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Summary 
Interest rates remained at their record low of 0.5% and the MPC also continued its suspension 
of the QE programme. Industry PMIs show that manufacturing activity remained strong during 
February whilst services rose to a three year high.  However, the construction PMI recorded its 
24th successive month of contraction.  Full year construction output data from ONS has also 
shown just how bad the recession has been for the industry – output fell by 11% over the year – 
the deepest fall since the 1970s. 
The week started badly for Sterling breaching the $1.50 support level on Monday, but it 
regained much of the losses against both the Euro and Dollarover the week.  Otherwise 
markets had a strong week with the FTSE reaching an 18 month peak on Friday.  Metals also 
rose strongly this week. 

 

Statistics 
Economy 
Interest Rates 
The Bank of England’s Monetary Policy Committee decided to hold interest rates at 0.5%. It 
also voted to hold back from any further increase to the quantitative easing (QE) programme. 
The decision means that the rate will have remained at the present record low of 0.5% for 13 
months. The MPC’s move to hold rates was widely anticipated, despite concerns that inflation 
may become a problem, although marginal GDP growth in the 4th quarter of 2009, banking 
sector weakness and persisting credit constraints are pushing prices in the opposite direction. 
The decision about QE was probably more finely balanced. There has been speculation in the 
City that the fragility of the recovery shown in recent statistics could result in resumption in the 
programme. Several business organizations including CBI have urged the Bank to consider 
further increases in QE in coming months to help sustain the recovery. 
 
Consumer Lending  
Consumer borrowing continued to outstrip 
repayments, according to the Bank of England. 
Consumer credit increased by £0.5bn in 
January, more than December’s net increase 
of £0.3bn. Mortgage lending increased by 
£1.5bn over the month, up from £1.2bn in 
December. However the number of mortgage 
approvals continues to fall. The number of loan 
approvals for house purchases stood at 48,198 
in January, well below the previous 6-month 
average of 55,924. Some analysts attribute the 
drop in mortgage approvals to January’s arctic 
weather conditions as well as the end of the 
stamp duty holiday in December. Some reports 
suggest that the mortgage market picked up 
sharply in February, and some lenders are also offering higher loan-to-values (LTVs) amid signs 
of a more competitive mortgage market. Overall lenders remain very conservative but conditions 
for borrowers are much improved compared autumn 2009. 
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Halifax House Price Index 
Following the fall in house prices during February recorded by the Nationwide, the Halifax 
announced a fall in their index of 1.5% this week, bringing to a close a 9 month run of 
consecutive increases. House prices remain 8% above the trough, which occurred in April 2009. 
Halifax suggested that an increase in supply contributed to softening prices, but many 
commentators also acknowledge that conditions are going to be less favourable in 2010, as 
taxes rise and mortgage finance becomes more expensive. 
 
Sector Activity  
Markit CIPS survey data shows that 
manufacturing activity was stable in 
February. The purchasing managers’ index 
for the sector only fell marginally from 56.7 to 
56.6, sustaining the 15-year high seen in 
January. Both output and export order 
indices rose during the month. Manufacturers 
are benefiting from rapid global recovery and 
sterling weakness. Continued strong 
expansion in manufacturing output is 
expected in coming months.  The service 
sector expanded sharply to a three-year high. 
The service PMI rose from 54.5 to 58.4, 
boosted by strong new orders and business 
activity. Despite these strong indicators, 
doubts still remain about the sustainability of manufacturing and services demand, particularly 
once stimulus measures are withdrawn. 

 
Commodity Prices 
Commodities had a strong week, with 
copper rising on concerns over supply 
following the Chilean Earthquake.  The 
price of Aluminium also continued to 
increase on the back of demand from 
investors.  By contrast, Nickel had a 
very strong week driven by 
expectations that demand for Stainless 
Steel would increase strongly in 2010.  
The oil price was also lifted by better than expected US employment figuresissue on Friday, 
which suggest that the US economy is close to being a net creator of employment. 
 
Exchange Rates 
The sterling fell to a 10 month low against the dollar of $1.478 on Monday on fears of a hung 
Parliament.  Sterling strengthened over the week, closing at $1.5049, down 1.3%.  Performance 
against the Euro was not much better – hitting a four month low of 0.9148.  Against the Euro, 
the pound lost 1.1% over the week to end at 0.9035.  A major story breaking over the weekend 
is that the Chinese Authorities are preparing the ground to break the current ‘temporary’ 
Dollar:Renminbi peg, which could have implications for import prices in Western Economies as 
well as prospects for more competitive exports into China. 
 

Construction 
Construction PMI 
Activity in the construction industry continued to decline in February, albeit at the slowest pace 
for two years. The Construction PMI fell marginally to 48.5 in February from 48.6 in January. 
The index still indicates contraction in activity, marking the 24

th
 consecutive month of contraction 

in the sector. The modest rate of contraction was a consequence of dire weather, a tough 
operating environment and difficult funding conditions. Prospects for employment also 
continued to deteriorate, with the pace of job losses accelerating from the previous month. The 
only positive news was residential construction, where the indicator improved for the sixth 
successive month, reinforcing expectations that this housing sub-sector will lead the industry 
into recovery. According to the survey, optimism for future work rose too, despite widespread 
concerns that fall-out from the general election will include significant spending cuts.  

 

Commodity Prices (5th March 2010) 
    Weekly Monthly Annual 

  Price Change Change Change 

"Brent" Oil ($/barrel) 77.8 3.1% 15.6 n/a 

Copper ($/tonne) 7485 4.1% 19.9 n/a 

Aluminium ($/tonne) 2202 6.3% 13.4 n/a 

Nickel ($/tonne) 22850 13.1% 31.7 n/a 

Global Steel Price 171.2 5.3% 7.1% 16.1% 

(Index 04/1994 = 100)         

Source: FT, LME, Cruspi 
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Construction Output 
The first estimate of total construction output 
in 2009 was published by ONS on Friday, 
confirming that the industry has seen the 
largest yearly fall in output since the 1970s. 
Q4 figures confirmed that total output 
dropped by 11% during the year. With the 
ongoing recovery in UK and global economy, 
contraction in output moderated to 1% in Q4. 
A small increase in new-build work was seen 
in Q4 although it was outweighed by falls in 
R&M. 
 
Public spending on construction grew by 8% 
in 2009, compared with a collapse of 20% in 
spending by the private sector.  The bright spots were infrastructure, with output up 15% in Q4, 
and public housing, where output was up 14%, albeit from a very low base. Other sub sectors 
remained sluggish. Private commercial output fell 8% in Q4 and 27% over 2009. Housing R&M 
in both public and private sectors were down by 9% in Q4, and contracted by 4% and 9% 
respectively in 2009 as a whole. 
 
Although the contraction moderated in Q4, the figures highlighted the ongoing strain on the 
industry. The strongest contributions came from those areas most closely aligned to the public 
sector and private sector workloads were still very subdued. With withdrawals of stimulus and 
expected reductions in public sector investment programmes, conditions are expected to remain 
tough throughout 2010, albeit the rate of reduction has stabilised. 

 
Looking ahead 
This week will be relatively quiet in terms of data release. RICS is also expected to record that 
house price growth moderated slightly last month, in line with other indicators that have pointed 
to a cooling in demand. Both manufacturing and industrial output are expected to gain 
modestly in January, but at a slower pace than in December when manufacturing production 
rose three times faster than expected. Construction New Orders data for January is likely to 
show a fall, partly due to disruption caused by severe weather conditions in the first half of 
January. 

 

Quarterly Construction Output
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Market Watch 
Stock markets enjoyed a strong week 
with encouraging US payroll data and a 
successful Greek Government Bond 
issue calming the previous week’s 
fears. The Dow Jones rose 2.3% over 
the week, and NASDAQ rose by 3.6% 
 
The FTSE 100 rose to close at 5,600 – 
4.6% up on the week, an 18 month 
peak, and fully 11% up from the low 
reached in February.  The FTSE has 
benefited from the weakness of Sterling 
as well as the strong performance of 
companies with strong overseas 
earnings.  According to the Financial 
Times, 75% of earnings of the 
companies represented on the FTSE 
100 are sourced from overseas.  
 
Performance among real estate 
companies was strong this week, with 
British Land, Land Securities, Liberty 
International, GPE and Segro recording 
above par performance. 
 
A number of major contractors and 
house builders reported their results 
this week; Balfour Beatty was up 4.2% 
on news of an 8% increase in turnover 
to £10.3bn and a 7% increase in profits.  
Carillion reported rising turnover and 
margins in 2009 as well as a 16% 
increase in profit – shares rose 8.1% 
over the week.  By contrast, AMEC 
reported turnover down by 3% and 
profits down by 34% to £203.5mn.  
Amongst house builders, Taylor 
Wimpey reported a much reduced loss 
of £640mn in 2009 and suggested that 
all markets were slowly improving.  
Persimmon was able to report a profit 
of £77.8mn as a result of an upward 
revaluation of its land bank.  Kingspan 
reported turnover down by 30% and 
profit down by 17%, but were the 
strongest performer in our sample of 
share prices this week. 

 

Friday 5
th

 February 20109 
Share 
Prices 

Market 
Cap, 
£mn 

Week Month Year 

FTSE100  4.6% 10.7% 58.6% 

Real Estate 

British Land  4,110 6.8% 5.4% 35.7% 

Hammerson 2,790 4.3% 4.6% 69.7% 

Land Securities 5,120 7.4% 7.6% 59.0% 

Liberty Intl. 3,08 8.5% 12.3% 81.9% 

Shaftesbury 869.4 2.7% 3.4% 93.3% 

Great Portland 
Est. 

954.5 7.3% 5.9% 100.4% 

Derwent London 1,390 5.5% 4.6% 170.5% 

Segro 2,400 7.0% 11.8% 87.2% 

Quintain Estates & 
Development 

311.0 -0.4% 1.3% 626.1% 

St. Modwen 
Properties 

379.3 1.5% 5.3% 225.1% 

TR Property 
Investment Trust 

567.0 2.5% 9.0% 54.9% 

Unite Group 410.6 -8.8% -6.1% 579.0% 

Workspace Group 255.6 3.5% 4.7% 125.0% 

Minerva 130.1 2.2% 3.5% 1083.1 

Average**   6.0% 7.1% 98.4% 

Contractors  

Balfour Beatty 1,880 4.2% 9.5% 1.4% 

Carillion 1,220 8.1% 7.7% 17.0% 

Morgan Sindall 229.2 0.9% 6.4% -2.1% 

Kier Group 357.3 4.9% 14.9% 16.9% 

Lend Lease Corp*   1,980 -7.3% -1.4% 69.8% 

Average   0.9% 5.5% 29.5% 

Material Suppliers 

Wolseley  3,950 3.2% 18.5% 132.0% 

SIG  699.6 4.8% 6.3% 20.3% 

Marshalls  163.2 -1.5% -5.5% 26.9% 

Kingspan  979.1 15.6% -1.2% 162.7% 

BSS  334.6 1.6% 1.5% 1.5% 

Average   5.2% 12.4% 114.2% 

House Builders 

Persimmon 1,360 8.0% 0.5% 25.8% 

Taylor Wimpey 1,260 4.1% -2.0% 191.6% 

Barratt 1,110 1.2% 1.3% 113.6% 

Bovis Homes 546.7 4.5% -3.0% -1.6% 

Bellway 909.9 2.8% -6.8% 6.6% 

Berkeley 1,090 4.0% -0.4% -14.2% 

Average  4.3% -1.4% 62.5% 

*Lend Lease Corporation Limited is listed on the Australian and NZ stock exchange 
**Sector averages are weighted according to current market capitalisations 
 


