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UK: STILL STRONG DOMESTIC MOMENTUM 

Berenberg Macro Flash 

 
 Services PMI,  

November 

Latest 58.6 

Previous 56.2 

Consensus 56.5 

Berenberg 55.5 

 
Domestic momentum keeps the UK growing strongly. The services PMI surprised on the upside today, rising to 58.6 in 
November from 56.2 in October and beating consensus. At 57.4, the average reading for October and November remains 
comfortably above the long-run and pre-crisis averages, and suggests only a small loss of momentum since the first half of 
the year (average service PMI Jan-Jun was 58.5). The UK is riding out the squalls blowing in from across the Channel as 
domestic spending remains strong, egged on by low interest rates, firm confidence and rapidly rising employment. Today’s 
services PMI also gives hope that the relative strength will continue, with new order flows still rising strongly and services 
firms adding to jobs at the fastest rate since July. There is an element of whether this latest services reading is too good to be 
true given the concurrent slowing in the Eurozone services PMI for this morning. There is still time for fallout from weaker 
Eurozone sentiment to feed through to the UK. Indeed, this latest PMI jump could just be noise. So we remain cautious 
about growth prospects over the next few months. But taken at face value it points to upside risks to our above consensus 
forecast for 2.9% growth next year. 
 
UK more resilient than its sometimes given credit for. At the first signs of slowing growth abroad, the BoE were quick 
to raise the warnings. Mark Carney talked of a spectre haunting Europe. David Cameron said red warning lights were flash-
ing on the dashboard. In our view, that gloom is overplayed and the UK seems to be riding it out well. Manufacturing 
growth has taken a hit from weakness in the Eurozone but continues to grow solidly, while construction and services, a 
better indication of UK domestic demand, continue to expand at well above average rates according to the PMIs. Even if 
UK growth momentum slows in December, it seems the economy as a whole is more resilient than it has been given credit 
for. As confidence has firmed, interest rates seem to be getting increasing traction. With falling oil prices providing a large 
effective tax cut, and with mortgage rates falling as markets now expect the BoE to hold out for at least another year before 
hiking rates, growth could accelerate a little by next summer.  
 
Capacity constraints rising. Services firms expanded employment the most since July in order to cope with growing back-
logs of work. That increased pressure on capacity along with, no doubt, falling numbers of unemployed workers seems to be 
finally stirring wages from their long slumber. Higher wage bills drove another increase in costs in November. That has not 
yet showed up consistently in the official average earnings series, but most surveys record stronger wage gains and there are 
at least some signs in the official data of pay rising a little faster. Low and falling inflation, along with reasons for cautious 
about near-term growth, means rate hikes are off the table definitely this month, this side of the election and probably for a 
couple of months after that too. But given likely continued unemployment falls and the solid growth outlook, we look for 
the BoE to hike for the first time next August. 
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Rate hikes off the table until next summer  
 

 
Services and construction weighted by shares in value added. Source: Markit, Berenberg calculations. 

 
UK Services PMI 
 NOV OCT SEP AUG JUL JUN 

Services PMI 58.6 56.2 58.7 60.5 59.1 57.7 

Source: Markit 
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