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UK: DOMESTIC STRENGTH 

Berenberg Macro Flash 

 
 Manufacturing PMI, 

November 
UK mortgage 
approvals, Oct. 

Latest 53.5 59.4k 
Previous 53.3 61.2k 
Consensus 53.0 59.0k 
Berenberg 52.6 58.6k 
 
Domestic strength keeps the UK economy ticking along. The UK manufacturing PMI rose to 53.5 in November from 
53.3 in October, reaching a four month high. UK manufacturing is resisting the weakness in the Eurozone on the back of 
strong domestic momentum this side of the Channel. New export orders fell again, especially from the EU, Russia and 
emerging markets, but domestic spending kept the show on the road. Job gains were the strongest for four months, signal-
ling that while industrial growth has slowed from the heady first half of 2014, manufacturers remain happy enough about 
the outlook to justify continued expansion. 
 
Upside risks? The PMI has averaged 53.4 in Q3 so far, up from 53.0 in Q4. That’s a pretty small change and we should be 
careful about the volatile PMI. But at the least it suggests manufacturing is not losing any further momentum. Retail sales 
growth also seems to be recovering from a soft summer period, rising 0.8% mom in October. With clothes sales still sub-
dued by the (relatively) good weather, there may be more to come from retail. Sharply lower oil prices, falling food prices, 
and cheaper mortgages rates also add to the feel-good factor heading into Christmas. Of course, the PMI for the dominant 
service sector will be much more important for judging momentum – we expect it to slip a bit further in October – but on 
balance there are some emerging upside risks to our call for UK growth to slow to 0.6% qoq in the fourth quarter. At any 
rate, effective tax cuts from cheaper petrol should put the fizz back in the UK recovery by next year. We look for growth to 
accelerate to 0.8% qoq next summer. 
 
Tighter regulations continue to reverberate through the housing market. Disruptions from regulations introduced 
during the Spring and possibly the BoE’s actions during the summer continued to hit the housing market. Mortgage ap-
provals for house purchase fell to 59.4k, the lowest since June last year, but above consensus expectations. It is notable that 
approvals had recovered a little over the summer before slipping again in the past four months. That may be related to 
bank’s tightening credit conditions sharply during the third quarter, along with increased focus on Mansion Tax proposals 
from the opposition Labour party in recent months. We expect those disruptions to pass in the new year. The environment 
remains positive for housing. With inflation now likely to stay lower for longer after oil’s slide, mortgage interest rates are 
falling again. Banks plan to ease up on credit restrictions, wages are finally stirring and the recovery should pick up pace 
again next year. Fundamentally, the UK is not building anywhere near enough houses to keep up with demand. We look for 
prices to gain 8% next year. That being said, the London market is under more pressure than the rest, given Mansion tax 
proposals combining with an uncertain political outlook and other tax changes over the past year.  
 
Housing having little effect on growth. Important, some of the worse fears of what a housing slowdown would mean for 
the recovery are being proved wrong month by month. Despite the housing slowdown, retail sales continue to power ahead. 
Data published today showed consumer credit, which is probably a better signal of consumption momentum that mortgages 
for house purchase, continuing to rise strongly. It was up 6.4% yoy, with loans and overdrafts increasing 7.3% yoy, probably 
reflecting still strong car registrations. At the least, consumers show little appetite for further deleveraging, with the number 
of remortgages rising to 31.2k in October. Consumers do not desperately want to delever anymore, which should help the 
recovery. There is little doing with firms’ credit though. Borrowing from banks fell for non-financial firms and SME’s. They 
have delevered heavily since the crisis, which should put them in a good position to fund investment from internal funds: 
indeed, investment rose over 6% in the past year. SME’s in particular probably also remain wary of borrowing from banks. 
All in all, these data leave us comfortable with our forecast for UK growth to pick up again by next summer after a soft-
patch driven by near-stagnant Eurozone growth in Q4. 
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Services and construction PMIs weighted by shares in value-added. Source: Markit, Berenberg calculations 

 
UK Manufacturing PMI 
 
 NOV OCT SEP AUG JUL JUN 

Manufacturing PMI 53.5 53.3 51.6 52.6 54.9 56.7 

 
Source: Markit 
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