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Headlines

• UK GDP growth up slightly in
Q2, boosted by stronger
service sector output
• Inflation slows in June, while
the UK jobs market goes from
strength to strength
• IMF downgrades its UK growth
forecast as latest BCC QES
points to subdued economic
activity

UK GDP growth subdued in Q2...
The first official estimate for Q2 2017 GDP growth revealed that the UK economy grew by
0.3% in Q2 2017, up slightly from the growth of 0.2% recorded in Q1 but less than half the
pace of growth recorded at the end of 2016. UK economic output is currently 9% above its
pre-recession peak. The UK economy remains on track to grow by around 1.5% this year,
which if realised would be the weakest rate of growth since 2012. Overall, the first estimate
of UK GDP growth for the second quarter of 2017 provides further evidence that the UK
economy is treading water.

...mirroring the latest QES…
The results of the Q2 2017 Quarterly Economic Survey (QES) pointed to sluggish growth in
the second quarter of 2017. The balance of firms in the service sector reporting increasing
domestic sales fell from +22 to +19. In the manufacturing sector, the balance of firms
reporting rising domestic sales held steady at +20. The latest balances show a continued pickup in export activity for both service sector firms and manufacturers. The survey also
recorded steady business confidence in the second quarter, but that rising cost pressures
remain a key concern.

...as the services sector dominates...
The first estimate of UK GDP shows that economic growth remains unbalanced, with the
service sector accounting for all of the growth recorded in Q2. The service sector – which
accounts for over three quarters of UK economic output – grew by 0.5% in Q2 2017, up from
the 0.1% recorded in the previous quarter. In contrast, industrial production and the
construction sectors were a slight drag on growth in Q2 with output falling by 0.4% and 0.9%
respectively. Output from the agriculture sector rose by 0.6% over the same period.

...boosted by higher output from the retail sector…
UK retail sales rose by 0.6% in June 2017 as the warmer weather helped boost sales of
summer clothing. In annual terms sales were up by 2.9%. On a quarterly basis, retail sales
increased by 1.5% in Q2 2017, compared to a drop of 1.4% in the previous quarter. Average
store price growth in annual terms slowed to 2.7% in June, from 3.2% in the previous month.
Despite the recent improvement, trading conditions in the retail sector are expected to
become more challenging in the coming months as rising inflation dampens consumer
spending.

…UK labour market remains resilient...
In the three months to May 2017, UK employment rose by 175,000, mainly driven by a
133,000 rise in the number of full time workers. UK unemployment dropped by 64,000 over
the same period. These figures suggest the UK’s jobs market is edging closer to full capacity.
UK labour market conditions may start to moderate over the coming months as uncertainty
over the impact of Brexit and the burden of upfront business costs takes its toll on jobs
growth. However, the UK jobs market is likely to remain a source of strength for the UK
economy.

…while inflation slows…
UK CPI inflation stood at 2.6% in June 2017, down from the 2.9% rise recorded in the previous
month, but is still above the Bank of England’s 2% inflation target. Falling fuel prices were the
main driver behind the fall in the inflation rate last month. Fuel prices dropped by 1.1% in
June 2017, the fourth successive monthly decline. While inflation is likely to resume its
upward trend in the coming months, there is some evidence that inflationary pressures in
the supply chain are starting to ease. If this trend continues inflation is likely to peak sooner
rather than later.

…it still weakens the UK public finances…
Public-sector borrowing (excluding public-sector banks) showed a deficit of £6.9 billion in
June, £2 billion higher than in June 2016. The increase was due to recent rises in inflation
pushing up the cost of index-linked bonds for the government. Between April and June 2017,
public sector net borrowing was £1.9 billion higher than in the same period in the previous
financial year. Public sector net debt stood at 87.4% of GDP in June 2017, almost three times
pre-crisis levels. With the slowing UK economy likely to weaken tax revenues, deficit
reduction is expected to prove the increasingly difficult over the near term.

...as UK’s trade deficit widens further...
The UK trade deficit in goods and services was £3.1 billion in May 2017, a widening of £1
billion from April. In the three months to the end of May, the deficit widened to £8.9 billion,
from £6.9 billion. The widening in the deficit was driven by a 1.0% rise in imports, which was
only partly offset by a 0.5% increase in exports over the same period. There remains little
evidence that the drop in the value of sterling since the EU referendum is providing a net
boost to UK exporters. That said, with economic conditions in key trading markets improving,
we forecast that UK exports will grow by 3.1% this year, up from 1.8% in 2016

…as the IMF downgrades UK outlook....
The International Monetary Fund (IMF) has downgraded its outlook for the UK economy. The
IMF cut its GDP forecast for 2017 to 1.7%, from its previous forecast of 2.0%. However, The
IMF’s latest outlook remains slightly more optimistic than the latest BCC growth forecast for
this year of 1.5%. The IMF forecast for UK growth in 2018 was unchanged at 1.5%, also slightly
above the BCC’s latest forecast. Overall, the IMF’s latest forecasts of UK GDP points to a
growing consensus that the UK economy is in a more challenging period.

…Chinese GDP growth remains above target.
China's economy, the world’s second-largest, grew at an annual rate of 6.9% in Q2 2017.
While this was unchanged from the previous quarter, it was higher than the government’s
current growth target of 6.5%. Growth was partly driven by firmer exports and production,
amid an improving global outlook. Domestic consumption also remains strong with retail
sales rising by 11% in annual terms. Despite strong growth in the first half of the year,
government attempts to tackle rising debt levels and concerns over the health of their
financial system could push Chinese growth lower. There also remain questions over the
accuracy of China’s GDP data.

The bottom line…
Overall, the latest data suggest that UK economic
conditions are becoming more challenging. It is therefore
vital that as well as reaching a comprehensive agreement
with the EU, longstanding domestic issues, including the
multitude of upfront business costs that continue to
undermine the UK’s long-term growth prospects, are
addressed.

