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ActualActualActualActual        0.30.30.30.3    
Previous 0.6 
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Berenberg 0.6    
 
The UK economy slowed markedly in Q1,The UK economy slowed markedly in Q1,The UK economy slowed markedly in Q1,The UK economy slowed markedly in Q1, with GDP growth falling to 0.3% qoq, half the rate of Q4 2014. Strong 

sterling, weakness in the financial sector and the impact of cheap oil on North Sea oil production slowed the re-

covery to its slowest pace since late 2012, before the impact of austerity and the euro crisis had faded and ended a 

long period of stagnation. A fall in the growth rate of the services sector, driven by the financial and business 

services sector, from 0.9% qoq in Q4 2014 to 0.5% qoq in Q1 was the key culprit. Industry went into reverse with a 

0.1% qoq decline, while the construction slump continued with a quarterly fall by 1.6% qoq. 

 

Sterling’s rebouSterling’s rebouSterling’s rebouSterling’s rebound against the euro has created headwindsnd against the euro has created headwindsnd against the euro has created headwindsnd against the euro has created headwinds for UK exporters, with export-oriented manufac-

turing rising by merely 0.1%. Europe’s financial and services hub London may have also suffered, with business 

services and finance growth slowing from 1.3% qoq in Q4 to 0.2% in Q1. The slowdown in this key industry could 

also signal some impact of pre-election uncertainty, with most parties pledging to get tough on banks after the 

elections. Cheap oil hit mining and quarrying, which decreased by 2.1% qoq. The oddest component remains the 

construction sector, where output fell sharply again (-1.6% qoq after -2.2% in Q4), despite the construction PMI 

averaging a whopping 59.0 in Q1. 

 

AAAAnother weak productivity perfornother weak productivity perfornother weak productivity perfornother weak productivity performancemancemancemance marked Q1 as the GDP growth slowdown coincided with strong em-

ployment rises. That will have the Bank of England on alert as productivity growth acts like a speed limit on the 

economy. Even below-average wage growth could spark inflationary pressures over time, if productivity falls. 

With inflation hovering around the zero mark, the Bank of England is not under pressure to raise rates soon and 

sterling strength is an additional reason to remain dovish. But if productivity growth continues to remain weak, 

the Bank may be forced to reign in despite mediocre growth. We do expect productivity growth to kick in eventu-

ally, but today’s data continue to delay that process. 

 

Despite the latest softness, the UK economy has had one of the better economic recoveriesDespite the latest softness, the UK economy has had one of the better economic recoveriesDespite the latest softness, the UK economy has had one of the better economic recoveriesDespite the latest softness, the UK economy has had one of the better economic recoveries in Europe since 

the great recession in 2008/2009. Q1 GDP was 4% higher than the pre-crisis peak, while the Eurozone may not 

reclaim its peak before early 2016. We expect UK GDP growth to resume its solid pace in the course of the year, 

with domestic demand leading the way. However, the weak start to the year poses a downside risks to our and 

consensus calls for 2.6% GDP growth in 2015. 
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In percent, sa Q1 ‘15Q1 ‘15Q1 ‘15Q1 ‘15    Q4Q4Q4Q4    Q3Q3Q3Q3    Q2Q2Q2Q2    Q1 ‘14Q1 ‘14Q1 ‘14Q1 ‘14    Q4Q4Q4Q4    

GDP, qoq 0.3 0.6 0.6 0.8 0.9 0.4 

         yoy 2.4 3.0 2.8 2.9 2.7 2.4 

Services, qoq 0.5 0.9 0.7 1.0 0.8 0.6 

Industry, qoq -0.1 0.2 0.1 0.3 0.5 0.3 

Construction, qoq -1.6 -2.2 1.7 1.3 3.7 0.3 

Agriculture, qoq -0.2 0.4 0.6 0.0 0.6 0.7 

    
Source: ONS 
 

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 (Wertpapierhan-

delsgesetz), 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 regard-

ed as a substitute for the recipient’s procuring information for himself or exercising his own judgements. The 

message may include certain descriptions, statements, estimates, and conclusions underlining potential devel-

opment 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 con-

tact capitalmarkets@berenberg.de.  
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