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UK: UNCERTAINTY HITS UK SERVICE SECTOR 

Berenberg Macro Flash 

 
 Services PMI,  

October 

Latest 56.2 

Previous 58.7 

Consensus 58.5 

Berenberg 58.0 

 
Uncertainty created by troubles abroad and recent financial volatility hit UK services firms in October, with the 
services PMI falling to a 17-month low of 56.2 in October, down from 58.7 in September. The composite PMI fell to 55.8 
from 57.5, the weakest since May last year. This reinforces our sense of caution about UK growth over the next couple of 
quarters. The UK can easily ride out the effect on the internationally exposed manufacturing sector of escalating geopolitical 
tensions hitting core-Europe. Manufacturing is after all only one-tenth of the economy. But there are gathering signs that a 
slowdown so far confined to industry has created uncertainty that is now spreading a little to the domestic economy, with 
construction and services firms noting evidence of uncertainty beginning to affect client decision making. We have factored 
into our forecasts some spreading of the manufacturing slowdown to the domestic economy. These trends are so far more-
or-less in line with that, but further drops in the services PMI from here would be a challenge. 
 
Keep some perspective, the PMI is still strong and the sharp slowdown may be a flash in the pan. New business 
flows remain very strong and firms are sufficiently enamoured with the UK’s prospects that they are still hiring strongly. 
Indeed, the recent almost unbelievably strong PMI readings – with the services PMI peaking at 62.5 in October last year – 
may have biased perceptions. The hard data were never that strong, and the PMI has now returned back to more believable 
levels. Today’s reading of 56.2 is still above the long-run average for services and does not signal any challenge really to the 
view that the UK will continue to grow at around trend rates. As geopolitical tensions ease and Eurozone growth improves 
gradually, we expect many of the worries that should pull UK growth down a little in Q4 to dissipate early next year, allow-
ing UK growth to pick-up again. We look for 0.6% qoq growth in Q4, picking up to 0.8% qoq by Q3 next year. Indeed, to 
the extent that the recent PMI drop was related to the bout of financial market volatility through October, we could well see 
a bounceback next month. That being said, for now we have to get used to more average rather than spectacular PMI read-
ings. Firm’s expectations for growth over the next twelve months, a decent leading indicator, are a little below their histori-
cal average. 
 
Rate hikes off the table this week, and most likely for the next six months. Low inflation and wage growth give the 
BoE no pressing reason to hike rates now, while the mild growth slowdown now underway along with downside growth 
risks in the near-term mean rate setters are unlikely to see a need to hike until the middle of next year. We look for the first 
hike in June. Escalating geopolitical tensions hitting the Eurozone have triggered this slightly softer patch for the UK, and 
with inflation close to 1% the BoE will wait until the worst of the uncertainties have passed before considering a hike. We 
look for those troubles to fade over the next couple of months, with Germany turning upwards again from early next year. 
The fighting in Ukraine appears to be frozen, while the recent gas deal with Russia suggests Putin is backing off a little from 
more aggressive moves amid a seriously worsening Russian downturn. US-led airstrikes have apparently started to halt the 
advance of the Islamist terror militia in Syria and Iraq while Europe and the US have so far managed to cope fairly well with 
the few cases of Ebola that have come to them. Meanwhile, US and Chinese economic data remain sufficiently resilient 
despite some trend slowdown in China. In the UK, strong hiring should keep unemployment falling rapidly, meaning fading 
risks next year should bring rate hikes back onto the table for June. 
 
Politics could pose the biggest risk to the UK’s chances of a continuing strong expansion in 2015. With UKIPs 
surge prompting the Conservative’s to consider more extreme immigration policies and Labour seemingly suffering an im-
plosion of support in Scotland, the chances of an unstable government after the May-2015 election seem to be rising, as is 
the chance of Brexit. We do not expect doomsday scenarios to come to pass – we expect the UK to remain in the EU and a 
stable coalition government to emerge after the 2015 election – but those political risks are worth watching very carefully.  
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Services and construction weighted by shares in value added. Source: Markit, Berenberg calculations. 

 
UK Services PMI 
 OCT SEP AUG JUL JUN MAY 

Services PMI 56.2 58.7 60.5 59.1 57.7 58.6 

Source: Markit 
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