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Summary 
After last week’s predominantly subdued Bank of England Inflation Report and MPC minutes, 
this week’s upward revision to second quarter GDP growth and evidence of firm retail sales 
underlined the current resilience of the UK economy. 
 

Economy 
UK growth  
Second quarter UK GDP growth was revised 
up to 1.2% quarter-on-quarter, from 1.1% 
previously estimated. GDP was up 1.7% year-
on-year, the first positive annual growth rate 
since Q2 2008.  
 
Growth during the quarter was in large part due 
to an 8.5% rise in construction output. Whilst 
this is a strong performance, it has come on 
the back of a weak first quarter, when sector 
activity was held back by bad weather. Also, 
construction declined by 15% in the last two 
years, so current growth is from a low base. 
Consumer spending rose 0.7% during the quarter and up 1% on a year ago, the strongest 
growth since early 2008. Most analysts believe that current consumer spending levels are 
unlikely to be maintained, given uncertainty about the economic outlook, fiscal tightening, job 
insecurity, and low earnings growth. Fixed investment fell 2.4% during Q2 2010, but rose 3.1% 
year-on-year – the first annual rise after nine quarters of decreases. Government spending rose 
0.3% during the quarter, up 2.6% on a year ago.  
 
Looking ahead, the current rate of expansion is unlikely to be maintained. Current growth is 
benefiting from low interest rates, quantitative easing, banking support, re-stocking and stronger 
global growth. Near term, fiscal tightening will be an increasing drag on the economy. VAT will 
rise from 15% to 17.5% in January 2011, which together with ongoing tight credit conditions is 
likely to hurt consumer spending. Business investment will also be limited given the amount of 
spare capacity. At the same time there are concerns that the global economic recovery is 
running out of steam, which will limit exports growth. 
 
Business investment 
After a strong rebound in Q1 2010, business 
investments fell back in the 2nd quarter. Overall, 
business investment totalled £28.7bn in Q2, 
down from £29.1bn in Q1 2010. The drop was 
mainly due to a fall in services investments. In 
contrast, manufacturing investment rose, up 
9.6% during the quarter, though year-on-year 
manufacturing investment remained down 
7.9%. Construction investment was down 2.2% 
during the quarter, but up 15% on a year ago. 
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Retail sales 
The volume of retail sales in August was higher than a year ago, according to the latest CBI 
Distributive Trades Survey. Sub-sectors seeing the strongest growth were clothing, grocers, 
durable household goods, footwear & leather, and hardware & DIY. Better weather at the 
beginning of August and the summer sales have helped to boost sales during the month.  The 
majority of retailers surveyed expect further sales growth in September and they are more 
optimistic about the general business situation in the three months ahead. Price inflation 
accelerated, with two-third of retailers saying average selling prices rose on a year ago. 
 
Exchange rates 
In global currency markets, the Dollar and Yen strengthened last week, backed up by investor 
appetite for the safe haven investments, while the Euro weakened on Ireland’s rating 
downgrade. The Pound held stable both against the Euro at £/€1.217 and the Dollar at 
£/$1.547. 
 
Commodities 
Oil prices rose 2% last week to $75.8 per barrel 
of Brent. Copper increased 1% to $7,287/ ton. 
Aluminium and nickel prices continued to fall, 
down 2% and 4% respectively. The global steel 
price index continued to hold stable in the last 
week of August.  
 

Construction 
EMEA hotel construction pipeline  
Lodging Econometrics (LE) released its latest forecast for hotel development in Europe, the 
Middle East, and Africa (EMEA). Highlights:  

o On the back of the economic downturn, the total construction pipeline for EMEA in Q2 
2010 decreased for the 8

th
 consecutive quarter to 1,307 projects or 268,478 rooms.  

o Construction financing remains tight, as banks remain cautious.   
o 322 hotels/56,602 rooms are scheduled to open by year-end 2010, 296 hotels/58,301 

rooms are planned to be opened in 2011, and 322 hotels/67,680 rooms in 2012.  
o Europe’s total pipeline stands at 721 projects or 121,933 rooms. 167 hotels/31,657 

rooms are projected to open in 2012, preceded by 216 hotels/31,658 rooms in 2010 and 
180 hotels/29,500 rooms in 2011. The UK has the largest pipeline with 207 projects/ 
29,353 rooms, making it the 4

th
 largest in the world. 

o At 427 projects/116,043 rooms, the Middle East total pipeline is at its lowest level since 
early 2007. 59 hotels/15,558 rooms are now expected to open in 2010, 76 
hotels/21,141 rooms in 2011, and 111 hotels/28,498 rooms in 2012. 

o LE expects the hotel pipeline will continue to decline into the mid-decade, as projects 
already under construction and new project announcements into the pipeline have been 
at a cyclical low for over a year. 

 

Looking ahead 
Consumer lending data from the Bank of England are likely to show that housing market activity 
eased further in July, with mortgage approvals and loans for house purchase expected to ease. 
The Nationwide is likely to report that house prices stagnated at best in August, as housing 
market activity has slowed in recent months. The GfK/NOP consumer confidence index is 
anticipated to show a further decline in August, due to increased caution over the general 
economic outlook and personal financial situation on the back of increasing fiscal tightening. 
Leading indicators of activity in the construction, manufacturing and services sectors should 
point to continued growth. The construction PMI is likely to show that sector activity expanded in 
August, but the sector faces a challenging outlook, given the cuts to public capital programme. 
The manufacturing and services sector PMI are expected to show that activity expanded firmly 
in August.  
 

Price
Weekly 

change

Monthly 

change 

Annual 

change 

“Brent” Oil ($/ barrel) 75.8 2% 0% 7%

Copper ($/tonne) 7,287 1% 3% 16%

Aluminium ($/tonne) 1,996 -2% -2% 9%

Nickel ($/tonne) 20,555 -4% -1% 6%

Global Steel Price 
(Index 04/1994=100)

175.1 0% -2% 12%

Commodity Prices (27th Aug 2010)

Source: FT, LME, Cruspi



 
  

 

Market Watch 
Equity markets saw losses 
early last week, but closed with 
gains after better than expected 
growth in the UK (revised up) 
and US (a lower than thought 
downward revision) helped 
investor confidence.  
 
The FTSE 100 closed the week 
at 5,201.6, slightly ahead on 
the preceding week.  
 
The real estate sub-index was 
up 0.4% last week. UK 
commercial real estate values 
started to rise in the 3

rd
 quarter 

of 2009, following 8 
consecutive quarters of decline. 
However, growth has slowed 
significantly during the course 
of 2010, with capital values up 
by just 0.2% in July, with slower 
growth driven by decreasing 
property yields, uncertainty 
over future rental growth and 
still tight lending conditions. 
 
Shaftesbury and the Unite 
Group saw the strongest gains 
last week, up 4.9% and 3.3% 
respectively. British Land and 
Land Securities gained 1.3%. 
 
Segro saw the biggest losses 
last week, falling 2.5%. Segro 
in a trading update reported a 
pre-tax profit of £148.9m in the 
six months to end-June, 
compared to a loss of £493.3m 
in the same period last year. Net 
asset value per share rose 1.1% 
to 366p. The value of Segro’s 
portfolio rose 2.3% to £2.6bn. 
Net rental income increased 
from £129.7m to £144.3m. 
Segro’s vacancy rate stood at 
14% in H1 2010, up from 13.5% 
six months ago.  
 
Shares in housebuilders rose 
last week, but they remain 
sharply down on previous highs, 
with the sector constrained by 
fears over renewed house price 
falls and slower housing market 
activity.  

 
 

 

Stock Market

Index Index Week Month Year

FTSE100 5,201.6 ▲ 0.1% -3.1% 6.8%
EPRA/NAREIT UK 344.7 ▲ 0.4% -3.1% -7.8%

Stocks
Market 

Cap, £m

Week Month Year

British Land 4,000 ▲ 1.3% -3.8% -4.8%
Hammerson 2,540 ▼ -0.4% -8.7% -10.1%
Land Securities 4,670 ▲ 1.3% -2.2% -1.1%
Capital & Counties 721 ▲ 0.9% 2.0%
Capital Shopping Centres 2,060 ▲ 1.7% -6.8%
Shaftesbury 947 ▲ 4.9% 2.7% 12.0%
Great Portland Est. 991 ▲ 2.0% 3.3% 17.4%
Derwent London 1,430 ▲ 1.5% 4.1% 20.8%
Segro 1,990 ▼ -2.5% -6.3% -24.2%
Quintain Estates & Development 203 ▼ -0.6% -6.0% -51.6%
St. Modwen Properties 332 ▲ 2.3% -9.6% -30.2%
Unite Group 296 ▲ 3.3% 1.3% -16.5%
Workspace Group 231 ► 0.0% -2.4% -7.0%
Minerva 145 ▼ -4.0% -12.6% 239.6%
Average* ▲ 0.9% -3.3% -5.1%

Balfour Beatty 1,640 ▼ -4.1% -6.5% -19.1%
Carillion 1,250 ▲ 4.4% -1.1% 5.5%
Morgan Sindall 255 ▲ 7.3% 5.2% -17.4%
Kier Group 372 ▲ 1.2% -5.4% -13.9%
Lend Lease Corp* 2,097 ▼ -2.5% -9.8% -24.7%
Average ▼ -0.7% -5.9% -15.3%

Wolseley 3,580 ▼ -1.7% -13.1% -10.5%
SIG 554 ▲ 1.3% -10.8% -29.7%
Marshalls 179 ▲ 2.0% 3.1% -25.9%
Kingspan 718 ▲ 3.4% -5.3% -16.6%
BSS 527 ▼ -1.4% -3.9% 37.2%
Average ▼ -0.6% -10.5% -9.1%

Persimmon 1,110 ▲ 8.4% -0.7% -23.3%
Taylor Wimpey 847 ▼ -1.2% -3.6% -48.3%
Barratt 931 ▲ 2.4% -4.8% -38.4%
Bovis Homes 469 ▲ 1.1% -0.9% -33.1%
Bellway 640 ▼ 2.3% -9.2% -38.8%
Berkeley 1,070 ▲ 1.6% -1.5% -13.8%
Average ▲ 2.8% -3.2% -31.1%
**Sector averages are weighted according to current market capitalisations

Building material suppliers 

Housebuilders

Share Prices
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