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UK growth has picked up a bit of speed in Q3, judging from latest monthly GDP
figures, with strength widespread. However, recent favourable weather flattered
the headline rate, so a moderation in growth looks likely in Q4.

Scorchio. The uncharacteristically sunny summer provided a solar-powered boost to the UK
economy. Activity expanded by 0.7% in the three months to August, 40% more than normal.
All sectors enjoyed a run in the sun. Services contributed 0.42 percentage points and
production 0.1. But construction, shining brightly, added an incredible (size-wise) 0.17.
Warning: output stalled in August. Still, if we have managed to grow by the 0.2% average in
September, then Q3 GDP will be 0.7%, taking annual expansion to 1.5% and on track for
2018 to slightly outperform official expectations. Let’s see. I’m sure the year’s not done with
us yet.
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Are we nearly there yet? The Northern Ireland economy posted its fastest rate of
expansion in six quarters in Q2 2018, up 1.2% q/q and 1.6% y/y according to the Northern
Ireland Composite Economic Index (NICEI). This followed two hefty quarterly declines
(0.7% in each quarter) in output, driven largely by the JTI tobacco plant closure and bad
weather hitting construction in Q1. All of the constituent indices (i.e. public sector, private
sector, services, construction & production) posted quarterly rises for the first time since
Q4 2016. Unlike employment, output still hasn’t returned to its pre-recession highs. The
NICEI and private sector output may be at nine-and-a-half year highs, but they have still
only managed to recoup 57% and 68% of their lost output to date. Recovery remains a work
in progress but ‘recovered’ remains some years off.

Shaky foundations. Northern Ireland construction output rebounded by over 6% q/q in Q2
2018, following the ‘Beast from the East’ marred first quarter. All aspects of construction
activity experienced a quarterly uplift in Q2, most notably Repair & Maintenance up by a
fifth. The year-on-year comparisons are less encouraging. Looking at the first six months of
2018, overall construction output fell by 4.5% y/y with new work dropping by 8%.
Infrastructure related activity fell by 9% y/y in the first-half of the year.  Housing is up
almost 1% y/y in the corresponding period but other work (commercial & industrial) is down
6.5% y/y. 2019 looks particularly challenging with Brexit uncertainty, no Stormont
Executive and a paralysis in decision making for large capital projects. A construction
downturn may be unavoidable.

Location, Location, Location. UK surveyors are increasingly downbeat about house prices
as rising Brexit uncertainty weighs on sentiment. According to the RICS September survey,
the outlook for prices in both three and twelve months time is the weakest since June 2016,
but this conceals notable regional variations. London, the South East and East Anglia
reported expectations of significant price falls in September and Q3, with little change
envisaged in Q4. In contrast, Northern Ireland, Scotland and the North West are the most
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optimistic. Weak sales were evident across the UK with almost all regions expecting fewer
vendor instructions in Q4.

Weaker pound helps. The UK trade deficit narrowed in the three months to April 2018, to
£2.8bn, the second consecutive monthly improvement. However, this series is very volatile,
so it is premature to draw strong conclusions. The 12-monthly measure of the trade deficit is
more stable. On this basis, it is clear the UK’s trade position has improved since June 2017,
almost interrupted. In real terms, the trade deficit has narrowed by 70 per cent in the 12
months to June 2018 compared to the same period in 2017, driven by a narrowing of the
deficit in goods and a widening of the surplus in services. This improvement could reflect
the lagged impact of the pound’s recent weakness.

The price of everything and the value of nothing.  What is the Retail Prices Index (RPI)
good for?  Not measuring price changes, that’s for sure.  It systematically overstates
inflation by 1 percent per year.  Yet somehow, despite being stripped of its status as a
national statistic way back in 2013, the discredited RPI still underpins the £400bn index-
linked government bond market.  A shift to an alternative index, like the CPI, for all new
bond issuance looks one step closer after Bank of England deputy governor, Ben Broadbent,
told Parliament that the switch would not cause any serious or lasting disruption to
markets.  Unfortunately for taxpayers, CPI-linkers won’t cut the debt interest bill.

We know what you did this summer. British people made 19m visits overseas in Q2
2018. France and Spain were the hot spots in the summer, comprising around 30% of the
£11.6bn UK’s total travel expenses, at £3.8bn. The UK populace spent 50% more abroad
than visitors consumed in the UK. Still, tourism in Q2 2018 was below the record high seen
in 2017. US visitors spent £1 billion.

Tame. US CPI, both headline and core, surprised on the downside in September, rising
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0.1% m-o-m. Annual consumer prices inflation slipped to 2.3%, from 2.7% in August, the
smallest increase since February. The core rate, however, was unchanged at 2.2% y-o-y.
Energy prices retreated last month, partially reversing August’s spike. Used car prices
posted their largest monthly decline in 15 years, on technical factors. Rental prices, a key
component of core inflation, also slowed last month. Still, buoyant domestic demand and
building wage pressures point to further Fed gradual tightening in the coming months.

China races ahead of POTUS! In September, China’s trade surplus with the US widened
to a record high of USD 34bn – not helpful for ongoing US/Sino trade tensions.  Front-
loading by Chinese exporters ahead of recent tariff rises fuelled a 14.5% y-o-y rise in exports
whilst imports posted a 14.3% increase in the year to September, hinting at softer domestic
demand. The PBOC’s latest 1% fall in the reserve requirements ratio (RRR), the fourth cut
this year, is clearly aimed at insuring the Chinese economy from a pronounced downturn.
Pressure for further fiscal easing in coming months is rising.
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