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BOE: HOLDS AMID SLOWING GROWTH 

Berenberg Macro Flash 

The BoE kept interest rates on hold today, as expected, amid increasing signs of easing momentum in the UK. To 

date the UK has seen only a gentle slowdown from elevated rates of growth, so we would caution against exaggerating the 

change in tone of the latest data. After-all, the UK grew 0.9% qoq in Q2, and business surveys continue to signal strong 

domestic momentum. The fall-out from Russia’s aggression in Ukraine and the related stalling in Eurozone growth is so far 

confined to the relatively small manufacturing sector. Manufacturing cycles are highly synchronised across countries, with 

the UK industrial sector moving particularly closely with Germany’s manufacturing sector. We look for UK GDP growth to 

slow to 0.6% qoq in Q4 from 0.9% in Q2. The key question for interest rates is whether growth will pick-up again next year, 

and whether the labour market continues to tighten regardless of the slightly softer patch for UK growth ahead. The risks 

come mainly from overseas. 

 

If the shaky ceasefire in Ukraine holds, German sentiment could begin recovering by the end of the year and help 

keep the British slowdown mild. That is our base case and there is plenty of support for it in the latest data. The Q3 

British Chambers of Commerce this morning, for instance, showed investment intentions holding up well, suggesting that 

firms are not planning for an extended, or deep, deterioration in growth. Moreover, hiring intentions rose to a record high 

for manufacturers and was highest since Q2 2007 for services firms. Firms confidence in their future turnover and profita-

bility remains strong. In the PMI’s service sector firms confidence rose to a three-month high in September. We look for 

UK growth to pick-up again into next year as Eurozone problems ease, while rapid jobs growth should keep unemployment 

falling quickly and the BoE on track to hike rates next February. 

 

But risks. That is our base case but, of course, the signs of UK slowing pose risks. So far there is little sign that the manu-

facturing slowdown is spreading to UK domestic demand. It is those indirect effects of troubles abroad that are hard to 

predict but also could lead to slower UK growth than we are projecting. The disastrous August hard data from Germany 

point to downside risks for our UK growth calls, but we would caution against taking those data at face value. German 

industrial orders, industrial production and exports all declined sharply in August, but that month-on-month decline is large-

ly a result of late school holidays leading to an unusual pattern of factory closures. The German data have slowed considera-

bly, but not as sharply as those monthly data signal. Still, the key point is that if Eurozone, and especially German, sentiment 

and growth does not turn up over the next few months then the BoE could delay a rate hike. Our base case is that the BoE 

will hike in February, but latest developments raise the risk that the BoE will wait longer to hike. 

 

   


