
 

 European Macro   │  14 August 2025 
 

 

FX Daily Snapshot 
UK – Government-led growth (but 

consolidation looms large) 
14 August 2025 

• UK GDP surprised to the upside in Q2 with growth of 0.3% Q/Q – a 

sharp slowdown from the Q1 figure, but not as bad as feared due to 

strong support from government capex and consumption. We are now 

tracking 2025 annual growth at 1.4%, up from 1.2% previously, with 

solid monthly data for June suggesting reasonable momentum into H2. 

• The problem is that the public clearly recognises that the government 

is in a bind over its fiscal policy. Survey data suggests that speculation 

around possible consolidation measures at the Budget will increasingly 

dominate the outlook and weigh on activity. It’s hard to see scope for a 

meaningful pick-up in growth over coming quarters, even as the 

distortions from US tariffs and domestic policy decisions fade. We’re 

set to revise our 2026 forecast down accordingly in our next update.   

Government activity helped to prop up the UK economy in Q2 

UK Q2 growth came in at 0.3% Q/Q. That figure won’t exactly set pulses racing but 

this is a decent upside surprise (consensus: 0.1% Q/Q). The economy managed to 

eke out reasonable growth despite the reversal of the various factors which boosted 

Q1 growth (e.g. US frontloading, the stamp duty deadline and possibly some residual 

seasonality in the numbers).  

The details were less encouraging. The expenditure breakdown showed household 

consumption expanded by 0.1% Q/Q, down from 0.3% in Q1. More concerning was 

business investment, which fell by 4.0% Q/Q and more than reversed the 3.9% rise in 

Q1 (which was bolstered by aircraft investment). These numbers are volatile and prone 

to revision, but business investment is stagnant (just 0.1% Y/Y) and uncertainty around 

global trade and fiscal consolidation in the autumn are likely to continue to weigh on 

investment decisions. 

This weakness in private sector demand (-0.5% Q/Q) was offset by positive 

contributions from the government sector, both in consumption (+0.27pp) and capex 

(+0.21pp). Remember that last year’s budget was ultimately an expansionary affair 

with “one of the largest fiscal loosenings of any fiscal event in recent decades” (in the 

words of the OBR). This looks like the first sign of that support coming through, and it 

offsets a weaker picture elsewhere.  

Externally, the frontloading reversal story was clearly visible with exports to the US at 

the lowest level since February 2022. Despite this there was a flat contribution from 

net exports (i.e. 0.0pp) with services exports estimated to be up 2.9% Q/Q.  
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In terms of the outlook, the healthy number for June (0.4% M/M) means there’s a solid 

carryover of 0.2pp in Q3 growth. The jobs data earlier this week was also firmer than 

expected (see here) – and based on recent patterns it’s plausible that the small fall in 

payroll employment for June will be revised away in later estimates. The general 

picture of gradual labour market loosening remains, but recent numbers have been 

less alarming than feared. 

We will publish our full forecasts in coming weeks but will likely stick with a broadly 

unchanged quarterly profile through the rest of the year (with growth at 0.2-0.3% Q/Q). 

That mechanically lifts our 2025 annual average figure from 1.2% to 1.4%. 

Government support helped to cushion the slowdown 
after the fast start to the year… 

…but the borrowing overshoot means that fiscal 
consolidation is looking likely 

  

Speculation around the Budget could increasingly weigh on activity 

Today’s GDP figures will be welcome news for the chancellor. Growth of around 1.4% 

would be a better outcome than the OBR was expecting in March (1.0%). Yet efforts 

are still likely to be needed to restore some headroom to the government’s fiscal rules 

after higher-than-expected interest costs and the likely downgrade to the optimistic 

official outlook projections further ahead (the OBR has 1.9% next year, which is well 

above consensus). 

Still, it’s clear that the government has essentially propped up UK activity in Q2. 

Countercyclical support can certainly be a good thing when high uncertainty is 

weighing on investment and spending decisions – fiscal multipliers tend to be higher 

during periods of slack. The surge in government capex (6.9% Q/Q, the highest rate in 

four years) is especially welcome.  

The trouble is that the government is doing this in a constrained fiscal environment and 

much of that uncertainty relates to its own domestic policy rather than tariffs. The public 

clearly recognises that the government is in a bind over its fiscal policy and expects 

consolidation efforts in the autumn Budget. So it’s all looking a bit Ricardian: the latest 

consumer confidence release noted that some households are “building contingency 

funds” amid anxiety around possible measures. Investment surveys also remain tepid, 

which points to headwinds for both spending and capex over coming months. 

Speculation around the Budget will continue to dominate the H2 outlook and, we 

suspect, weigh on growth over coming months. With the likelihood of weak momentum 

into next year, we are revising our 2026 forecast down accordingly, to 1.2%. 

  

https://www.mufgresearch.com/fx/fx-daily-snapshot-12-aug-2025/
https://www.mufgresearch.com/macro/european-macro-2-july-2025/
https://nielseniq.com/global/en/news-center/2025/consumer-confidence-dips-one-point-in-july-to-19/
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Canada: When distributed in Canada, this report is distributed by MUS(EMEA) or MUSA. MUS(EMEA) operates under an International Dealer Exemption from registration with 
the securities regulators in Alberta, British Columbia, Manitoba, Ontario and Québec. MUSA operates under an International Dealer Exemption from registration with the 
securities regulators in all Canadian Provinces and Territories. When distributed by MUS(EMEA) or MUSA, this report is only intended for a "permitted client" as that term is 
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herein is not, and under no circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, or solicitation of 
an offer to buy securities described herein, in Canada or any province or territory thereof. Under no circumstance is the information contained herein to be construed as 
investment advice in any province or territory of Canada and is not tailored to the needs of the recipient.  

Japan: This Note, when distributed by MUFG Securities affiliates located outside of Japan, is intended for distribution in accordance with Article 58-2 of the Financial 
Instruments Exchange Act 1948 ("FIEA") i) to a "Financial Instruments Business Operator" engaged in "Securities-Related Business" as defined in the FIEA or ii) to the 
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Act 2001, and are wholesale clients for the purposes of section 761G of the Corporations Act 2001. This Note is not intended to be distributed or passed on, directly or 
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MUBK and MUFG Securities have established policies and procedures to identify and manage conflicts of interest to uphold the values of integrity, responsibility, accountability 
and trust, and to treat clients fairly.  MUBK and MUFG Securities have put in place the following arrangements to prevent conflicts of interest: information barriers to prevent the 
unnecessary exchange or misuse of confidential information; segregated deal teams to manage competing interests in a transaction; defined procedures for dealing with 
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New Zealand: This Note is only intended for distribution to persons in New Zealand who are wholesale clients as defined in clause 4 of Schedule 5 of the Financial Markets 
Conduct Act 2013, or are wholesale investors as defined in clauses 3(2) and 3, and clauses 36(b) of Schedule 1 of the Financial Markets Conduct Act 2013. This Note is not 
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Other jurisdictions: 

 MUFG Securities also relies on local registrations or regulatory exemptions in order to undertake certain securities business in other countries. In Thailand, MUS(EMEA) has a 
derivatives dealer registration with the Securities and Exchange Commission, Thailand. In Canada, MUS(EMEA) and MUSA each operate under an international dealer 
exemption registered with the securities regulators. MUS(EMEA) operates under the exemption in Alberta, Quebec, Ontario, British Columbia and Manitoba. MUSA operates 
under the exemption in all Canadian Provinces and Territories. 

 Investment recommendation 

 MUBK and MUSE(EMEA) prepare and disseminate a range of commentary to their clients ("General Sales and Trading Communications") prepared by sales, trading, capital 
markets or other non-Research functions, including but not limited to runs, axes, pricing indications, short term views and macro commentary which are for information 
purposes only and should not be construed as an investment recommendation to buy or sell any financial instrument or to participate in any trading strategy. These are not 
intended for dissemination to the public. In addition, sales and trading personnel also produce and disseminate strategy pieces, sales notes, trading and market commentary 
("Sales and Trading Commentaries") which may be defined as investment recommendations under the Market Abuse Regulation. Investment Recommendations are marketing 
communications. General Sales and Trading Communications and Sales and Trading Commentaries do not contain a personal recommendation and do not take into account 
the individual financial circumstances, needs or objectives of the recipients. Recipients should therefore seek their own financial, legal, tax or other advice before deciding to 
invest in any of the instruments mentioned in such documents. 

This Material and the contents therein are not intended for recipients outside of the United Kingdom ("UK") or the European Union ("EU"). 

Certain information contained in our General Sales and Trading Communications and Sales and Trading Commentaries has been obtained or derived from third party sources 
and while such information is believed to be correct and reliable it has not been independently verified. MUBK and MUS(EMEA) do not make any guarantee, representation, 
warranty or undertaking, express or implied, as to the fairness, accuracy, reliability, completeness, adequacy or appropriateness of any information or comments contained in 
these documents. Furthermore the information may not be current due to, among other things, changes in the financial markets or economic environment. MUBK and 
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MUS(EMEA) do not, and have no obligation to update any such information contained in is Sales and Trading Commentaries. Any prices or quotations contained herein are 
indicative only, do not represent firm quotes as to either price or size and should not be used for valuation purposes. 

General Sales and Trading Communications and Sales and Trading Commentaries are not intended to forecast or predict future events. Past performance is not a guarantee or 
indication of future results. Sales and Trading Commentaries are produced by non-Research functions, including sales and trading do not constitute investment research and 
are not prepared under conditions designed to promote the independence of investment research.  It is not subject to any prohibition on dealing ahead of the dissemination of 
investment research.  MUBK and MUS(EMEA) may make markets, provide liquidity, have (or may in the future enter into) principal or proprietary positions (long or short) in and 
effect transactions in the financial instruments or trading strategies mentioned or described in our General Sales and Trading Communications and Sales and Trading 
Commentaries and may also perform or seek to perform investment banking, brokerage, or other services for those companies including entering into transactions with them. In 
general, our Sales and Trading Commentaries are short term views in response to market movements and news. 

The sales and trading staff who produce investment recommendations have received compensation based upon various factors, including individual performance competitive 
factors, firm revenues, sales and trading revenues and overall investment banking revenues. 

Our General Sales and Trading Communications and Sales and Trading Commentaries are proprietary to MUBK and MUS(EMEA) and may not be quoted, circulated or 
otherwise referred to without our prior written consent. Notwithstanding this, MUBK and MUS(EMEA)shall not be liable in any manner whatsoever for any consequences or loss 
(including but not limited to any direct, indirect or consequential loss, loss of profits and damages) arising from any reliance on or usage of this report and accepts no legal 
responsibility to any investor who directly or indirectly receives this material. 

 This material has been prepared in accordance with MUBK's and MUS(EMEA)'s organisational and administrative arrangements for managing conflicts of interest. Such 
arrangements include policies which set out guidelines relating to (but not limited to) restrictions on access to information, personal dealing and inducements. 

 Any instruments referred to in this material may not be eligible for sale in all jurisdictions or to all categories of investors. This material is not directed to, or intended for 
distribution to or use by, any person or entity who is a citizen or resident of or is located in any locality, state, country or other jurisdiction where such distribution, publication, 
availability or use would be contrary to any law, regulation or rule. Certain products which may be mentioned in this material, including derivative products, give rise to 
substantial risk, including currency and volatility risk, and are not suitable for all investors. 

This material, is only intended for distribution to a "professional client" or "eligible counterparty" (as defined in UK FCA and PRA rules) or their equivalent(s) within the EU and 
should not be passed onto any other person. 

This material and all claims arising in connection with it are governed by, and to be construed in accordance with, English law. 

Disclosures for the website concerning Investment Recommendations: 

MUSE and MUFG Bank may own a net long or short position exceeding the threshold of 0,5 % of the total issued share capital of the issuer. 

Entities mentioned in our Sales and Trading Commentaries may have interest in excess of 5% of the total issued share capital of Mitsubishi UFJ Financial Group. Information 
relating to Major Shareholders is available on MUFG; Stock Information | Mitsubishi UFJ Financial Group 

MUSE and MUFG Bank may be market maker or liquidity provider in the financial instruments of the issuer and may have been lead manager or co-lead manager over the 
previous 12 months of any publicly disclosed offer of financial instruments of the issuer. 

MUSE and MUFG Bank are not party to an agreement with the issuer relating to the production of the recommendation, nor disclose their recommendations to issuers, so that 
the investment recommendation cannot be influenced by the issuer. 

A description of the effective internal organisational and administrative arrangements and of any information barrier it has set up for the prevention and avoidance of conflicts of 
interest with respect to the recommendations is available on  MUFG; Policy for Conflicts of Interest Management | Mitsubishi UFJ Financial Group 

MUSE and MUFG Bank are part of the MUFG Group however owing to the organisation of the Group, employees involved in the production of Sales and Trading 
Commentaries do not know and are not expected to know what is done by other entities of the Group. 

Our Credit Strategy recommendations incorporate valuations (relative value) and the author's fundamental view on the security. The fundamental credit view of an issuer may 
be based on the company's underlying credit trends, overall creditworthiness and our opinion on whether the issuer will be able to service its debt obligations when they 
become due and payable. We may review, among other things, the company's cash flow capacity and trends and standard credit ratios, such as gross and net leverage, 
interest coverage and liquidity ratios. We may also review profitability, capitalization and asset quality, among other variables, when assessing financials. We also take into 
account management strategy, financial policy and the overall competitive landscape in relevant industries insofar as these may impact credit quality. We may also assess 
market technical aspects such as the likely future supply of bonds or fund flows into the broader asset class. Unless we specify a different recommendation for the company's 
individual securities, an issuer recommendation applies to all of the bonds at the same level of the issuer's capital structure. The investment recommendations remain valid only 
at the point of publication, as they are not updated to take account of changes in the financial markets or new news about the issuer or instruments. 

Definitions  

Positive:  

Credit: We expect the credit spread to tighten, on an interest rate hedged basis 

Neutral:  

Credit: We expect the credit spread to remain stable, on an interest rate hedged basis 

 




