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The Stats.
 K GDP growth slows in August as
U
service sector output moderates

	OBR predicts that UK growth will
remain sluggish, but the UK’s fiscal
outlook has improved

	Eurozone GDP growth slows to
4-year low as economic growth in
China and the US moderates

The Findings.
UK GDP growth slowed in August...
The latest official monthly estimate for UK economic growth (GDP) revealed that UK
economic growth was flat in August. This was the weakest outturn since February 2018 and
down from growth of 0.4% in the previous month. On the rolling three-month-on-threemonth measure, UK GDP growth stood at 0.7% in August, unchanged from
the previous three-month period. While there has been a recovery in economic
activity over the summer months there remains little evidence that points to a sustained
upturn in the UK’s growth trajectory.

...as services sector growth moderates...
Growth in service sector output was flat in August 2018, down from the 0.3% growth
recorded in July. Output from the construction sector dropped by 0.7%. Total industrial
production rose by 0.2% in the month despite a 0.2% decline in output from the
manufacturing sector. However, all sectors recorded growth on the three month-on-threemonth measure. The latest GDP figures provide further confirmation that UK
growth remains unbalanced with the services sector continuing to drive
UK economic output.

…as UK inflation slows…
UK CPI inflation slowed to 2.4% in September 2018, the first decline since April and down
from the 2.7% increase in August. The largest downward contribution to the rate came
from lower costs for food and drink. However, supply-chain price pressures remain
sizeable with producer prices rising from 2.9% to 3.1% on the year to September
2018. Inflation’s trajectory is likely to fluctuate somewhat over the coming months as the
downward momentum from a more subdued economy trades off against upward pressure
from the persistent weakness in sterling.

Real Earnings Growth

…wage growth picks-up...
In the three months to August 2018, UK employment fell by 5,000 and the number of
people out of work declined by 47,000 over the same period. The unemployment rate
remains at a record low of 4%. Regular pay growth increased to 3.1%, the highest since
2008. While there has been a welcome widening in the gap between pay and price growth
(see Chart), achieving meaningful improvement in real wage growth may
prove an uphill struggle unless the underlying issues that continue to limit
pay settlements are tackled - notably sluggish productivity, underemployment and
high upfront costs for businesses.

...OBR forecasts subdued UK growth...
In its latest economic forecast, the Office for Budget Responsibility (OBR) expects GDP
growth of 1.3% for 2018, lower than their previous forecast of 1.5% published in March
2018. However, the OBR’s 2019 growth forecast has been upgraded from 1.3% to 1.6%.
Forecasted growth in 2020 has also been increased from 1.3% to 1.4%. Despite the
upgrades, the OBR’s latest forecast implies that by 2020 the UK economy
will have experienced its second weakest decade of average annual GDP
growth on record, mirroring the BCC’s latest forecast.

...but a stronger fiscal outlook...
The OBR expects public-sector net borrowing to reach £25.5 billion in 2018-19, £11.6
billion lower than their March 2018 forecast. The OBR now forecast that UK
public-sector borrowing will be £18.6 billion lower over the forecast period
compared to their previous outlook. Public sector net debt as a share of GDP is
forecast to peak at 83.7% in 2018-19, before falling to 74.1% of GDP in 2023-24. If UK
growth remains subdued the UK’s ability to generate tax receipts may prove more of an
uphill struggle than the OBR currently expects.

...as UK’s trade deficit narrows...
In the three months to August 2018, the UK’s trade deficit narrowed by £4.7 billion
to £2.8 billion (see Chart). A £3.5 billion narrowing of the goods deficit and a £1.1
billion widening of the services surplus led to the overall improvement. The trade in
goods deficit narrowed by £2.4 billion with the EU and by £1.1 billion
with countries outside the EU. Despite the recent improvement, the outlook for UK
exporters has weakened since the start of the year with Brexit uncertainty, slowing growth in
key markets and global trade tensions, weighing on export activity.

UK’s Net Trade Position

…Eurozone growth slows to four-year low…
The Eurozone economy grew by 0.2% in Q3 2018, the weakest growth
since Q2 2014 and lower than the growth of 0.4% recorded in Q2 (see Chart 8). In
annual terms, the Eurozone economy grew by 1.7% in Q3, down from growth of 2.2% in
Q2. Of the available country level data, France, the Eurozone’s second biggest economy,
grew by 0.4% in Q3, up from 0.2% in Q2. In contrast, Italy’s economy, the third largest,
saw zero growth in Q3, down from 0.2% growth in Q2. The Eurozone’s growth prospects
have moderated over recent quarters amid weaker global trading conditions and increased
political instability.

…as Chinese growth drops to 9-year low...
China’s economy grew at an annual rate of 6.5 in Q3 2018, the slowest
growth since Q1 2009. This was down slightly from the growth of 6.7% in the previous
quarter and was in line with the government’s growth target of 6.5%. On a quarterly basis,
the Chinese economy grew by 1.6% in Q3 2018, down from 1.7% in Q2. China’s growth
outlook has weakened since the start of the year as their escalating trade war with the US
and government attempts to reduce debt levels increasing weighing on economic activity.
The accuracy of China’s economic data also remains questionable.

...and US GDP growth moderates in Q3.
The first estimate of US GDP revealed that the US economy grew at an annualised rate of
3.5% in Q3 2018, slower than the growth of 4.2% recorded in the previous quarter. US
exports declined by 3.5% in Q3, following a 9.3% increase in the previous quarter as firms
brought forward export activity to earlier in the year, before the introduction of new tariffs
by China. Growth in consumer spending picked-up slightly to 4% in Q3, the strongest
growth since Q4 2014. While the US economy is likely to continue to grow above its longterm average over the near-term, rising interest rates and the escalating trade
war is likely to increasingly stifle US GDP growth.

The bottom line…

Overall, last month’s data releases paint a rather subdued picture
of the UK economy with growth expected to remain well below its
long-run average over the next few years. While a number of the
measures announced in the Autumn Budget, notably the increase
in the Annual Investment Allowance, will help to lift business
investment over the near term, a Brexit deal that gives firms the
clarity and precision they need is vital to the UK’s long-term
growth prospects.

