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UK: GDP HIT FROM NOVEMBER LOCKDOWN LESS BAD THAN IN SPRING
Berenberg Macro View

Initial hit less bad than expected

UK real GDP contracted by 2.6% mom in November as the return of lockdowns to contain the
spread of the SAR-CoV-2 virus curtailed economic activity. It follows a gain of 0.6% in October.
Albeit from a much lower base - after only a partial recovery during the summer from the initial
pandemic shock - the initial hit from the winter wave of the pandemic appears to be much less
bad than expected. If economic output remained at the November level in December, real GDP
would have increased by 0.3% qoq in Q4 — largely due to the big carry over from the rapid month-
ly gains through Q3. Although output probably declined modestly again through December under
the weight of continued harsh restrictions from the second half of the month, today’s estimate by
the ONS suggests the economy held up much better in Q4 than our projection of a 3.5% qoq de-
cline.

Looking at the headline numbers, two points are noteworthy:
1) The 2.6% mom drop compares favourably to the first lockdown when output slumped by
7.3% mom in March and by 18.9% in April. Despite the lockdowns, November output was
21.6% above the April level.
2) Real GDP in November remained 8.9% below its pre-pandemic January level — Chart 1. For
perspective, real GDP contracted by 7.0% during the financial crisis - from February 2008
to March 2009.

Uneven performance across industries (Chart 2)

e Industrial production contracted by 0.1% mom in November after a 1.1% gain in October.
Declines in mining and quarrying (3.5% mom), electricity, gas and steam (2.3%) and water
supply (0.4%) offset a gain of 0.7% mom in manufacturing.

e Services output contracted by 3.4% mom after rising by 0.5% in October. All sub-
components of the big and diverse services sector declined in November. Unsurprisingly,
the three worst hit sub-sectors were accommodation and food services (-44.1% mom), arts
and entertainment (-14.0%) and wholesale and retail trade (-5.6% mom).

e Construction output gained an impressive 1.9% mom in November after growing by 1.5%
in October. By and large, the sector had made a full recovery by November - output was
just 0.3% below the January level (Chart 2).

Less of a shock this time around

So far, the data suggest the ongoing winter lockdowns are not disrupting economic activity by as
much the initial lockdowns during the first wave of the pandemic. Whether this continues
through the winter in such uncertain times remains an open question, however. We need to
watch out for a potentially large hit to real public sector output at the start of 2021 following the
renewed closure of schools and the shift towards online learning. For now, however, major parts
of industry and construction are operating mostly as normal and households have adjusted their
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behaviour to the new restrictions by shifting retail spending to online and by purchasing more
takeaway food services.

In addition, confidence plays a big part. Lockdowns and other such restrictions no longer come as
a major shock. Incomes and credit are well supported by aggressive fiscal and monetary policies
while the ongoing rollout of vaccines gives hope that the pandemic will soon be brought to an
end.

After the relatively big hit to GDP during output during the first wave, we had projected that it
would take longer for the UK to return to its pre-pandemic level (expected by Q4 2022) than the
Eurozone (Q2 2022). Today’s data casts some upside risk to this call.

For a detailed overview of the key UK issues for the year ahead see ‘UK macro themes: 10 cheat
sheets for 2021’

Chart 1: UK monthly real GDP
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Chart 2: UK monthly real GDP by major sector
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Table 1: Monthly real GDP by sector

May Jun Jul Aug Sep Oct Nov
GDP
mom (%) 3.2 9.3 6.5 2.1 1.1 0.6 -2.6
3m/3m (%) -18.3 -18.8 -5.6 8.9 16.0 10.5 4.1
Services
mom (%) 2.2 8.3 6.0 2.2 1.1 0.5 -3.4
3m/3m (%) -18.0 -18.2 -5.9 7.9 14.7 10.0 3.7
Ind. production
mom (%) 5.9 10.8 5.1 0.2 0.4 1.1 -0.1
3m/3m (%) -16.0 -16.4 -2.6 10.2 14.7 7.6 2.9
Construction
mom (%) 13.0 21.2 15.9 4.3 2.6 1.5 1.9
3m/3m (%) -27.7 -32.7 -7.8 20.9 41.2 243 124
Source: ONS.
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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 complete-
ness 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 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 in the United Kingdom. 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 the Bank. Although Berenberg Capital Markets, LLC (“BCM”), an affiliate of the Bank and registered US broker-
dealer, distributes this document to certain investors, BCM does not provide input into its contents, nor does this document constitute research of BCM. In addition,
this document is meant exclusively for institutional investors and market professionals, but not for retail investors or private customers. It is not for distribution to or
the use of retail investors or private customers. BCM accepts responsibility for this research document’s contents and institutional investors receiving this research
and wishing to effect any transactions in any security discussed herein should do so through BCM and not the Bank.

Please contact Berenberg Capital Markets, LLC (+1 646 949 9000) 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.

© 2021 Joh. Berenberg, Gossler & Co. KG
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