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Official data add to picture of manufacturing strength and construction woes

m Official data confirm survey data on diverging
economic trends

® Manufacturing enjoys on-going growth spurt, linked
to rising exports

B Construction downturn deepens amid weak business
optimism

Official data on the output of manufacturing and
construction in October highlight the divergent trends
in the UK economy, as rising exports boost the goods
producing sector but weak domestic demand hinders
the construction industry. The data are in line with PMI
survey data, which indicate that the divergence
persisted into November.

Best manufacturing spell for a decade

The data from the Office for National Statistics found
manufacturing output rising just 0.1% in October, but
the rise came on the back of a 0.7% surge in
September. The October increase takes output up a
healthy 1.2% in the latest three months compared to
the prior three months, its best performance since the
three months to February. The health of the
manufacturing sector is underscored by output having
now risen for six consecutive months, representing the
longest period of sustained growth for over a decade.

The manufacturing upturn tallies with PMI survey data,
which show the sector to have been faring well in 2017,
enjoying the twin tailwinds of the weaker currency and
resurgent demand in the UK’s main trading partner, the
eurozone, which is enjoying its best year since 2010.
Growth in fact even picked up further in November,
according to the latest data.

The upturn also puts to bed ill-founded worries earlier
in the year (recorded in the media and fueled by
analysts focusing on noisy, volatile official data) that
manufacturing was sliding back into another downturn.
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UK construction output
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Key to the difficulty in interpreting the trend in the
official output data has been major changes in the
‘lumpy’ production of the auto industry, with weakness
earlier in the year replaced with an export-led growth
spurt in recent months.

When looking for signals from the official data, it's
worth bearing in mind that periods of sustained
downturns, the extent to which takes the annual rate of
growth of manufacturing output into negative territory,
have only ever been recorded when the PMI survey’s
output index has fallen below 52.6 for more than one
month. All other occasions have proved to be brief
downturns that have soon been reversed. The lowest
the PMI output index hit this year was 54.3, back in
March.

Export gains

Trade statistics meanwhile showed imports rising more
than exports in the three months to October, widening
the trade deficit, but exports were nonetheless on the
rise, as has also been indicated by the survey data.
The PMI’'s export orders index has so far recorded the
best year of overseas sales since 2010, with robust
growth persisting into November. The official data have
been more volatile, but have also shown signs of
improving exports. The October trade data showed
exports up 9.1% on a year ago, having risen 4.6% in
the latest three months.

Construction ‘recession’

While the news on manufacturing and exports has
been encouragingly upbeat in recent months, the
opposite applies to the building sector. Official data
showed construction output down 1.7% in October
after a similar drop in September. That leaves
construction output down 1.4% in the latest three
months compared to the prior three months, and
suggests that the sector could see its technical
recession extend into the fourth quarter.

The construction sector weakness had ben trailed in
advance by the PMI survey, with both also tallying on
the details of the current construction environment.
While house building and industrial construction has
provided a recent support to the sector, commercial
building has been especially weak. In particular, the
ONS data have shown new construction work for
industrial buildings up 16.5% in the latest six months,
but commercial building is down 8.3% over the same
period. As such, the data likely highlight the diverging
trend of manufacturing and the rest of the economy, to

show how non-manufacturing businesses appear to be
pulling-back on investing in new offices and retail
space.

Lack of optimism

The services sector was not covered by the latest ONS
data, but the PMI surveys have shown resilient growth
in recent months. Worryingly, however, the surveys
also reveal that optimism about future growth remains
historically weak, linked to Brexit anxiety and perhaps
helping to explain the lack of appetite to invest in new
fixed assets.

UK construction output by sector
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UK business optimism
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Click here for more PMI and economic commentary.
For further information, please visit www.ihsmarkit.com

Confidential | Copyright © 2017 IHS Markit Ltd

Page 2 of 2


mailto:chris.williamson@ihsmarkit.com
http://www.markit.com/en/about/news/commentary/markit-economics/markit-economics.page
http://www.ihsmarkit.com/

