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UK: STRONG OUTLOOK BUT WITH POLITICAL RISKS 

Berenberg Macro Flash 

 
The UK outlook is strong, but the extended period of upside growth surprises may be coming to an end according 
to the quarterly Deloitte survey of UK CFOs. The respondents, including 31 FTSE 100 and 37 FTSE 250 CFOs, were 
generally upbeat. Uncertainty fell again while capital expenditure and hiring expansion plans remain very strong. Firms’ 
business confidence remains elevated, but it slipped a little in the second quarter. The leading indicators have steadied at 
elevated levels, signalling growth may be stabilising around its current strong rate. This bodes well for our forecast. We look 
for above consensus growth of 3.2% in 2014 and 3.3% in 2015. 
 
Firms look to expansion. The large corporates surveyed by Deloitte have shifted from defensive to expansionary strategies 
over the past year. For instance, increasing cash flow is now cited by 26% of CFOs as a strong priority, down from 40% a 
year ago. Expanding by acquisition is up from 21% to 25%. Consistent with that, risk appetite has increased. 65% of firms 
think now is a good time to take greater risk onto their balance sheets, compared with 25% in Q4 2012. 
 
Political risks are coming to the fore. Reflecting the strong growth outlook, corporates are much more worried about 
politics than economics. They rank next May’s general election and the possibility of a future Brexit referendum as greater 
risks than interest rate hikes, emerging markets or the Scottish referendum in September. A possible housing bubble is close 
to the bottom of worries. 
 
We concur. Small and gradual interest rate hikes are unlikely to derail what looks like an increasing solid recovery. The 
BoE’s early action on housing gives us some confidence that the nascent housing boom will not morph into a dangerous 
bubble, which would be worth worrying about. Political worries rank highly among our list of concerns, however. We ex-
pect Scotland to remain part of the UK, and the UK to remain part of the EU. The latest polls suggest the No to Scottish 
independence campaign has a 10-15 point lead. But there are significant risks to watch here. It looks like corporates are 
doing just that. For now, that monitoring is unlikely to materially affect hiring and investment decisions – indeed, firms 
report rapid expansions in both. But if the Conservatives win the next general election – the only way a Brexit vote would 
be guaranteed – and a referendum on EU membership approaches, there could be much more significant impacts as firms 
consider whether the UK is the right place to set up shop to export to the rest of the EU. 
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