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UK MACRO UPDATE: GROWTH SLOWING, HOUSING STABILISING, 

ELECTIONS TONIGHT 

Berenberg Macro Flash 

GROWTH SOFTENING A LITTLE 

We cut our UK growth forecasts a little in early August as the economic fall-out from geopolitical tensions threatened to 

spread to the UK via manufacturing. The third quarter British Chambers of Commerce (BCC) survey, published this morn-

ing, confirms that process is underway, mirroring the message from the latest PMIs. Manufacturing sales growth slowed 

markedly. Services export growth is also showing some signs of easing, but domestic services sales continued to expand-

strongly. Specifically, the domestic manufacturing sales balance fell from 42 to 23, while for export sales it declined from 30 

to 16.  

 

So far this is a gentle slowdown from elevated growth rates. The resilience of domestic services sales is important. It shows 

that the fall-out from Russia’s aggression in Ukraine and the related stalling in Eurozone growth is so far confined mainly to 

the relatively small manufacturing sector. Manufacturing cycles are highly synchronised across countries, with the UK mov-

ing particularly closely with Germany’s manufacturing sector. It is little surprise then, to see the slowdown in spread to the 

UK. If the shaky ceasefire in Ukraine holds, German sentiment could begin recovering by the end of the year helping keep 

the British slowdown mild. We look for growth to slow to 0.6% qoq in Q4 from 0.9% in Q2 and then pick up again 

through 2015. For next year as a whole we look for 3.1% GDP growth, the same as our 2014 forecast. 

 

Aside from the slowdown being centred in internationally exposed manufacturing, there were plenty of elements in this 

latest survey to support our view that this will be a temporary slowdown. Investment intentions held up well in both manu-

facturing and services, suggesting that firm’s are not planning for an extended, or deep, deterioration in growth. This is key. 

Germany is suffering from geopolitical tensions not because of the direct export hit but rather because firms are delaying 

investment. There is little sign of that happening in the UK. Manufacturer’s confidence in their future profitability actually 

rose even further in Q3, reaching an all-time high. Both manufacturers and services firms planned to increase their hiring at 

an even faster rate than the already high Q2 readings. Indeed, employment intentions were at a record high for manufactur-

ers. For services the balance was the highest since Q2 2007. Manufacturing, and wider exports, are entering a soft-patch. But 

rapid jobs growth is likely to keep unemployment falling quickly and the BoE on track to hike rates next February. 

 

HOUSING MARKET STABILISING 

September’s RICS survey of estate agents showed price inflation slowed further, but there are signs of some stabilisation. 

The RICS price balance fell to 30 from 39, below consensus (and our) expectations of 36. That is still an elevated balance 

(the average since 1983 is 11) that signals roughly 10% yoy house price inflation. The ratio of estate agents sales to the stock 

of houses on their books, a reliable leading indicator for price inflation, fell a little further and signals just north of 8% yoy 

house price rises. 

 

Tighter new regulations have disrupted the market for longer than we had expected, which is why last week we shaved our 

house price forecasts to 8% gains for this year and next, down from 10% previously. But those problems from the so-called 

Mortgage Market Review (MMR) seem to be easing. The Bank of England’s latest credit conditions survey, published earlier 

this week, showed that banks planned to improve credit availability by the most in a year in Q4 after tightening significantly 

in the third quarter. Consistent with that, the forward looking elements of the RICS survey have begun to stabilise. The 

price expectations balance in the survey rose for the first time since last November, to 12 from 9. New buyer enquiries fell 

by around half as much as in August, new instructions to sell were almost flat after falling by their most since February last 

month. Sales expectations also picked up for the first time since May. There could be further mild subsidence in housing to 

come as fears of interest rate hikes put off buyers and the residual effects of the MMR continue to feed through. Those 

regulations along with tax changes and unilateral actions by banks will continue to hit London most, where valuations are 

most stretched. But the house price outlook remains for rapid price gains. Feeble house building will keep upward pressure 
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on prices, while interest rates will remain supportive a few more years yet even though they should begin gradually rising 

next year. 

 

CLACTON AND HEYWOOD AND MIDDLETON BY-ELECTIONS 

The United Kingdom Independence Party (UKIP) will probably win its first parliamentary seat tonight, following a by-

election in Clacton triggered by the defection of Conservative MP Douglas Carswell to UKIP. UKIP has taken support 

from both Conservative and Labour support, but the former more than the latter. By fracturing the vote UKIP makes a 

hung parliament, or unstable government, more likely after next year’s nationwide election. The polls give Labour a small 

lead at the moment. With the UK’s skewed electoral system, the Conservatives would need a wide lead in the popular vote 

to win a majority of seats in parliament. With a still large government budget deficit an unstable government could cause 

some economic damage, as would a Labour government in our view. 

 

It is probably the Heywood vote tonight that is more important than the headline grabbing Clacton election, however. 

Heywood is a Labour heartland. If UKIP won there, it would pose serious problems for Labour leader Ed Miliband and 

probably shift the balance towards the Conservatives in the race for power next year. However, polls suggest Labour should 

retain Heywood as they have a sizeable lead, even if UKIP have gained ground from the other parties.  

 

Perhaps the biggest issue is the potential for British exit of the EU (Brexit). If the Conservatives fail to win power next year 

while UKIP gain significant ground the former may be unable to contain their internal disputes over Europe. Instead of 

grasping the opportunity to reshape the UK with further devolution following Scotland’s independence referendum, the 

Conservatives may make themselves unelectable and hand further ground to UKIP. If so, the Conservatives and the prime 

minister as well as the UK could suffer. Markets could ultimately live with some political uncertainty, but they could not live 

happily with Brexit. We expect the UK to remain in the EU, as a small majority of the public now support that outcome. 

But it is a risk worth watching carefully.  
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