,m IHS Markit

Economic Research
05/04/2017

United Kingdom

PMI indicates modest 0.4% GDP growth in first quarter despite March upturn

B PMI surveys record faster growth in March, but signal UK PMI and GDP compared

modest 0.4% GDP rise in Q1 UK GDP, constant prices g/q % change All Sector PMI (Output Index)
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B Service sector to see faster growth as —

manufacturing-led expansion loses steam .
® Job creation slows \f\‘\ M /\'
® |nflationary pressures hit six-year high but input /V\ 53

price inflation wanes

UK business activity growth regained some momentum 08 EU roforondum
after having slipped to a five-month low in February, GDP —PMI 43
but the upturn fails to change the picture of an e

economy that slowed significantly in the first quarter. Giobal

financial
crisis
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0.4% GDP growth signalled in first quarter 24 o 2
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The Markit/CIPS all-sector PMI rose to 54.7 in March Sorees: 15 Hanth CFS, ON
from 53.7 in February, though remained weaker than Output by sector

the readings seen in the prior three months. MarkitCIPS PMI Output/Activity
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Despite the March improvement, the relative weakness » A
of the PMI survey data compared to the turn of the M ‘V‘l\ "J \ N\
year suggests the economy will have grown by 0.4% in /\ /\ \/\IA\;}V\‘\,\’
the first quarter, markedly lower than the 0.7% 50 - " }

expansion seen in the fourth quarter of last year.
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The upturn in March was driven by the service sector, o L\
which recorded the best expansion since December.
Growth meanwhile slowed in manufacturing, down to
its weakest since July, as well as in construction. 30
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However, over the first quarter, both manufacturing 208 2009 2010 2011 2012 2013 2014 2015 018 2017
and services sectors are likely to have seen growth
weaken compared to the fourth quarter expansion of UK employment

0.8% for services and the 1.3% growth spurt seen in rg.ﬂ?rklthIPS PMI Employment Index Employment 3m/3m ch:g%e

manufacturing. 3-month change in private sector
employment 300

The subdued construction PMI readings meanwhile ——PMI Employment Index
indicate that the building sector has also seen growth
wane markedly, with the PMI surveys consistent with a
near- stagnation of output in the first quarter compared
to a 1.0% rise in the fourth quarter.
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The official data are also starting to show signs of a
first quarter slowdown. Office for National Statistics
data indicated falling output in the manufacturing,
services and construction sectors in January.
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Consumer slowdown

The survey data also point to a notable waning in
demand from consumers. Within the service sector,
the worst performance so far this year has been seen
in consumer-oriented sectors, notably personal
consumer services (which includes businesses such
as sports centres, gyms and hairdressers) and hotels
and restaurants. The greatest resilience has been
seen in financial services.

In manufacturing, robust growth of investment and
intermediate goods contrasted with sharply slower
growth of consumer goods.

Weaker job creation

Employment growth has meanwhile slowed to the
second-weakest seen in the past six months. A
subdued labour market is a further worry for consumer
spending in the months ahead, especially in an
environment of rising prices.

Only manufacturing reported an upturn in hiring in
March, with new jobs being added at the fastest rate
for nearly one and a half years. Service sector staffing
levels rose only modestly, showing the smallest gain
since last August. Construction hiring slipped to a
three-month low.

Costs increase

Price pressures remained elevated. Average prices
charged for goods and services rose at the steepest
rate for just under six years. Service sector inflation hit
the highest since September 2008, and factory gate
prices likewise showed one of the largest increases
seen since the global financial crisis.

Charges were commonly raised in order to pass higher
costs on to customers. Measured across all sectors,
average input costs rose sharply again, albeit with the
rate of inflation having pulled-back markedly from
January’s peak.

While the softening of input cost inflation presents
brighter news on the outlook for consumer prices, the
survey data suggest that inflation still has further to
climb from the 2.3% rate seen in February.

Policy outlook

The March uptick in the PMI surveys merely brings the
data in line with a neutral policy stance at the Bank of
England. With economic and political uncertainty likely
to intensify as the Brexit process gets underway,
policymakers are likely to continue to stress the need
to look through any further upturn in inflation and focus
instead on the need to keep policy on hold to support
economic growth.
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UK services: official and survey data compared

Services output, g/q % change Markit/CIPS Services PMI (Activity Index)
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UK manufacturing: official and survey data compared

Manufacturing output, g/q % change Markit/CIPS Manufacturing PMI (Output Index)
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UK construction: official and survey data compared

Construction output, g/q % change Markit/CIPS Construction PMI (Activity Index)
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