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The UK economy grew 
by 0.4% in Q2 2018, 
representing a 0.2% 
acceleration from the first 
quarter of the year, and a 
1.3% increase from the same 
quarter last year. Growth 
was driven by services and 
construction, but offset by a 
decline in manufacturing and 
energy supply. 

Services sector output increased at a 
rate of 0.5% in Q2 2018, faster than 
the previous quarter (0.3%) and an 
improvement from this time last year 
(0.3%). This is the largest quarterly 
services growth since Q4 2016. The 
12-month increase was 1.5%, an increase 
from the 1.2% recorded last quarter.

Manufacturing output in Q2 2018 fell by 
-0.8% compared to -0.1% in Q1 this year. 
The 12-month increase was 1.4%, driven 
by a rise in manufacturing of 1.3%.

Retail sales figures for July reported a 
12-month increase of 3.5% in volume 
terms, topping both June’s 2.9% and the 
slower growth of 1.1% in July 2017. The 
strong sales data has been attributed to 
the heatwave, which encouraged food 
and DIY spending.

CPI inflation rose to 2.5% in July from 
2.4% in June, introducing the first 
increase since November 2017. The 
renewed depreciation in the sterling, 
associated import prices and an upward 
trend in global oil prices could contribute 
to inflation risk. 

The UK unemployment rate stood at 
4.0% in June 2018, 0.2 percent points 

lower than in the first quarter this year, 

and the lowest since the winter of 1975.

The 10-year gilts fell to 1.37% at the end 

of July, from 1.42% at the end of June. 

The IPD equivalent yield fell slightly by 

1bps to 5.83%. This pushed the arbitrage 

from 4.42% in June to 4.46% in July. 

A slight dip in the German consumer 

confidence index has encouraged the 

sterling to Euro exchange rate to recover 

ground, although Brexit uncertainty 

continues to cast a shadow.

The Dollar has fallen as new trade deals 

between the US and Mexico have boosted 

demand for riskier and higher-yielding 

currencies. The Pound to Euro exchange 

rate has fallen by 2.0% in 2018 and now 

sits close to 11-month lows, while the 

Pound to Dollar exchange rate has fallen 

4.5% in the same period.

Source: Macrobond, MSCI, Knight Frank Research
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