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GDP and latest nowcasts*

Output growth slowed in Q1, to the lowest rate

ONS Prelim UK Team Consensus Latest 3 . 2o A .
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This month’s data at a glance GDP growth was 0.3% in Q1, down from 0.6% in Q4.
Output growth (%qoq) 28115 Qle | News 2814 2(0);4 Construction detracted from growth for a second
consecutive quarter, but it was slowing in the service
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Construction output fell for a second consecutive quarter,



Chart 2: Quarterly GDP growth and backcast

Percentage change on previous quarter

- 1.0

0.8

0.6

0.4

0.2

0.0

-0.2

L 0.4
2011 2012 2013 2014

e ON S |atest == Backcast

Chart 3: Services output, ONS breakdown
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the first time this has occurred since 2012. Unlike at that
time, the weakness is at odds with survey indicators and
intelligence from Agencies and industry bodies.

The slight fall in production growth in Q1 represents a
continuation of the easing seen in the sector since the start
of 2014. Growth in manufacturing in particular has eased
back considerably, consistent with survey indicators.

...but we think that some of the weakness will
eventually be revised away...

Preliminary estimates of GDP, based on only around 45%
of the output data the ONS eventually expect to receive, are
prone to revision as more data become available. Our
backcast suggests that Q1 growth will eventually be revised
up to 0.5% (Chart 2), based on surveys and the pattern of
past revisions.

...and the slowdown is also likely to reflect data
volatility.

The services slowdown in Q1 was driven by one sector in
particular- business services and finance (which is a part of
PNDS) (Chart 3) and was concentrated in January. The
ONS assumption in March is for growth of 0.3%, which
would represent a return to the average monthly growth
rate from 2013-14. The services surveys have also
remained strong.

Similar to services, the monthly profile of growth in
construction also shows some volatility. Following negative
growth in January and February, the ONS have
incorporated an assumption that there is a strong rebound
in March, of 5.3%. We think revisions to the monthly profile
of data in Q1 are likely', which would not necessarily
provide such a strong signal of a turnaround in the industry
in March. In contrast to the official data, the construction
surveys, despite easing recently, have continued to suggest
positive growth in this sector. We are expecting flat
construction output in Q2.

Consumption indicators continue to show strength,
despite some weaker retail sales data

Following weakness in Q4 driven by NPISH, we still expect
consumption growth to rebound, to 0.7% in Q1. We also
expect the fall in oil prices to have boosted consumption
growth by around +0.2pp in Q1, and +0.1pp in Q22.

But retail sales data for March were much weaker than we
were expecting (-0.5% vs +0.5%), driven by a drop in fuel
sales (Chart 4). This suggests that fuel sales were
temporarily boosted by the fall in oil prices, with drivers
stocking up on petrol while prices were at their lowest.
Excluding fuel, retail sales grew modestly, by 0.2% in
March.

Retail sales, however, are a relatively poor indicator of

1 Last month we noted that the weakness in repair and maintenance in January in particular was difficult to explain, and there could be

some residual seasonality in the data.

2 Our usual short-term models are unlikely to capture this boost, so we have used a combination of approaches: COMPASS with Energy
simulations, regression models that include oil prices, and an estimate of the direct boost to household incomes from lower fuel prices.



Chart 5: Business investment surveys
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Chart 6: Uncertainty indicator
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Chart 7: Goods exports*
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consumption®. Other indicators of consumption remain
strong; uncertainty remains low and the headline GfK/EC
consumer survey indicates that consumer confidence is at
its highest level since 2002.

Business investment expected to increase in Q1, but
more modestly

We over-predicted growth in business investment in 2014
and surveys of investment intentions have eased a little
(Chart 5). We had taken a signal from this for our
assessment of Q1 (as incorporated in the Benchmark
forecast); we are now expecting growth of 1.0%. This would
represent an improvement from weakness in Q4, but is less
than in the Feb IR (+1.6%).

We are still expecting a drag from extraction investment
over the forecast, as a result of the fall in oil prices. One
possible source of weakness in the Q1 data is that the
impact has happened faster and/or larger than we
expected. The most pessimistic of the industry forecasts for
extraction investment would suggest extraction investment
could have detracted 0.1pp from GDP growth in Q1 (more
than double our central expectation), although that does not
take into account that imports are also likely to be weaker.
But we do not have any new investment data this month,
and have little evidence to support a faster impact than we
were already expecting (apart from the evidence from the
us4).

Although uncertainty about the upcoming General Election
could have weighed on firms’ investment plans, there is
little strong evidence to support this®. The Deloitte CFO
survey does suggest that general levels of financial and
economic uncertainty have increased slightly in Q1. While
our own uncertainty indicator indicates a slight tick up in
uncertainty, it remains well below average (Chart 6).

Trade likely to detract from GDP in Q1

Exports were strong in Q4, but this is likely to have been
boosted by erratic factors. Indeed, there has been a sharp
unwind in the monthly export data for Q1 such that we
expect net trade to detract 0.5pp from GDP growth in Q1.
Excluding erratics and oil, underlying growth in exports is
likely to have been more stable and suggests a smoother
goods exports profile going into Q1 (Chart 7).

We continue to expect solid growth in the near-term

We cannot find a strong reason to take a signal from the Q1
GDP estimate that there is underlying persistent weakness
in economic activity. We have not changed our nowcast for
Q2 from the May Benchmark (0.7% mature estimate,
consistent with a preliminary estimate of 0.6%). But we may
have missed a sign of more persistent weakness in the Q1
data, and we therefore view the risks to be to the downside.
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Chart 8: Model forecasts and externals Our forecasting models produce a wide range of estimates
for Q2, but all predict the rate of growth to pick up. This is

Fetoeritage Shuge CHAISVOVSRUNIEE [-1& similar to the range of external forecasts®. Our industry
¢ | 1.0 model is the strongest, at 0.9%, although that reflects the
- 0.8 strong hand-off from the pattern of monthly growth in Q1
R (Chart 8); if the level of output were unchanged from
‘z March, growth in Q2 would still be 0.5%. However, given
[ 04 the early stage of the data cycle, this pattern of monthly
- 0.2 growth may well be revised.
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ANNEX: UK DATA DETAIL

This page provides links to charts and tables that give more detail on recent data.

Individual data releases
The table below contains links to standard charts and tables for each data release, as well as the
official ONS or survey commentary.

GDP Released Data up to Indicator

GDP (Prelim) 28/04/15 Q12015 GDP: Preliminary indicator
GDP (Second estimate) 26/02/15 Q4 2014 GDP: Second estimate indicator
GDP (QNA) 31/03/15 Q4 2014 GDP: Quarterly National Accounts indicator
Monthly ONS data Released Data up to Charts

Index of Services 28/04/15 Feb-15 10S Charts

Index of Production 10/04/15 Feb-15 loP Charts

Construction output 10/04/15 Feb-15

Retail Sales 23/04/15 Mar-15 Retail Sales charts

UK Trade 09/04/15 Feb-15 Trade charts

Output surveys

CIPS Services 06/05/15 Apr-15 CIPS services charts

CIPS Manufacturing 01/05/15 Apr-15 CIPS manufacturing charts
CIPS Construction 05/05/15 Apr-15 CIPS construction charts
BCC 09/04/15 Q12015

CBI Quarterly Industrial Trends 27/04/15 Q12015 CBI QIT charts

CBI Services 25/02/14 Q12015 CBI SSS charts

CBI Financial Services 30/03/15 Q12015 CBI FSS charts

CBI Monthly Trends Enquiry 27/04/15 Apr-15 CBIMTE

Experian Construction 02/04/15 Feb-15 Experian charts
Consumption Indicators

Consumer Confidence 29/04/15 Apr-15 Consumer confidence charts
BRC Retail Sales Monitor 14/04/15 Mar-15 BRC RSM charts

CBI Distributive Trades 29/04/15 Apr-15 CBI DT charts

SMMT car registrations 08/04/15 Mar-14 SMMT charts

Yellow denotes new data this month.

Red denotes latest data are not publically available at time of circulation (link will be updated when it is
available)





