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Special Factors Help to Explain Weakness in Q2 

Real GDP in the United Kingdom fell 0.7 percent (2.8 percent at an 

annualized rate) in Q2-2012, marking the third consecutive quarter in 

which the economy has contracted. Not only was the outturn significantly 

weaker than expected, but it also left real GDP 0.8 percent smaller than it 

was a year ago (top chart).  

There are some special factors that helped to depress GDP in the second 

quarter. There was an extra holiday during the quarter due to the Queen’s 

Diamond Jubilee that closed many production facilities, and the renewed 

downturn in the Eurozone, to which the United Kingdom sends one-half of 

its exports, also contributed to the weakness in production. Indeed, 

manufacturing production dropped 1.4 percent (not annualized) on a 

sequential basis during the quarter. The 5.2 percent plunge in construction 

output may reflect, at least in part, record rainfall during the quarter. We 

look for a rebound in production in the third quarter as inventories swing 

the other way. The Olympic Games, which kick off on Friday, should also 

provide a modest, if only temporary, boost to economic activity in the 

current quarter.  

Despite Rebound in Q3, Economy Likely Will Remain Weak 

In a broader context, however, the British economy is very weak, special 

factors notwithstanding. Not only has real GDP been flat on balance over 

the past two years, but it remains 4.5 percent below its peak more than four 

years ago. The unemployment rate has edged a bit lower in recent months, 

but at 8.1 percent it remains near a 16-year high (middle chart). Despite the 

rebound in GDP that we expect will occur in the third quarter, we project 

that economic growth in the United Kingdom will remain sluggish through 

next year. Not only will the ongoing debt crisis in the Eurozone exert some 

headwinds on the British economy, but continued de-leveraging and weak 

credit growth should also keep a throttle on the overall rate of U.K. real 

GDP growth. In addition, the fiscal consolidation that the British 

government still plans to implement over the next few years should also 

keep growth constrained. A full-blown financial crisis in the Eurozone, 

should one occur, would lead to further weakness in the British economy. 

On a positive note, the drop in the overall rate of CPI inflation over the past 

few months has been faster than expected (bottom chart). This decline in 

inflation has given the Bank of England scope to ease monetary policy 

further. The Monetary Policy Committee (MPC) agreed at its last policy 

meeting earlier this month to increase the size of its quantitative easing 

program to £375 billion from £325 billion. Along with H.M. Treasury, the 

Bank of England has also undertaken a scheme to provide reduced funding 

to banks in return for more lending to businesses. Further easing measures 

could be ahead if, as we expect, the economy continues to struggle. 
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U.K. Unemployment Rate
Seasonally Adjusted
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U.K. Consumer Price Index
Year-over-Year Percent Change
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U.K. GDP Slumps in Q2 
Some special factors helped to depress GDP in the second quarter. In a broader context, however, the 
economy is very weak and it likely will remain so for the foreseeable future. 



 

Wells Fargo Securities, LLC Economics Group 

 

Diane Schumaker-Krieg Global Head of Research 
& Economics 

(704) 715-8437 
(212) 214-5070 

diane.schumaker@wellsfargo.com 

John E. Silvia, Ph.D. Chief Economist (704) 374-7034 john.silvia@wellsfargo.com  

Mark Vitner Senior Economist (704) 383-5635 mark.vitner@wellsfargo.com 

Jay Bryson, Ph.D. Global Economist (704) 383-3518 jay.bryson@wellsfargo.com 

Scott Anderson, Ph.D. Senior Economist (612) 667-9281 scott.a.anderson@wellsfargo.com 

Eugenio Aleman, Ph.D. Senior Economist (704) 715-0314 eugenio.j.aleman@wellsfargo.com 

Sam Bullard Senior Economist (704) 383-7372 sam.bullard@wellsfargo.com 

Anika Khan Senior Economist (704) 715-0575 anika.khan@wellsfargo.com 

Azhar Iqbal Econometrician (704) 383-6805 azhar.iqbal@wellsfargo.com 

Tim Quinlan Economist (704) 374-4407 tim.quinlan@wellsfargo.com 

Michael A. Brown Economist (704) 715-0569 michael.a.brown@wellsfargo.com 

Sarah Watt Economic Analyst (704) 374-7142 sarah.watt@wellsfargo.com 

Kaylyn Swankoski Economic Analyst (704) 715-0526 kaylyn.swankoski@wellsfargo.com 

Peg Gavin Executive Assistant (704) 383-9613 peg.gavin@wellsfargo.com 

Cyndi Flowe Administrative Assistant (704) 715-3985 cyndi.h.flowe@wellsfargo.com 

 
 
 

Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S broker-dealer registered 
with the U.S. Securities and Exchange Commission, the Financial Industry Regulatory Authority, and the Securities Investor 
Protection Corp. Wells Fargo Securities, LLC, distributes these publications directly and through subsidiaries including, but not 
limited to, Wells Fargo & Company, Wells Fargo Bank N.A., Wells Fargo Advisors, LLC, Wells Fargo Securities International Limited, 
Wells Fargo Securities Asia Limited and Wells Fargo Securities (Japan) Co. Limited. The information and opinions herein are for 
general information use only. Wells Fargo Securities, LLC does not guarantee their accuracy or completeness, nor does Wells Fargo 
Securities, LLC assume any liability for any loss that may result from the reliance by any person upon any such information or 
opinions. Such information and opinions are subject to change without notice, are for general information only and are not intended 
as an offer or solicitation with respect to the purchase or sales of any security or as personalized investment advice. Wells Fargo 
Securities, LLC is a separate legal entity and distinct from affiliated banks and is a wholly owned subsidiary of Wells Fargo & 
Company © 2012 Wells Fargo Securities, LLC. 

Important Information for Non-U.S. Recipients 
  
For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited (“WFSIL”).  WFSIL is a U.K. 
incorporated investment firm authorized and regulated by the Financial Services Authority.  The content of this report has been 
approved by WFSIL a regulated person under the Act.  WFSIL does not deal with retail clients as defined in the Markets in Financial 
Instruments Directive 2007.  The FSA rules made under the Financial Services and Markets Act 2000 for the protection of retail 
clients will therefore not apply, not will the Financial Services Compensation Scheme be available.  This report is not intended for, 
and should not be relied upon by, retail clients.   This document and any other materials accompanying this document (collectively, 
the “Materials”) are provided for general informational purposes only.   

 
 
 

 

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE 


