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UK: SOLID START TO Q3 

Berenberg Macro Flash 

 
 Services PMI, July Composite PMI, July 

Latest 59.1 58.8 

Previous 57.7 58.0 

Consensus 58.0 58.0 

Berenberg 58.0 58.0 

 
A solid start to the third quarter. Some slightly disappointing data recently have posed the risk of UK growth slowing in 
the second half of 2014. But the chances of that were cut today by the services PMI surging to 59.1 in July, up from 57.7 in 
June and the highest reading since November. New business growth was similar to the 2014 high posted in June. Signifi-
cantly, demand from home and abroad apparently strengthened. Notwithstanding today’s figures, there is still plenty of 
water to flow under the bridge in Q3. Many leading indicators have softened recently while escalating tensions in Ukraine 
and approaching UK interest rate hikes pose a risk to the PMI remaining as elevated as today’s figure. Indeed, service sector 
firm’s confidence in the outlook was the lowest for eight months in today’s PMI. Still, today’s data mark a good start to the 
third quarter. We look for growth of 0.8% qoq in Q3 and Q4, and 3.1% growth for 2014 as a whole. 
 
The UK is cruising at strong growth rates. The data are no longer universally surprising to the upside, but in part that is 
because expectations have been pushed up by the UK’s strong run over the past year. Most leading indicators remain elevat-
ed. While there may, or may not, be some short-term slowdown – the evidence is inconclusive right now - it is harder to 
find reasons for any longer-term change in trajectory for the UK. Interest rates are likely to remain extremely supportive for 
quite some time to come, austerity has eased back and Britain’s main trading partner, the Eurozone, continues to expand 
modestly according to the latest PMIs. The UK’s housing market slowdown may be a cause for some caution, but that will 
probably prove temporary. As banks get used to time-consuming new mortgage rules, sales figures should improve again. 
 
We expect the BoE to respond to strong growth and falling slack by hiking rates in November. The PMI showed 
service sector employment continuing to surge while input cost inflation remained marked during July. Importantly, “there 
were reports from companies that a key driver of higher operating costs was an increase in wages.” That would tally with 
other survey evidence of improving wage growth but is at odds with the official data that still shows very weak wage in-
creases. With unemployment falling rapidly and anecdotal evidence of improving pay deals spreading, we look for wage 
growth to gradually grind up through the rest of this year and we expect the BoE to hike rates by 25 bps in Nov. 
 
UK Services PMI 
 JUL JUN MAY APR MAR FEB 

Services PMI 59.1 57.7 58.6 58.7 57.6 58.2 

Source: Markit 
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