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UK: BALANCED STRONG EXPANSION 

Berenberg Macro Flash 

 
 Services PMI, June 

Latest 57.7 

Previous 58.6 

Consensus 58.3 

Berenberg 58.0 

 
The UK is experiencing a balanced strong expansion that should result in a rate hike in November this year. The 
PMI’s signal accelerating UK growth in Q2. True, the services PMI eased in June. But it is at a still very strong 57.7 in June, 
from 58.6 in May and slightly below consensus expectations. The composite PMI rose to an average of 58.7 in the second 
quarter from 58.2 in Q1, signalling a pick-up in growth momentum. There is little sign that growth will slow from this rapid 
clip with forward looking aspects of the surveys remaining strong. Manufacturing new orders rose in Jun at their fastest pace 
since November 2013 while services firms’ new business flows jumped by the most in six months. Employment is booming. 
We expect the UK to grow by 0.9% qoq in Q2 and by above consensus rates of 3.2% and 3.3% in 2014 and 2015 respec-
tively.  
 
The UK is experiencing an increasingly balanced expansion. The manufacturing PMI has now caught up with ser-
vices, while construction continues to boom. In January, the manufacturing PMI was nearly two points behind services, 
whereas now they are neck and neck. The official GDP data paint a similar picture, with business investment rising very 
rapidly in the first quarter of the year. The recovery looks increasingly sustainable 
 
Booming employment strengthens the case for a November rate hike. The PMIs signal that further very rapid falls in 
unemployment are in prospect, which will put pressure on the BoE to hike rates earlier than they may have been planning 
on a few months ago. We see a clear case for hiking interest rates in November this year. Services firms reported a record 
increase in payrolls in June, while manufacturers said jobs numbers increased the most in 39 months. The tightening labour 
market is feeding through to better wage growth according to the PMIs. Services firms reported stronger pay growth, while 
construction firms recorded rapid input cost inflation. 
 
That prospect of a rate hike is a key risk to the rosy outlook. The first hike will inevitably be a big deal after interest 
rates have been at rock bottom levels for so long. Mark Carney made a bit of a hash of communicating the prospect of an 
earlier rate hike, with the message in his Mansion House speech coming as a shock after previous dovish comments. Markit 
report 85% of households now expect a hike within the next year, compared to around to 63% before Carney’s speech. Rate 
hikes rising up the agenda has the potential to cause some minor wobbles in sentiment indicators over the next few months, 
but we do not expect a very small interest rate hike to derail what is looking like an increasingly solid recovery. 
 
UK PMIs 
 
 JUN MAY APR MAR FEB JAN 

Services PMI 57.7 58.6 58.7 57.6 58.2 58.3 

Manufacturing PMI 57.5 57.0 57.3 55.7 56.5 56.5 

Construction PMI 62.6 60 60.8 62.5 62.6 64.6 

 
Source: Markit 
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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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