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Trade deficit worsens in three months to April as exports fall 2.5%

B Trade deficit rises to £7.2bn in latest three-
month period compared to £5.6bn in prior three
months

®m Exports drop 2.5% over the latest three months

A narrowing of the UK’s trade deficit with the rest of the
world in April is welcome news, but needs to be treated
with caution, as the underlying trend appears to be one
of worsening exports as the strong pound hurts
competitiveness.

The trade deficit fell from £3.1bn in March to £1.2bn in
April, led by the smallest goods deficit for just over a
year. However, the monthly trade data are highly
volatile. It is therefore useful to look at what's
happening over a three-month period in order to get a
better idea of the underlying trend. In the three months
to April, the overall deficit rose to £7.2bn compared to
£5.6bn in the three months to January — a 29%
increase. The goods deficit, which is perhaps the more
reliable indicator of the country’s competitiveness in
the international arena, rose from £29.0bn to £30.0bn
over the same period, a 3.5% increase. On this basis,
the goods deficit is in fact running at one of the highest
levels recorded in recent history (see chart).

The worsening trade balance in goods reflected a
£1.9bn (or 2.5%) drop in exports over the latest three
months compared to just a £0.8bn (0.8%) fall in
imports. If oil is excluded, the export picture is not quite
so dark, with a more modest 0.9% drop recorded in the
latest three months. However, that represents the
worst export trend since last August.

The deteriorating underlying trend in the trade data has
also been reflected in the business survey data, which
point to ongoing disappointment in May. The survey
responses also lay at least some of the blame on the
appreciation of sterling. Although down in recent
sessions, the pound is trading at its highest level since
early-2008 on a trade-weighted basis. The latest PMI
data showed export orders falling marginally in May,
dropping for the third time in the past four months, as
companies reported that the stronger exchange rate
was hitting competitiveness in overseas markets.
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The stronger pound also appears to be hurting orders
from domestic customers, who look to prefer cheaper
imports.

While the narrowing of the deficit in April bodes well on
its own for trade to help boost economic growth in the
second quarter compared to the lacklustre expansion
seen in the first quarter, the weakness of the
underlying trend in the deficit and the disappointing
survey data suggest it is too early to bake any
improvement in the trade position into short-term
economic forecasts.
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