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UK: CONSTRUCTION ADDS TO SIGNS OF SLOWING 

Berenberg Macro Flash 

 
August Trade balance 

£ mns 
Construction Output 
mom 

Actual -1917 -3.9% 
Previous -3079 1.9% 
Consensus -3000 0.5% 
Berenberg -2800 1.3% 
 
Construction adds to the signs of some slowing in UK growth. Construction accounts for only around 6% of the UK 
economy but its volatility gives the sector an outsized importance for economy wide growth. Building activity can also re-
flect confidence in the rest of the economy. The confidence of consumers to buy a house and firms to invest in new prem-
ises. That makes the sector important. Today’s hard data for August were weak. Construction output fell 3.9% mom, well 
below consensus expectations. That is completely at odds with the still red-hot PMI readings. Nevertheless, for now it 
leaves services as the last man standing in the UK economy. Given the synchronised manufacturing slowdown across Eu-
rope in response to geopolitical tensions, we expect UK growth to soften to 0.7% qoq in Q3 0.6% qoq in Q4 before picking 
up again next year. These construction data raise the risk that the slowing will not remain confined to manufacturing, which 
poses a downside risks to our forecasts.  
 
That being said, the weight of evidence suggests the UK remains relatively insulated from the manufacturing 
slowing. Yesterday’s British Chambers of Commerce (BCC) survey showed manufacturers still optimistic about future 
growth, and services output still strong. Focusing on construction, these latest figures should be taken with a bucket of salt. 
The August decline follows an upwardly revised 1.9% mom rise in July and the volatility in construction suggests a big 
bounceback is likely in September. The strength of most other construction indicators points to potential for upward revi-
sions in the future. Moreover, one explanation for the decline in output in almost all sectors in August (public house build-
ing was the exception) is ropey seasonal adjustment, whose effect could quickly reverse next month.  Taking a step back 
from the month-to-month volatility, the trend in construction output seems to have softened this year but output has con-
tinued to rise (see chart). We had factored relatively weak manufacturing and construction in the third quarter into our fore-
cast of 0.7% qoq growth, but these data pose a small downside risk to that.  
 
In other data today, the trade deficit narrowed markedly in August. The trade deficit, like construction, is volatile so it 
is perilous to place very much weight on one month’s data. Almost all the narrowing this month was just a correction of last 
month’s erratic unwind in the trade deficit. The trend remains little changed. The UK trade deficit remains sizeable as strong 
domestic demand drags in imports while exports are being hit by still weak Eurozone growth and recently weakening trade 
with non-EU countries.  
 
In the details, the trade deficit narrowed this month because of a fall in imports of ships, aircraft and precious stones which 
are extremely volatile. Those imports had been unusually high last month and have now returned to a more normal level. 
The trade balance is now also close to the average over the three months to June. Excluding oil and erratics, the volume of 
exports to the Eurozone has fallen 0.3% over the past three months while imports have risen 0.7%. Exports to non-EU 
countries are down 5.7% in the past three months, while imports have fallen 2.7%. This suggests trade could make a nega-
tive contribution to growth in the third quarter. 
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 AUG JUL JUN MAY APR MAR 

Trade Balance, £ mns  -3348 -2459 -2364 -2066 -1221 

UK construction output, mom, sa  0.0 1.2 -1.2 1.2 -0.2 

 
Source: ONS 
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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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