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UK: SOLID GROWTH AND STRONG PROSPECTS 

Berenberg Macro Flash 

 
UK GDP, qoq, Q2 2014 

 

Actual:  0.8% 

Previous: 0.8% 

Consensus: 0.8% 

Berenberg: 0.7% 

 

Strong growth and solid prospects mean our call for a November rate hike remains on track. UK GDP grew 0.8% 

qoq in Q2, in-line with consensus estimates and the BoE’s forecast, and the fifth quarter of expansion at or above trend 

rates. There had been a risk that weak manufacturing and construction data for May would drag growth down to 0.7%, but 

in the end services saved the day. Output has now surpassed the 2007 peak, marking an extremely slow recovery from the 

financial crisis. Although today’s data were in-line with expectations, each strong hard data reading means the UK sidesteps 

another potential banana skin on the recovery path and could raise the conviction of BoE rate setters that the recovery is 

resilient, that it will feed through to wage growth in time, and that a November rate hike is appropriate. We see a 60% 

chance the BoE hikes by the end of this year. 

 

Growth was not balanced this quarter. The service sector was strong while manufacturing and construction were weak. 

The longer the recovery remains unbalanced the less sustainable it seems to aim for growth continuing around these rates. 

But the BoE cannot do anything about the balance of the recovery with interest rates. We certainly do not see the weakness 

in manufacturing this quarter as being any reason for the BoE to target a lower exchange rate. 

 

Putin, not the pound, is the main risk to growth. With monetary policy still very supportive, fiscal austerity having eased 

back, employment booming and consumer confidence riding high, we see few reasons for an impending slowdown and 

instead expect the UK economy to continue expanding at around its current solid rates. Most leading indicators point to 

growth in excess of 3% annualised. The strengthening pound is one potential drag, but the currency remains at competitive 

levels and manufacturers coping well. The CBI industrial trends survey this week recorded the fastest growth in new orders 

since 1995, for instance. Putin, not the pound, poses the biggest risk to the UK recovery. We do not expect an open Russian 

invasion of Ukraine, but it is the biggest tail risk to our optimistic outlook and needs to be watched very carefully.  

 
 Q2 2014 Q1 2014 Q4 2013 Q3 2013 

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

Services 1.0% 0.8% 0.7% 0.7% 

Industrial production 0.4% 0.7% 0.4% 0.7% 

o/w manufacturing 0.2% 1.5% 0.6% 0.9% 

Construction -0.5% 1.5% 0.5% 2.8% 

 
Source: UK Office for National Statistics 



MACRO  NEWS  

2/2    

 

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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