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What drives the UK current account deficit? 
   

Source: ONS, Berenberg calculations. Current account % GDP 

EU versus non-EU divergence: The UK current account deficit has widened sharply from 
an average of 2.3% of GDP between 2001 and 2010, to a record of 7.0% in Q4 2015. Two 
trends are behind this negative outcome. First, UK residents are earning less on their 
foreign assets and lending than foreigners are earning on their UK assets and lending. 
Since 2011, this drag from net investment income has averaged around 2% of GDP, 
although it has increased in the past two years. Second, there is a large divergence in UK-
EU trade and UK-non-EU trade. UK goods exports to the EU have declined sharply. This 
has further added to the UK’s existing trade and current account deficits with the EU. 
Conversely, the UK runs a small current account surplus with the rest of the world. A large 
trade surplus in services offsets deficits in goods and income.  

The fall in investment income is the most commonly attributed reason for the widening 
deficit since 2011 – including by the Bank of England. While the trend has played a 
significant role, we show by comparing the UK current account on an EU versus non-EU 
basis that the entire deficit is a UK-EU phenomenon (see Chart 1). 

Things should get better: Looking ahead, the current account deficit is likely to improve 
on the back of a sustained Eurozone recovery. Now that the Eurozone has ended fiscal 
austerity and eased monetary policy aggressively, the outlook for Eurozone growth, while 
modest, is fairly stable. And following the recent weakening of sterling against the euro 
ahead of the EU referendum, we do not anticipate sterling to return to the late-2015 highs 
against the euro if the UK votes to remain in the EU. Modest but stable Eurozone growth 
and a more competitively priced sterling should boost overall EU demand for UK exports. 
More robust Eurozone growth should also deliver stronger returns on UK residents’ EU 
assets, too.  

The Brexit factor: A Brexit would involve many risks. Probably the most serious of all is 
that a Brexit triggers a balance of payments crisis. If investors fear that, by leaving the EU, 
UK growth would slow dramatically, the UK might run into trouble financing the current 
account. In this tail-risk scenario, there would likely be a sharp outflow of capital from the 
UK that would put downward pressure on sterling. Although it remains a low probability 
event, a sterling crisis would add to the central expectation of a short-term fall in domestic 
demand. The Bank of England might have to hike rates to support sterling, encourage 
investors to keep capital in the UK and battle rising inflation. That would worsen domestic 
conditions further. But even in a Brexit, a balance of payments crisis remains a low-
probability event. It does, however, draw attention to one of the possible risks that can 
materialise when an economy maintains a persistent and growing current account deficit. 

Chart Chart Chart Chart 1111: : : : UK current account balance by regionUK current account balance by regionUK current account balance by regionUK current account balance by region    
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This report focuses on the widening of the UK current account deficit since 2011. It explores 
its causes, the associated risks and the outlook.  

A serial debtor 
The UK has not managed to balance its current account since 1998. To fund the deficit, UK 
residents have sold their assets and increased their foreign liabilities. Without the 
willingness of foreigners to send funds to the UK, this trend would not be sustainable. 
However, the UK has shown that it is capable of maintaining a modest current account 
deficit with little risk to the wider economy. The UK is a haven for foreign investment. After 
the US and China, the UK receives the most foreign direct investment in the world. A 
flexible labour market, robust economic growth and its status as an English-speaking 
foothold in the EU make it an attractive place to invest.  

If the UK is able to attract funds to finance the deficit and if they are put to good use, a 
modest current account deficit can be a good thing. In the decade to 2011, this happened in 
the UK. Since 2011, however, the UK current account has widened sharply, from 1.7% of 
nominal GDP to 5.2% of nominal GDP in 2015. In the final quarter of last year the deficit 
reached a record 7% of nominal GDP. Understanding these recent trends, their risks and 
outlook is of crucial importance for UK policy makers, both in the government and at the 
Bank of England. Such large deficits cannot persist for long without bringing about either 
serious risks or, worse, serious consequences in the medium term.   

Trends in the UK current account since 2011 
The current account records the sum of exports and imports, the income returns on cross-
border investments, plus any cash transfers such as the money expats send home. Charts 2 
and 3 illustrate a number of key trends that have emerged since 2011. 

● Beginning in 2011, the UK’s income deficit with the EU has increased – it has averaged 
1.9% per year.  

● Following a positive income balance with non-EU countries in the years immediately 
after the crisis, since H2 2013 the income deficit with the rest of the world has averaged 
1.0% per year.  

● While both have steadily increased since 2009, the UK’s non-EU trade surplus in 
services is almost four times larger than the EU trade surplus in services. 

● The goods deficit with the EU has nearly doubled since 2009 while the non-EU goods 
deficit has almost halved.  

● The UK’s annual EU current account deficit has increased from 2.6% to 5.7% of nominal 
GDP since 2011. The non-EU balance has remained in a surplus of just under 1% of 
nominal GDP.  

ChChChChart 2: UKart 2: UKart 2: UKart 2: UK    current account balancecurrent account balancecurrent account balancecurrent account balance    with the EU with the EU with the EU with the EU     Chart 3: Chart 3: Chart 3: Chart 3: UK UK UK UK current account balancecurrent account balancecurrent account balancecurrent account balance    withwithwithwith    nonnonnonnon----EU countriesEU countriesEU countriesEU countries    

Source: ONS, Berenberg calculations. Current account in % GDP Source: ONS, Berenberg calculations. Current account in % GDP 
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Explaining the trends 

Declining net incomeDeclining net incomeDeclining net incomeDeclining net income    ––––    a reflection of global trendsa reflection of global trendsa reflection of global trendsa reflection of global trends    

A comprehensive overview of the recent trends in income can be found in the Bank of 
England’s 2014 May Inflation Report. Since the drag from net income is not the focus of 
this paper, we briefly summarise the key points as follows. 

● Income earned on UK residents’ foreign investments has declined, mostly reflecting the 
negative impact of weaker global demand on profits. 

● The rate of return of foreign-owned UK debt has remained above the rate of return on 
UK-owned foreign debt, reflecting increased demand for lower-risk foreign debt by UK 
residents and/or UK residents selling longer-term and therefore higher-yielding debt to 
foreigners.  

GrowiGrowiGrowiGrowing trade deficit ng trade deficit ng trade deficit ng trade deficit ––––    EU versus nonEU versus nonEU versus nonEU versus non----EU trade performanceEU trade performanceEU trade performanceEU trade performance    

In 2015, the total goods deficit averaged 6.7% of nominal GDP. More than two-thirds of that 
came from the growing imbalance between exports and imports with the EU, which 
accounts for almost half of all UK trade.  

Immediately after the 2008/09 crisis and until 2011, the UK and Eurozone experienced a 
similar-paced recovery. Growth rebounded and labour markets were recovering. However, 
in 2011 the Eurozone crisis intensified and the Eurozone recovery stalled. In the UK, the 
recovery continued apace after a minor pause in late 2011/early 2012. Since then, the 
Eurozone recovery has lagged behind the UK recovery.  

A number of factors have contributed to this divergence in growth between the UK and 
Eurozone since 2011. The Bank of England acted more aggressively with monetary policy 
sooner than the ECB. The BoE added a further £175bn to its existing quantitative easing 
programme in October 2011. The ECB on the other hand, did not stop the financial panic 
until the second half of 2012 and waited until 2015 to begin quantitative easing. The UK 
government was less aggressive with fiscal austerity, although it has meant that UK public 
spending is higher today than in the Eurozone. Today, the UK government spending deficit 
is more than twice as large as the Eurozone average. Finally, the UK is less exposed to 
problems in the Eurozone periphery. As Chart 6 illustrates, on average since 2011 the UK 
has grown at a faster rate than its key EU (mainly Eurozone) trading partners.  

As Chart 4 shows, these economic trends since 2011 have been reflected in goods trade. The 
UK has continued to raise its imports from the EU whereas UK exports to the EU have 
declined. Goods exports to the EU have fallen by more than 20% as imports from the EU 
have increased by more than 10%. This has caused the UK’s goods deficit with the EU to 
more than double to 4.9% of nominal GDP. Most of the UK’s EU trade occurs with countries 
in the Eurozone where growth has been slower on average since 2011. The UK’s top five EU 
export destinations (Germany, France, the Netherlands, Republic of Ireland and Belgium & 
Luxembourg) are all in the Eurozone. Together they account for a third of all UK exports 
and around two-thirds of all UK goods exports to the EU.  

Chart 4: UKChart 4: UKChart 4: UKChart 4: UK    trade in goodstrade in goodstrade in goodstrade in goods    with the EUwith the EUwith the EUwith the EU    Chart 5: Chart 5: Chart 5: Chart 5: UKUKUKUK    trade in servicestrade in servicestrade in servicestrade in services    with the EUwith the EUwith the EUwith the EU    

Source: ONS, Berenberg calculations. 2011 Q1 = 100 Source: ONS, Berenberg calculations. 2011 Q1 = 100 
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A second trend has added to the growing goods deficit with the EU. As Chart 7 shows, until 
late-2015, real trade-weighted sterling had appreciated against the euro by more than 15% 
from 2013 onwards, raising the price of UK exports in the UK’s main EU trading partners 
and reducing the price of EU imports to the UK.   

Sterling appreciated over this period mainly due to stronger growth in the UK, which made 
it a relatively more attractive place to invest, as the current account balance illustrates. In 
addition, the trends in the sterling-euro rate were likely reinforced by the diverging 
monetary policies of the BoE and ECB. Since late-2015, however, sterling has depreciated 
sharply against the euro – almost 10%. This fall is in line with a broader weakening of 
trade-weighted sterling coming from uncertainty over the EU referendum. We discuss the 
implications of this recent trend in the next section.  

Whereas the UK goods deficit with the EU has increased significantly since 2011, the trade 
surplus in services has remained broadly stable, averaging around 1% of nominal GDP per 
year. Over the past five years, UK services exports to the EU have increased by 17% and UK 
services imports from the EU have increased by 15%. Services have been less affected than 
goods by slower Eurozone growth and strong sterling. EU demand for UK services exports 
has expanded at a robust pace, but they have been matched by comparable growth in UK 
services imports from the EU.  

It is not surprising that the services surplus has remained stable. The UK has a competitive 
advantage in services and demand for services is less sensitive to exchange-rate-driven 
price changes. The growth in UK services exports to non-EU countries in recent years 
suggests that, had the Eurozone and UK recoveries remained closer, the stronger demand 
may have led to a faster rise in UK services exports to the EU.   

Non-EU trade, which is dominated by trade with the United States, China, the United Arab 
Emirates, Hong Kong and South Korea – around 25% of total exports – has improved in 
recent years. The goods deficit has narrowed from 3.3% of nominal GDP in 2011 to 2.0% of 
GDP in 2015. The services surplus has increased half a percentage point to 3.6% of nominal 
GDP over the same period. An improvement in the trade with non-EU countries has offset 
the deterioration in the income balance. Since 2011 the UK’s current account position with 
its non-EU trade partners has averaged a surplus of 0.8% of GDP.  

GDP growth rates in the UK’s non-EU trading partners have generally exceeded the rate of 
UK growth since 2011 as Chart 6 illustrates. Sterling has been slightly weaker than the 
currencies of the UK’s non-EU trading partners over this period, too (see Chart 7). As a 
result, the UK trade balance with these economies has improved. Together, the diverging 
trade performance and economic fundamentals across the UK’s trading partners (EU 
versus non-EU) yields a fairly straightforward conclusion. Whereas the deterioration of the 
UK’s trade balance with the EU is due to faster UK demand growth and strong sterling 
relative to the euro, the improvement in the non-EU trade balance is due to faster demand 
growth in those economies and a weak sterling relative to those currencies. Looking ahead, 
this suggests that relative growth rates and the value of sterling will be important for the 
fate of the UK’s overall current account deficit.    

Chart Chart Chart Chart 6666: Average quarterly: Average quarterly: Average quarterly: Average quarterly    GDPGDPGDPGDP    growth rates since 201growth rates since 201growth rates since 201growth rates since 2011111    Chart 7Chart 7Chart 7Chart 7: Real: Real: Real: Real    GBPGBPGBPGBP    tradetradetradetrade----weighted exchange ratesweighted exchange ratesweighted exchange ratesweighted exchange rates    
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Outlook, risks and policy implications 
Clearly, recent trends in the current account are unsustainable. Looking ahead, there are 
three possible scenarios: 1) the current account deficit improves as a result of more 
favourable EU fundamentals, which leads to an improvement in the trade and income 
balances; 2) policy makers take the necessary steps to make UK exports more competitive 
to boost the non-EU trade surplus or reduce the EU trade deficit; and 3) a trigger event 
causes investors to stop providing the capital the UK uses to fund the current account, 
sterling depreciates rapidly and there is a sharp and painful correction. The first two 
options are clearly better than the third. If the UK is going to eliminate the deficit, or at 
least bring it down to a level that is sustainable in the long term, options one and two will 
both need to occur.  

If, as we expect, the UK votes to remain in the EU (we see a 35% chance of a Brexit), the 
current account deficit should improve without intervention for the following reasons: 1) 
sterling is unlikely to appreciate for long against the currencies of the UK’s key trading 
partners even if the BoE hikes rates; and 2) the growth outlook for the both the UK and its 
non-EU trading partners is for stable growth at around trend with improving conditions in 
the Eurozone, that, in conjunction with a stronger euro, should boost UK exports to the EU. 
We expand on these points as follows. 

The sterling-euro exchange rate has fallen from a peak of 1.43 in November last year to its 
current rate of around 1.30 and trade-weighted sterling has depreciated by a little under 
10% over the same period. Markets pushing back expectations of the first rate hike until 
after the EU referendum, the risk that the UK might vote to leave the EU and possibly some 
heightened risk associated with the swelling current account deficit, have all contributed to 
sterling weakness. 

Although sterling is likely to somewhat strengthen in the second half of the year – 
assuming no Brexit – against the euro as markets bring forward expectations of the first 
rate hike, it is likely to remain below its November 2015 high of 1.43 as improvements in 
the Eurozone economy and no further ECB easing begin to underpin a stronger euro. 
Against the currencies of its non-EU trade partners, sterling is likely to remain relatively 
stable so long as there are no significant divergences in monetary policy and growth 
patterns compared to recent year’s trends. Even if modest concerns about the current 
account weigh on sterling, this will be positive as it should help bolster demand for UK 
goods and services. 

The UK current account deficit with the EU should therefore improve over time. This 
should contribute to a notable improvement in the current account balance. The non-EU 
current account may also improve, too. The risk is that the Eurozone requires further 
easing of monetary policy. That could reverse gains in demand for UK exports from the EU 
if it was associated with a weaker euro and deterioration in Eurozone economic 
fundamentals and softer demand. Under our central scenario, more stable Eurozone 
growth should also boost returns on the UK residents’ EU assets, reducing the drag from 
the income account, too.  

Nevertheless, even in the long term, we do not anticipate that Eurozone growth will return 
to the rates that prevailed in the pre-Lehman boom years. This suggests that, without a 
significant improvement in the non-EU balance, or policy intervention, the UK current 
account deficit will remain above pre-crisis averages. To fix the remaining EU current 
account deficit, the UK would need to boost the competitiveness of its goods producers 
relative to EU competitors. According to our own research, the UK is below the European 
average when it comes to competitiveness – although we note that sterling strength has 
played its part. A key area where the UK could boost its competitiveness is through the 
reduction of energy costs. In 2014, UK domestic energy prices were the highest in the G7, 
according to data from the International Energy Agency. Lower energy input costs could 
enable UK manufacturers to sell at lower prices to raise demand and still maintain profit 
margins.   

WWWWatch out for the Brexit riskatch out for the Brexit riskatch out for the Brexit riskatch out for the Brexit risk    

If the UK votes to leave the EU on 23 June that would likely add to the risk that the current 
account deficit eventually triggers a sharp and painful withdrawal of foreign capital from 
the UK. Luckily, a Brexit is not our central expectation – we see a 35% risk of UK exit from 
the EU. Lower still is the risk of a sudden market panic that would force the UK to correct 
its external imbalances fast, even in a Brexit. Nevertheless, it is a possibility and our key 
tail-risk in a Brexit. For a detailed analysis on the impact of a Brexit on the UK, please see 
The day after Brexit: what would happen next? (dated 14 March 2016). 

http://www.berenberg.de/cgi-bin/content/content.cgi?rm=show_doc&ial=1&doc_id=56696&ialh=fb6b5312aaa99b03dfabec4a3d57f284
http://www.berenberg.de/cgi-bin/content/content.cgi?rm=show_doc&ial=1&doc_id=57928&ialh=4a798ae33d96778ce713725a04980b80&sb_userid=0&sb_eventid=0
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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. 
 
© October 2015 Joh. Berenberg, Gossler & Co. KG  
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MATERIALS David Mortlock +44 20 3207 7850 HAMBURG

Jina Zachrisson +44 20 3207 7879 Eleni Papoula +44 20 3465 2741 Alexander Heinz +49 40 350 60 359 EVENTS

Richard Payman +44 20 3207 7825 Gregor Labahn +49 40 350 60 571 Laura Hawes +44 20 3753 3008

George Smibert +44 20 3207 7911 Marvin Schweden +49 40 350 60 576 Charlotte Kilby +44 20 3207 7832

SALES Anita Surana +44 20 3207 7855 Tim Storm +49 40 350 60 415 Natalie Meech +44 20 3207 7831

BENELUX Paul Walker +44 20 3465 2632 Philipp Wiechmann +49 40 350 60 346 Ellen Parker +44 20 3465 2684

Miel Bakker +44 20 3207 7808 Christoffer Winter +49 40 350 60 559 Sarah Weyman +44 20 3207 7801

Martin de Laet +44 20 3207 7804 Lisa Winterton +44 20 3753 3057

Alexander Wace +44 20 3465 2670 FRANCE LONDON

Thibault Bourgeat +33 1 5844 9505 Mike Berry +44 20 3465 2755

GERMANY Alexandre Chevassus +33 1 5844 9512 Stewart Cook +44 20 3465 2752

Michael Brauburger +49 69 91 30 90 741 Dalila Farigoule +33 1 5844 9510 Peter King +44 20 3753 3139

Nina Buechs +49 69 91 30 90 735 Clémence Peyraud +33 1 5844 9521 Chris McKeand +44 20 3207 7938

André Grosskurth +49 69 91 30 90 734 Benjamin Voisin +33 1 5844 9507 Simon Messman +44 20 3465 2754

Joerg Wenzel +49 69 91 30 90 743 AJ Pulleyn +44 20 3207 2756

Paul Somers +44 20 3465 2753

US SALES E-mail: firstname.lastname@berenberg-us.com

BERENBERG CAPITAL MARKETS LLC SALES SALES TRADING CRM

Member FINRA & SIPC Kelleigh Faldi +1 617 292 8288 Scott Duxbury +1 646 445 5573 Laura Cooper +1 646 445 7201

Shawna Giust +1 646 445 7216 Tristan Hedley +1 646 445 5566

Zubin Hubner +1 646 445 5572 Christopher Kanian +1 646 445 5576 CORPORATE ACCESS

Jessica London +1 646 445 7218 Lars Schwartau +1 646 445 5571 Olivia Lee +1 646 445 7212

Ryan McDonnell +1 646 445 7214 Bob Spillane +1 646 445 5574

Emily Mouret +1 415 802 2525 ECONOMICS

Peter Nichols +1 646 445 7204 Mickey Levy +1 646 445 4842

Kieran O'Sullivan +1 617 292 8292

Jonathan Saxon +1 646 445 7202
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