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UPDATE: CONSTRUCTION PMI,
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UK construction output regains its balance. After a sharp dip in spring PMI data suggest that the stability in Q2
is carrying over into Q3. The headline index came in at 57.3, slightly below our expectations of 57.5, but up on the
previous month of 57.1. With the headline rate above 50.0 for 27 consecutive months, construction is experiencing
the longest duration of unbroken growth for over seven years. 53% of respondents expected business activity to
increase over the next year, with a lack of capacity and strong tender demand common themes in the survey. This
is positive news, construction has been slow to recover from the crisis and has been an area where the so called
‘output gap’ has been hard to measure. It was also reported that lower fuel and energy costs were helping to restrain input costs. Falling oil prices have impacted with a lag, but now the benefits are here, this will help to boost
profit margins, and should spur on some needed investment to advance capacity.
Headline PMI data and construction output figures do not tell the full story. Whilst construction output overall has been growing on an annual basis for over 3 years and is nearing its pre-crisis peak in real terms, the cross
sector performance is strongly varied. Boosted by public infrastructure programs such as the national infrastructure plan, infrastructure and public housing output are up by over 75% and 50% respectively. To contrast this,
private industrial, which is linked to UK manufacturing, a laggard sector of the UK economy, is down by over 35%
compared to pre-recession. Commercial output has struggled to regain its pre-2008 legs too, down by over 25%.
Although London commercial output, office and retail in particular, were seen as a safe havens in the last few
years, boosting demand, the rest of the UK has struggled to absorb an excess supply of units that accumulated in
the good years. In 2007, industrial and commercial output accounted for 30% of overall construction output, now
they account for only 20%.
Source: Markit/CIPS
Chart 1: Construction output vs PMI data
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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 (Wertpapierhandelsgesetz), 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 regarded 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 development 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 contact capitalmarkets@berenberg.de.
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