 

gradual economic slowdown that the BoE is banking on is nowhere to be seen. UK GDP growth was left unrevised at 0.8% 

qoq in Q1 2014, in-line with consensus estimates. The first detailed breakdown of spending in the first quarter was positive, 

with consumption and another large rise in business investment driving growth. It is worth remembering though that these 

initial estimates of spending are often revised significantly. Next month should give a firmer read on the economy in Q1. 

 

Importantly for second quarter prospects, service sector output rose by 0.4% mom in March, above consensus expectations 

of 0.3%. Today’s data gives a solid base for the second quarter for the dominant service sector. It adds to a strong manufac-

turing performance in March as well. With construction likely to bounceback from a rain induced weak Q1, we expect GDP 

growth to accelerate to 0.9% qoq in Q2, and to reach 3.1% for 2014 as a whole. 

 

The one disappointment was exports. Net exports made no contribution to growth, though the prospects for exports are 

improving gradually now that Eurozone confidence indicators are returning to normal levels. Higher sterling may work in 

the opposite direction, but sterling is still well below its pre-crisis levels so it is unlikely to be much of a drag. The below 

consensus 0.6% qoq rise in total investment disguised positive news. Within that total, business investment rose strongly for 

the third consecutive quarter. Total investment was weaker as it was held back by a large (10.3% qoq) fall in government 

investment. That is unlikely to be repeated in Q2. 

 

Consumption grew faster than wage income in the first quarter. Compensation of employees rose 0.8% qoq, while con-

sumption (including non-profit institutions) rose 1.0% qoq in nominal terms. The saving rate will not be available until next 

month, when the statistics office also publishes measures of households non-wage income. But this tentatively indicates that 

saving may have fallen a little further. 

 

In other news public sector borrowing missed consensus expectations in April as income tax revenue was weak. That being 

said, we do not place much significance on the undershoot. The data are volatile from month-to-month. The economic 

recovery is proceeding strongly and broadening, and, while the deficit is still high it is gradually declining, from £118bn in 

2011/12 to £107bn in 2013/14 (excluding the one-off effects from the APF and Royal Mail Pension Fund transfers). 
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 Q1 2014 Q4 2013 Q3 2013 Q2 2013 

GDP, % qoq 0.8% 0.7% 0.8% 0.7% 

Household consumption, qoq 0.8% 0.4% 0.9% 0.1% 

Government consumption, qoq 0.1% 0.0% 0.6% 1.4% 

Gross fixed capital formation 0.6% 1.9% 1.9% 4.0% 

Business investment, qoq 2.7% 2.4% 2.4% 0.9% 

Stockbuilding, contribution to 

growth, qoq 

0.2ppts -0.8ppts 1.0ppts -0.2ppts 

Exports, qoq -1.0% 2.8% -1.9% 2.5% 

Imports, qoq -1.1% -0.4% 1.5% 2.3% 

Net trade, contribution to growth, 

qoq 

0.0ppts 1.0ppts -1.1ppts 0.0ppts 

 
 


