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Industrial production and construction falls add to signs of slowing economy

® Industrial production -0.1% in November, but
factory output recovers October’s 0.7% decline

® Construction output falls 2.0% in November

® But underlying export trend remains negative
due to weak growth in trade partners

Disappointing official data are adding to survey
evidence which indicate that the rate of UK economic
growth slowed towards the end of last year, meaning
policymakers will take an increasingly cautious
approach to the timing of the first hike in interest rates.

Looking at all of the official statistics and survey
evidence currently available, the data collectively point
to the economy growing 0.5% in the fourth quarter,
down from 0.7% in the third quarter.

The worry is that, not only is the rate of growth slowing,
but the UK economy is also once again showing an
unhealthy dependence on domestic consumers to
drive growth in 2015. Additionally, the sought-after
rebalancing of the economy from domestic
consumption to export-led growth remains a hope
rather than a reality.

Production falls

Data from the Office for National Statistics showed
industrial production down 0.1% in November while
construction sector output slumped 2.0%. The decline
in industrial production was due to a drop in oil and gas
output, and the scene in manufacturing is more upbeat,
with factory output up 0.7% in November, reversing
October’s decline. However, both industrial production
and manufacturing output are so far trending just 0.1%
higher in the fourth quarter compared to the third
quarter, pointing to a slowdown in the industrial sector.

Further weakness is expected in December, after the
PMI surveys signalled the worst performance for the
economy for 19 months. Growth slowed in
manufacturing, construction and services alike.

There was some better news on the trade front, as the
trade deficit fell to its lowest since June 2013. However,
goods exports fell 0.4% during November.
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Exports and demand in the UK’s trading partners

PMI Export Climate Index PMI Index
60 60

_ b5

50

45

45 - .l
40
s PIV|| Export Climate Index
40 u

PMI Exports Index 35

35

r T T T T T 30
1998 2001 2004 2007 2010 2013

Sources: Markit

Continued ...



Markit Economic Research

markit

The improvement in the deficit was mainly due to lower
oil imports, reflecting the recent slump in oil prices.
Goods imports fell 3.2% during the month.

Deteriorating export markets

Exports have disappointed due primarily to weak
demand in the UK'’s trade partners. Trade-weighted
PMI data for the various economies to which the UK
traditionally exports showed the pace of economic
growth slowing to the weakest for a year-and-a-half in
December. Similarly, official data also released today
showed manufacturing output stagnating in both
Germany and France, two important export
destinations for UK exports, in the three months to
November.

The exchange rate is countering the weakness in
overseas demand to some extent. Although sterling
remains higher than a year ago in trade weighted
terms, the exchange rate has levelled off in recent
months as expectations about an early hike in interest
rates by the Bank of England have cooled, while at the
same time US rates are still expected to have started
rising by the middle of next year. Today’'s data add to
the sense that UK policymakers will be in no hurry to
start raising interest rates.

The hope is that the UK’s export performance will
improve as we move through 2015 as lower oil prices
mean consumers and businesses in the UK’s major
trading partners have more money to spend on other
goods, while at the same time additional ECB stimulus
should help drive stronger economic growth in the
Eurozone. However, the latter is by no means assured.
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