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UK still going strong 
   

● Wheels coming off?: The obituaries for the UK recovery were quick off the 
printing press this week when growth figures slowed a little in the fourth 
quarter. That was variously due to the housing market (when is it not 
about housing in the UK?), a lack of rebalancing, deleveraging or the 
Eurozone. A more sober assessment says there is nothing to worry about 
in these figures. 

● 2014 was the strongest year since the financial crisis: Quarterly data are 
volatile and preliminary data can be heavily revised, so the Q4 headline 
growth rate probably tells us little about the trends. Looking through the 
noise, the UK recovery picked up speed in 2014. Over the year as a whole 
manufacturing output rose by 2.5%, construction increased by 6.0% and 
services output was up by 3.0%, all stronger than in 2013. 

● Slowdown accounted for by construction: GDP growth slowed 0.2ppts to 
0.5% qoq in Q4 only because construction contracted by 1.8% qoq after 
expanding by 1.6% the previous quarter. That sector is the second most-
volatile part of GDP (behind North Sea Oil) and is revised a lot. It would be 
better to ignore it than to assume it told us something about growth. 

● What’s the real story then? The data will be revised heavily, but there does 
seem to be a genuine theme. Ignoring the most-volatile parts of the 
economy, growth lost a little– but not much – steam through 2014 (Chart 
1). Services posted 0.8% qoq Q4 growth, in line with its recent average. The 
underlying slowdown, then, was driven by manufacturing, which suffered 
as Vladimir Putin’s war in Ukraine hit Europe’s economy. That diagnosis 
tallies with strong Q4 retail sales, as well as elevated consumer confidence 
and business surveys (see Chart 2). The manufacturing troubles seem to be 
fading, with the German Ifo survey, for instance, picking up. 

● The underlying story is one of the UK gradually consigning the financial 

crisis to history: Private non-financial sector deleveraging is pretty much 
over, banks are behaving more normally and optimism in the future is 
returning. There are many possible pitfalls ahead – but then there always 
are. Whatever ones remain are less serious than those the UK has already 
overcome. The government still needs to cut borrowing but that will be 
easier now the economy is healthier. Political uncertainty provides big 
risks, but we expect a Conservative-led stable government to emerge from 
May’s general election. Grexit would pose a serious risk, but stronger 
Eurozone contagion controls should now limit the damage. 

● In the near term, growth should accelerate again as the boost from oil and 
cheaper credit keeps retailers’ tills ringing while the manufacturing cycle 
turns up again. We look for UK growth to accelerate to 3.2% in 2015, well 
above consensus expectations. 

Chart 1: UK still going strong 

 
Source: ONS, Berenberg calculations 

 

  Berenberg UK forecasts 

 2015201520152015    2012012012016666    

GDP 3.2% 3.0% 

Inflation 0.3% 1.6% 

U/e 5.3% 4.8% 

Fiscal deficit 4.1% 3.0% 

Next week’s key data 

(See p4 for more details) 

Manufacturing PMI, January 

Published 09:30, 2 February 

Previous 52.5 

Berenberg 52.6 

Consensus 52.8 

 

Domestic demand remains strong, but 

manufacturing was last year buffeted 

by a Europe-wide manufacturing 

slowdown as Vladimir Putin’s war 

raised caution, reverberating down 

supply chains. With the Eurozone 

manufacturing PMI bottoming and UK 

consumers out in force to spend the 

money they are saving on petrol and 

food, we look for a small uptick. 

Services PMI, January 

Published 09:30, 4 February 

Previous 55.8 

Berenberg 57.0 

Consensus 56.4 

 

Strong consumer confidence and 

surging retail sales suggest 

consumers remain in fine fettle, which 

should mean the services PMI can 

reverse a chunk of last month’s sharp 

fall.   

30 January 2015 
Rob Wood 
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rob.wood@berenberg.com 

  

 

-1.5

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

2010 2012 2014

Manufacturing, % qoq

Services, % qoq

GDP ex oil and construction, % qoq



UK Economics update 

Economics 
 

 

2 

This week: Oh, the agony of falling petrol prices    

   

“The writing is on the wall for the UK’s unbalanced and unsustainable recovery”, was 
one type of reaction to this week’s news that growth slowed to 0.5% qoq in Q4. Yet 
that misdiagnoses what is going on in the UK and ignores the tonnes of extra 
stimulus lining up to boost growth through the first half of this year. Cheaper oil and 
food, tumbling mortgage rates and tentative signs of wages stirring should mean the 
fourth quarter of last year marks a trough rather than signposting a continued 
slowdown in Britain. 

In fact, basing any strong economic argument on these preliminary GDP releases is 
folly. As Chart 2 shows, the initial data are heavily revised over time, with the “final” 
official figures bearing little resemblance to what the statisticians thought originally. 
Though sometimes it is argued that business surveys can predict revisions, that is not 
really true, as Chart 2 also shows. 

Anyway, we can only work with what we have got. As we show on the front page, 
quarterly growth slowed in the fourth quarter last year entirely because of a large fall 
in construction. Construction output is volatile, so it could well bounce back next 
quarter. It is also very revision prone. So the Q4 fall may, in the end, turn out not to 
have happened at all. That would be consistent with still very strong construction 
surveys. Finally, measured construction output has pushed the bounds of 
believability ever since the statisticians introduced a new survey for the sector in 
2010, which gives another reason for caution. 

Look through the construction volatility and the underlying picture is still one of 
healthy growth. 2014 as a whole was the strongest since 2006. Business surveys, for 
what they are worth, remain elevated (Chart 2). Taking the latest data at face value, 
most of the small loss in momentum through last year was driven by manufacturing, 
which reflected events overseas. Firms report in the PMI surveys that domestic 
demand remains strong, while export orders suffered. President Putin’s war in 
Ukraine raised the degree of caution across Europe, which then passed through 
supply chains to the UK. In reality, construction probably did lose a bit of steam 
through the year as investment intentions eased back a little and the Bank of England 
(BoE) took some steam out of the housing market. But we would not overplay that. 
There are signs housing is stabilising now. There is little evidence that domestic 
political uncertainty is hurting growth yet. 

The core of Britain’s expansion remains consumers, of course. And here the news 
remains very upbeat. Cheaper petrol and food make consumers happier, rather than 
fearful of a deflationary spiral. Consumer confidence jumped five points in January, 
the biggest rise for a year-and-a-half, taking the level back to its highs of last 
summer. Lower inflation explains that optimism (Chart 3). As real incomes are 
boosted further by petrol price declines, along with utility price cuts now announced, 
we expect consumption to drive UK growth up to 3.2% in 2015. 

   

Chart 2: Surveys still strong Chart 3: Consumers like cheaper petrol 

  
Average of PMIs, EC Economic Sentiment Indicator balances, BCC home and 

export sales balances, along with confidence in profitability. Business surveys 

mean-variance adjusted to first estimate of GDP growth and then averaged. 

Source: BCC,EC, Markit, ONS. 

Net percentage balance of consumers reporting rising prices or plans to spend 

more on a major purchase. Source: EC. 
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Bank of England decision 

Next week the BoE is certain to keep interest rates on hold. But we believe markets 
have pushed back the timing and extent of interest rate hikes too far. We look for the 
first hike in February 2016, and for rates to reach 1.5% by end-2016. Boiling it down, 
low inflation today does not, in our view, signal that inflation will remain low forever. 

With inflation potentially turning negative in the next few months and wage growth 
still soft, the BoE faces no pressure at all to hike rates just now. Indeed, it will aim to 
keep inflation expectations anchored (an issue we covered last week in detail, see 
Three cheers for the ECB, published 23 January), which means making reassuring 
noises about low inflation being temporary. That it is good news for growth, and the 
BoE retains the tools and the will to return inflation to the 2% target in two to three 
years. That sets up the Inflation Report in a couple of weeks to be dovish. 

But it is also worth keeping in mind the underlying picture. Unemployment continues 
to drop fast and the real economy, in our view, continues to grow solidly. With tonnes 
of extra stimulus in the pipeline too – cheaper oil and mortgage rates – inflation is 
unlikely to remain as low as this through next year. 

For a start, sharp petrol price falls from last November onwards will drop out of the 
annual inflation comparison from this November. Already baked in the cake, then, is 
a rapid inflation rise at the end of this year and early next year, as long as oil prices do 
not fall any further. If oil prices rise, that inflation pick-up will be larger. 

Those petrol falls should stimulate growth, which is not something the BoE seemed 
to seriously incorporate in its last forecast from November. In fairness, oil prices have 
fallen by about another $30 a barrel since then. That price fall is partly about supply 
and should add further momentum to the BoE’s growth forecasts. 

Finally, with its forecasts each quarter the BoE shows what would happen if interest 
rates stayed on hold for the full three years of the outlook. Chart 4 shows what those 
so-called constant rate forecasts looked like in November. The market interest rate 
profile is now not too far off assuming rates are constant (the market looks for fewer 
than three rate hikes between now and 2018). Back in November, the BoE saw 
inflation reaching 2.5% and the unemployment rate falling below 4.5% by end-2017 in 
that scenario. Now, some of that inflationary impetus in the bank’s economic model 
comes from an immediate exchange rate fall, whereas sterling has risen in effective 
terms since November because of the ECB’s action. But that action, along with the oil 
price stimulus, should ultimately boost growth (a stronger trading partner is 
obviously better than a weaker one). 

If the BoE does want to sound dovish, as we expect, it will need to wriggle out of 
these forecasts. But it is nevertheless worth keeping in mind how significant the extra 
stimulus in the pipeline could be and how the current dovish inflation picture could 
change by the end of this year, as long as events in Greece do not blow a hole in the 
world outlook. The BoE may also want to nod to that more robust underlying picture 
too. 
 

   

Chart 4: BoE November forecasts 

 
Bank of England forecasts, assuming that interest rates stay constant at 

0.5% for the full three years of its forecast. Source: BoE. 
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Economic calendar    

   

ServicesServicesServicesServices    PMIPMIPMIPMI, , , , JanuaryJanuaryJanuaryJanuary, , , , 4 February4 February4 February4 February    

The great British consumer remains in fine fettle, judging by the strength of 
consumer confidence and retail sales, so we look for the services PMI to retrace some 
of the chunky fall seen last month. Firms’ expectations for business growth remain 
strong, as does their hiring, which bodes well for continued strong momentum. Even 
at 55.8 in December, the services PMI was not far off its pre-crisis average of 56.2. 
Services grew by 3.9% yoy on average between 1998 and 2007. Though there is plenty 
of talk and hand-wringing about rebalancing, the UK is a service-dominated economy 
and the sector will remain the key driver of growth. It is often forgotten that a chunk 
of services output is exported, so strong services does not preclude improving trade 
flows. 

   
Services PMI, January 

Previous 55.8 
Berenberg 57.0 
Consensus 56.4 

 
 

 

BoE interest rate meetingBoE interest rate meetingBoE interest rate meetingBoE interest rate meeting, , , , 5 5 5 5 FebruaryFebruaryFebruaryFebruary    

With inflation touch-and-go to see a negative reading in the next few months the 
Bank of England will remain on hold next week and probably for most of this year. 
The underlying economic picture remains robust, with a still rapidly tightening 
labour market. But soft wages and low headline inflation leave the BoE under 
absolutely no pressure at all to hike interest rates. Indeed, it will be more concerned 
with watching the data like a dove rather than a hawk. It will not want to risk eroding 
its hard won credibility on inflation – which, despite talk of how no-one trusts the 
BoE, is evidenced in well-anchored long-run inflation expectations – by sending the 
wrong message to consumers with a rate hike during a period of low inflation. We 
expect the BoE to hike rates in February 2016 (see Three cheers for the ECB, 
published 23 January). We think the market has gone too far in pricing out hikes. Low 
inflation today is a temporary phenomenon that will pass next year as petrol price 
falls drop out of the inflation comparison, as the effect of higher sterling begins to 
pass and the tightening labour market feeds through. 

   
 

 

      Forecast Consensus Last 

Monday 2 FebruaryMonday 2 FebruaryMonday 2 FebruaryMonday 2 February    
     

09:30 Manufacturing PMI  Jan 52.6 52.8 52.5 

TuesdayTuesdayTuesdayTuesday    3333    FebruaryFebruaryFebruaryFebruary    

     

09:30 Construction PMI  Jan 59.0 57.1 57.6 

Wednesday 4 FebruaryWednesday 4 FebruaryWednesday 4 FebruaryWednesday 4 February    

     

09:30 Services PMI  Jan 57.0 56.4 55.8 

Friday 6 FebruaryFriday 6 FebruaryFriday 6 FebruaryFriday 6 February    

     

09:30 Trade balance  Dec -£1.8bn -£1.7bn -£1.4bn 
09:30 Goods trade balance  Dec -£-9.2bn -£9.0bn -£8.8bn 
09:30 Non-EU trade balance  Dec -£-3.5bn -£3.0bn -£2.6bn 

Sometime during the weekSometime during the weekSometime during the weekSometime during the week    

     

 Halifax house prices mom Jan 0.2% 0.0% 0.9% 
 Halifax house prices yoy Jan 7.8% 7.7% 7.8% 
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Disclaimer    
 
This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, 
Gossler & Co. KG (hereinafter referred to as “the Bank”),. The Bank has made any effort to carefully research and 
process all information. The information has been obtained from sources which we believe to be reliable such as, for 
example, Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for 
the correctness and completeness of all information given. The provided information has not been checked by a 
third party, especially an independent auditing firm. We explicitly point to the stated date of preparation. The 
information given can become incorrect due to passage of time and/or as a result of legal, political, economic or 
other changes. We do not assume responsibility to indicate such changes and/or to publish an updated document. 
The forecasts contained in this document or other statements on rates of return, capital gains or other accession are 
the personal opinion of the author and we do not assume liability for the realisation of these. 
This document is only for information purposes. It does not constitute a financial analysis within the meaning of § 
34b or § 31 Subs. 2 of the German Securities Trading Act (Wertpapierhandelsgesetz), no investment advice or 
recommendation to buy financial instruments. It does not replace consulting regarding legal, tax or financial 
matters. 
 
Remarks regarding foreign investors 

The preparation of this document is subject to regulation by German law. The distribution of this document in other 
jurisdictions may be restricted by law, and persons, into whose possession this document comes, should inform 
themselves about, and observe, any such restrictions. 
 
United Kingdom 

This document is meant exclusively for institutional investors and market professionals, but not for private 
customers. It is not for distribution to or the use of private investors or private customers. 
 

United States of America 
This document has been prepared exclusively by Joh. Berenberg, Gossler & Co. KG. Although Berenberg Capital 
Markets LLC, an affiliate of the Bank and registered US broker-dealer, distributes this document to certain customers, 
Berenberg Capital Markets LLC does not provide input into its contents, nor does this document constitute research of 
Berenberg Capital Markets LLC. In addition, this document is meant exclusively for institutional investors and market 
professionals, but not for private customers. It is not for distribution to or the use of private investors or private 
customers. 
This document is classified as objective for the purposes of FINRA rules. Please contact Berenberg Capital Markets LLC 
(+1 617.292.8200), if you require additional information. 
 

Copyright 
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, 
photocopied or duplicated in any form by any means or redistributed without the Bank’s prior written consent. 
 
© May 2013 Joh. Berenberg, Gossler & Co. KG  
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