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PMI surveys show steady growth marred by decade-high price pressures

® PMI surveys signal weaker economic growth in
November due to waning expansion in service sector

B Business optimism remains historically weak due to
Brexit worries

B Prices charged rise at steepest rate since August
2008 due to higher costs

The latest PMI™ surveys indicate that the economy is
on course to sustain steady growth in the closing
months of 2017, albeit with the expansion waning in
November. Slower service sector growth came as a
particular disappointment after improved performances
of both manufacturing and construction in November.
Business confidence also continued to be subdued by
Brexit worries. Meanwhile, in a sign that inflation may
rise further in coming months, prices charged for
goods and services rose to the greatest extent seen for
nearly a decade.

Solid fourth quarter growth

The ‘all-sector’ IHS Markit/CIPS PMI Output Index fell
from a six-month high of 55.4 in October to 54.7 in
November. Despite the decline, the latest reading was
the second-strongest registered over the past seven
months and adds to indications that the economy is on
course to enjoy robust growth in the fourth quarter. The
survey data are so far consistent with the economy
growing at a quarterly rate of 0.45% in the closing
months of 2017.

There was mixed news by sector, with faster
manufacturing and construction growth countered by a
slowdown in services. Manufacturing, buoyed in part
by the historically weak pound and strong growth in
overseas markets, reported the fastest output growth
since September of last year and the second-largest
gain for over three years.

An upturn in house building also helped drive a revival
in the construction sector, where output showed the
biggest gain for five months. However, the overall rate
of construction expansion was subdued by declines in
both commercial building and civil engineering activity.
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Output of the three main sectors
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Business expectations
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Service sector growth meanwhile slowed from
Octobers’ six-month high, dipping slightly below the
average seen in the year-to-date. Recent months have
seen very varied performances between the sub-
sectors of the services economy. Growth is currently
being led by financial services and the hotels and
restaurants sectors, the latter likely buoyed by tourist

spending rising on the back of the weak exchange rate.

But growth has meanwhile waned for business
services and transport and communications, though
the worst performing sub-sector has been IT and
computing, which has seen its worst performance for
over five years in recent months.

Fragile outlook

Future expectations about companies’ business
activity levels in a year's time ticked higher in
November but nevertheless remain very low by
historical standards, underscoring the potential for risk
aversion to intensify and subdue growth if the news
flow relating to Brexit deteriorates.

Uncertainty about the economic outlook, linked
commonly to Brexit worries, continued to permeate the
business mood. However, for now, the survey data
indicate that a sufficient degree of optimism in pockets
of the economy, notably financial services, tourism,
manufacturing and house building, is helping the
economy as a whole to sustain steady growth.

Employment buoyed by factory hiring
Companies also remained sufficiently upbeat to
continue hiring. Employment growth across the three
major sectors ticked slightly higher in November after
sliding to a seven-month low in October, led by the
largest manufacturing jobs gain for nearly three-and-a-
half years. However, service sector employment
growth remained especially subdued, albeit in some
cases linked to skill shortages.

Near-record price rise

The big news is in relation to prices, with the PMI
surveys pointing to the largest monthly increase in
average prices charged for goods and services since
August 2008; a time when oil prices soared just before
the global financial crisis.

Rising oil prices were again to blame in November,
with firms also reporting the need to pass higher costs
of a wide variety of other inputs on to customers as a
result of the weak pound having driven up import
prices. As such, the survey data add to suspicions that
inflationary pressures have yet to peak.
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Input costs and prices charged
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Click here for more PMI and economic commentary.
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UK services: official and survey data compared
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UK manufacturing: official and survey data compared
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UK construction: official and survey data compared
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