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The Stats.
 K GDP growth for Q4 2017
U
revised down and the trade deficit
widens amid rising imports.

	UK unemployment rises with
productivity growth at its strongest
since the economic downturn.

	GDP growth in Germany and
France reach six-year highs as
the global economy strengthens.

The Findings.
UK economic growth in Q4 revised down…
The second official estimate for Q4 2017 UK economic growth (GDP) stood at 0.4%,
down from the previous estimate of 0.5%. The downward revision was driven by
industrial output growing by slightly less than previously estimated. As a
consequence, for 2017 as a whole, the UK economy grew by 1.7%, revised down from
the previous estimate of 1.8%. Overall, the latest estimate for Q4 GDP is now more in line
with the latest BCC Quarterly Economic Survey and confirms that UK economic growth
remains subdued.

...the UK’s trade deficit widens...
The UK’s trade deficit widened from £9.7 billion in Q3 2017 to £12.2 billion in Q4
2017. The widening was driven by a 1.5% rise in imports and a 0.2% drop
in exports in Q4. As a consequence, net trade was a drag on UK GDP growth in Q4,
knocking 0.5 percentage points off growth in the quarter. Business investment growth was
flat in Q4, following a 0.9% rise in the previous quarter. Consumer spending grew by
0.3% in Q4 2017, down slightly from growth of 0.4% in Q3. Overall, the latest GDP
figures confirms that UK’s GDP growth remains unbalanced.

...UK inflation holds steady...
CPI inflation in the UK stood at 3% in January 2018, unchanged from December. The
largest downward contribution to change in the rate came from prices for motor fuels,
which rose by less than they did a year ago. There are signs that inflationary pressures are
easing further down the supply chain with prices of imported materials and fuels rising by
3.5% in the year to January 2018, the lowest since June 2016. However, while inflation
will to continue to drift downwards, inflation is likely to remain above the Bank
of England’s 2% target for some time to come.

…as the UK unemployment rate picks-up...
In the three months to December 2017, the number of people in employment rose by
88,000. However, unemployment increased by 46,000 over the same period and the UK’s
unemployment rate rose from 4.3% to 4.4%, the first increase since August 2016. The
pick-up in unemployment was partly due to a large increase in previously
economically inactive people who are now seeking work. Although annual
earnings growth, excluding bonuses, increased from 2.3% to 2.5%, price growth continues
to outpace pay growth, stifling consumer spending, a key driver of UK GDP growth.

…productivity growth remains strong in Q4…
UK productivity, as measured by average output per hour worked rose by 0.8% in Q4
2017, down slightly from the 0.9% rise in Q3 but still the second highest rate of growth
since Q2 2011. As a consequence, UK productivity in the second half of 2017 was
stronger than any two consecutive quarters since the economic downturn. However, the
UK’s longer-term productivity performance remains weak compared to
many of its international competitors. UK productivity remains hampered by longer
term structural challenges, including the chronic skills shortage.

…Public finances enjoy a strong January...
UK public sector finances (excluding public sector banks) recorded a surplus of £10 billion
in January 2018. While January’s outturn was £1.6 billion less than the surplus in January
2017, it was still the second-highest January surplus since records began. January
is typically a month where the public finances are in surplus due to the
timing of self-assessed Income tax receipts. In the current financial year-to-date
(April 2017 to January 2018), Government borrowing fell by £7.2 billion to £37.7 billion,
the lowest since 2008. The latest figures suggest that the UK government will undershoot its
borrowing target for this financial year.

8
6
4

Billions £

2
0
-2
-4
-6
-8
-10

Jan-18

Jan-17

Jan-16

Jan-15

Jan-14

Jan-13

Jan-12

Jan-11

Jan-10

Jan-09

Jan-08

Jan-07

Jan-06

Jan-05

Jan-04

Jan-03

Jan-02

Jan-01

Jan-00

Jan-99

-14

Jan-98

-12

Source: ONS Public Finances, December 2017

…as UK’s growth outlook is upgraded…
In its February 2018 inflation report, the Bank of England upgraded its UK GDP growth
forecast for 2018 to 1.8%, from 1.6% and for 2019, from 1.7% to 1.8%. The central bank’s
latest UK GDP growth forecast for 2017 and 2018 are higher than the BCC’s latest growth
projections. Overall, the forecasts from the latest inflation report will reinforce
expectations of at least one interest rate hike this year. However, in our view,
UK economic conditions will be more subdued over the near term than the Bank of England
currently predicts and could well limit the extent to which interest rates will rise.

…Japan GDP growth slows in Q4…
Japan, the world’s third-largest economy, grew by 0.1% in Q4 2017, a sharp slowdown
from the growth of 0.6% recorded in the previous quarter. However, GDP growth in the
final quarter of 2017 means that the Japanese economy has now grown for the
eighth consecutive quarters, the longest period of continued growth since
1989. Consumer spending, a key driver of Japanese GDP growth, grew by 0.5% in Q4.
Overall, the outlook for Japan’s economy remains relatively positive with Abenomics’
(combining monetary and fiscal stimulus with structural reform) likely to continue to help
support economic growth.

…as GDP growth in Germany…
Germany’s economy, the largest in the Eurozone, grew by 0.6% in Q4 2017,
outperforming the UK economy for the fourth successive quarter. Q4 growth was largely
driven by an improvement in their net trade position with exports growing by 2.7%, more
than offsetting the 2% rise in imports. The German economy grew by 2.2% in
2017 as a whole, the strongest growth since 2011. Germany’s economy is likely
to grow at a solid rate over the near term with an improving global economy helping to
support export growth, an important driver of German GDP growth.

…and France reach six-year highs…
The French economy, the second largest in the Eurozone, grew by 0.6% in Q4 2017, slightly
stronger than the growth of 0.5% recorded in the previous quarter. Exports grew by 2.4%
in the quarter while imports rose by just 0.3% over the same period. As a consequence, net
trade added 0.6 percentage points to French GDP growth in the quarter. Overall, the
French economy grew by 2% in 2017, the strongest rate of growth since
2011 with strong investment growth a key factor. Looking forward, strengthening
global demand, falling unemployment and prospect of key domestic reforms are likely to
ensure that the French economy continues to grow at a good rate.
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The bottom line…

Overall, the latest data releases point to a
moderating in UK economic conditions with GDP
growth likely to remain sluggish over the near term.
Therefore, as we move through the Brexit process
action is needed to address the longstanding issues,
from the UK’s skills gap to our creaking digital and
physical infrastructure, that continue to undermine
the UK’s economic performance.

