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UK: VERY STRONG GROWTH AND TIGHT CAPACITY 

Berenberg Macro Flash 

 
The UK is in the midst of a growth boom according to surveys. The second quarter British Chambers of Commerce 
(BCC) survey out this morning was just the latest survey to confirm that view. Manufacture’s domestic sales expanded at an 
all-time record rate (records start in 1989), while their confidence in future profitability growth also reached a record. In all, 
three balances were at an all time record compared to eight in the first quarter. It is probably proof that the economy is 
growing strongly when the way of summarising a survey is by resorting to counting the number of balances at their all time 
highs. The backward looking domestic and export sales figures as well as forward looking confidence balances point to 5.0% 
annualised growth in the second and third quarters of this year. 
 
Growth is steadying rather than accelerating now. That is nothing to be concerned about, as growth is stabilising at very 
healthy rates. Investment intentions slipped a little in manufacturing but remained elevated. Services capital spending plans 
remained more-or-less stable. There were superficial signs of a sterling effect, with export shipments growth slowing a little 
while domestic sales kept booming. But manufacturers are brushing off the currency appreciation. All export balances re-
mained well above their long-run averages. Once surveys reach such elevated levels they are bound to bounce around from 
quarter to quarter. And it would not be bad news if sterling is helping UK growth stabilise around 5.0% annualised, rather 
than the heady 6% rates signalled by the BCC survey six months ago.  
 
Productivity appears to be rising strongly. Capacity pressures eased a little despite strong growth, which signals that 
productivity must be rising rapidly. That would aid the sustainability of the recovery. Manufacturing capacity utilisation rose 
a little while it fell in the services sector, leaving the weighted average down a little. Recruitment difficulties fell for service 
sector firms and remained elevated for manufacturers. Overall, capacity pressures are still above their long-run average, but 
the good news is that they are not rising even with growth as strong as BCC members think. 
 
Still, capacity remains tight and growth is strong, meaning emergency low interest rates are no longer needed. 
Firms are operating above capacity and facing worse than normal recruitment difficulties according to the BCC. That points 
to little slack remaining in the economy, at the same time as growth is booming and interest rates remain at record lows. The 
BoE will, in our view, need to return interest rates to a more neutral setting over the next couple of years and should start 
hiking early so that it can keep the pace of increase gradual. Weak pay growth remains the key risk to our forecast for a 
November 2014 rate hike. The BCC survey somewhat puzzlingly, given recruitment difficulties and tight capacity, pointed 
to slowing pay settlements. Other surveys are stronger. For instance, the Recruitment and Employment Confederation Sur-
vey this morning reported starting salaries rising at a record pace. If pay growth does not pick-up through the second half of 
this year, the BoE may delay the first hike. We put a 60% probability on a November hike, and 40% on February 2015. 
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