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Summary 
Expectations for an early interest hike were slashed last week, after the latest GDP figures 
showed a surprise decline of the UK economy in the final quarter of 2010. Meanwhile, investor 
risk aversion shot up globally, as violence in Egypt raises concerns that protests will spread 
further across the Middle East. As a result, equity markets fell, oil prices surged and the Dollar 
strengthened.  
 

Economy 
UK economy 
The UK economy contracted by 0.5% in the 
final quarter of 2010 – a much sharper 
slowdown than had been expected. In 2010 
as a whole, the economy grew by 1.4%, after 
contracting 4.9% in 2009 and 0.1% in 2008. 
Construction output declined 3.3% during the 
quarter, but remained 7% up on a year. The 
services sector declined 0.5% in Q4 and rose 
by only 0.9% on a year ago. Manufacturing 
remains the best performing sector, 
expanding 1.4% during the quarter and up 
5.7% year-on-year. There is considerable 
uncertainty about how much December's cold 
weather hit economic activity – in particular the construction and services sectors - which makes 
GDP performance during the quarter hard to judge. The official statistics estimate that the 
weather subtracted 0.5% from fourth quarter GDP, suggesting “real” growth was flat. What is 
clear is that the headwinds facing the UK economy are still numerous, with the fiscal squeeze 
and subdued consumer demand set to weigh on growth this year. 
 
Bank of England minutes 
Last week’s high inflation figures raised expectations that the Bank of England may be forced to 
hike interest rates sooner than previously thought. Indeed, the minutes of the MPC’s January 
meeting show that there was growing concern about rising inflation, resulting in the decision of 
two members to vote for a rate rise. However, the latest weak GDP figures will no doubt have 
dampened some of the voices advocating an early rate rise. Nevertheless, policymakers will 
remain vigilant for any signs that inflation could become more entrenched, in particular with 
regards to wage demands.  
 
Business conditions 
The Bank of England’s survey of Business Conditions for December reveals that: 

o Severe weather conditions impacted on household spending, with retail sales over the 
Christmas period falling short of expectations.  

o Housing market activity slowed further, as credit constraints and subdued wage growth 
weigh on demand.  

o Investment intentions held up, driven by firms’ efficiency and replacement motives. 
There were reports of continued investment in new premises by some large retailers, 
but the pace of expansion appears slowing. 
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o The services sector grew moderately, supported by rising private sector demand, but 
there was still downward pressure on fees.  

o Manufacturing activity continues to be boosted by foreign demand, while domestic 
demand remains much weaker. Firms in engineering and energy-related sectors saw 
particularly robust growth in December.  

o Construction activity was subdued, hit by the severe December weather and a weak 
demand outlook. According to the survey, some larger companies continue to benefit 
from projects in London related to the Olympics and commercial real estate, as well as 
utilities and transport infrastructure 
work. 

o Credit continues to become more 
widely available for large firms, but 
much less so for small and 
medium-sized ones, many of which 
are still focused on paying back 
debt.  

o Input costs continue to rise, due to 
higher fuel and raw material prices. 
Manufacturers are seeking to pass 
on costs through the supply chain, 
though the cost pass-through has 
only been partial so far. 

 
Retailer survey 
The CBI’s latest Distributive Trades survey shows that the majority of retailers saw sales 
volumes rise in January, but the pace of expansion has slowed. The majority of retailers expect 
sales growth to slow further in the months ahead. There are widespread expectations that 
consumer demand will be weak in the coming months, given erosion of spending power due to 
rising prices and subdued wage growth. 
 
Public finances 
Improved public finances figures are offering some confidence that the UK’s deficit consolidation 
plan is moving in the right direction. Public sector net borrowing stood at £16.8bn in December, 
compared to £21bn a year ago. Borrowing in the first nine months of this financial year stood at 
£118.4bn. Higher tax receipts and lower benefit payments are helping to trim the rise in public 
expenditure; though increasing interest payments on public debt remain a serious problem. For 
the first time, data for RBS and Lloyds Banking Group have been fully incorporated into public 
sector finances, which has impacted on the measure of net debt. Net debt excluding financial 
interventions was £889.1bn in December 2010, or 59.3% of GDP. Including interventions net 
debt stood at £2322.7bn, or 154.9% of GDP.  
 
Commodities 
Commodity prices rose last week, amid 
tensions in the Middle East and stronger US 
growth. Oil prices increased to $98.8/ barrel 
on concerns that the unrests in Egypt, which 
is an important gateway for Middle East oil 
through the Suez Canal and the Sumed 
pipeline, could hit supply routes.  
 
Exchange rates  
The Sterling lost ground both against the Dollar and the Euro last week, falling 1% to £/$1.5844 
and £/€1.1628, respectively. The Dollar was buoyed by general risk aversion in global financial 
markets, while the Euro strengthened on rising expectations that the European Central Bank 
would raise interest rates ahead of other major central banks. 
 

Looking ahead 
Survey evidence from the manufacturing, services and construction sectors will provide 
evidence as to what extent the UK economy bounced back in January from December's 
weather-related decline. Meanwhile, the latest housing market data are likely to point to a 
further slowdown in sector activity, with mortgage approvals expected to have declined further 
and house prices falling in January.  

Manufacturing and Construction Activity
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Price
Weekly 

change

Monthly 

change 

Annual 

change 

“Brent” Oil ($/ barrel) 98.8 2% 5% 32%

Copper ($/tonne) 9,590 1% 1% 36%

Aluminium ($/tonne) 2,455 3% 1% 16%

Nickel ($/tonne) 26,825 4% 11% 48%

Global Steel Price 

(Index 04/1994=100)
199.7 0% 11% 25%

Commodity Prices (28th Jan 2011)

Source: FT, LME, Cruspi



 
  

 

Market Watch 
During this year’s World 
Economic Forum currently 
taking place in Davos, the 
mood among attendees 
appears to be more optimistic 
than in 2010, though delegates 
remain nervous about 
Europe’s sovereign debt 
problems, rising commodity 
and raw materials prices, 
overheating in some fast 
growing emerging markets and 
the US’ fiscal sustainability – 
all of which could derail global 
growth.  
 
Global equity markets fell last 
week, as escalating violence in 
Egypt raised fears that protest 
could spread further across the 
Middle East. In addition, UK 
shares were hit by gloomy 
economic news surrounding 
British growth. The FTSE100 
fell 0.3% to 5,881.4 points, 
though the property index 
outperformed, rising 0.9% in 
the week to Friday. 
 
The Workspace Group and 
Segro advanced most last 
week, gaining 5.1% and 4.4% 
respectively. 
 
Great Portland Estates (GPE), 
in a trading update, reported 
that the value of its property 
portfolio rose by 3% in the final 
quarter of the year, with values up 17.5% over the year to 31 December 2010. Adjusted NAV 
per share stood at 326p at 31 December 2010, up 3.8% from 30 September 2010. GPE made 
new investments of £87.6m in the final quarter of 2010, with a further 2 deals under offer. There 
are currently 12 near-term development projects, totalling 1.9m sq ft, of which six schemes 
(410,000 sq. ft.) are on site and a further six potential starts during 2011. There are 15 pipeline 
projects covering 1.1m sq ft in design stage. Shares in GPE closed at 360.53p on Friday, 
valuing the firm at £1.13bn.  
 
Minerva remained in focus last week, after EFL, a vehicle controlled by Ananda Krishnan said it 
had built a 2.7% stake in the business, which remains subject to takeover talks. Shares in 
Minerva closed down 7.8%.  
 
 
 

Stock Market

Index Index Week Month Year

FTSE100 5,881.4 ▼ -0.3% -2.1% 14.3%
EPRA/NAREIT UK 388.1 ▲ 0.9% 3.3% 3.1%

Stocks
Market 

Cap, £m

Week Month Year

British Land 4,610 ▲ 0.8% -3.1% 18.6%
Hammerson 3,050 ▼ -1.0% 2.8% 13.9%
Land Securities 5,220 ▲ 0.1% 0.7% 5.4%
Capital & Counties 915 ▲ 0.7% 0.5%
Capital Shopping Centres 3,220 ▲ 0.3% -10.7%
Shaftesbury 1,000 ▼ -0.2% 1.1% 15.7%
Great Portland Est. 1,130 ▲ 1.6% 3.3% 26.9%
Derwent London 1,570 ▲ 0.3% 1.3% 16.6%
Segro 2,230 ▲ 4.4% 2.3% -5.3%
Quintain Estates & Development 208 ▼ -7.0% -4.8% -31.6%
St. Modwen Properties 351 ▲ 1.6% 3.5% -9.7%
Unite Group 326 ▼ -1.6% 4.4% -28.7%
Workspace Group 297 ▲ 5.1% 9.6% 19.8%
Minerva 153 ▼ -7.8% 27.5% 32.9%
Average* ▲ 0.5% -0.6% 6.2%

Balfour Beatty 2,300 ▲ 2.9% 7.0% 27.8%
Carillion 1,530 ▲ 0.7% 1.2% 28.3%
Morgan Sindall 302 ▲ 2.2% -1.4% 28.4%
Kier Group 471 ▼ -1.3% -9.8% 26.0%
Lend Lease Corp* 5,010 ▼ -0.6% 2.1% -4.6%
Average ▲ 0.5% 2.4% 10.9%

Wolseley 6,190 ▲ 0.2% 6.7% 59.9%
SIG 850 ▲ 0.6% 18.8% 26.1%
Marshalls 234 ▲ 2.4% 14.4% 40.0%
Kingspan 1,120 ▼ -4.9% -8.0% 12.3%
Average ▼ -0.4% 6.2% 49.6%

Persimmon 1,210 ▼ -4.7% -1.9% -8.0%
Taylor Wimpey 1,100 ▼ -5.2% 13.3% -11.0%
Barratt 888 ▼ -6.1% 5.5% -24.0%
Bovis Homes 583 ▼ -1.3% 9.8% 7.1%
Bellway 736 ▼ -8.4% -5.4% -18.3%
Berkeley 1,180 ▼ -2.2% -0.1% 12.1%
Average ▼ -4.6% 3.3% -6.7%
**Sector averages are weighted according to current market capitalisations
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