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UK manufacturing output slips as Brexit
risks mount

Life is unlikely to get any easier for UK manufacturers as talk of a 'no
deal' Brexit continues to ramp up

At 54.0, the latest UK manufacturing PMI is the lowest in three months and is a far cry from the
levels seen towards the end of 2017. Weaker domestic demand saw new orders fall and the rate of
output growth slip to the lowest in 16 months. Interestingly though, demand from abroad hit a six-
month high, implying that firms are still reaping the rewards of better global growth, despite the
recent moderation in Europe.

But over coming months, life for manufacturers is unlikely to get any easier. The recent escalation
in trade tensions is clearly a challenge, but increasingly the biggest headache for businesses is
likely to be the threat of a ‘no deal’ Brexit. This scenario would likely see huge congestion at ports
and disruption to supply chains. While we suspect the probability of the UK leaving without an
agreement in March next year is relatively low, an agreement may not come until late in the day.

Until then, confidence could begin to fall as uncertainty increases - the latest PMI suggests the
degree of positive sentiment is already at a 21-month low.
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5 LI. O UK manufacturing PMI

Lower than expected

Having said all of that, today's slip in the PMI is unlikely to faze Bank of England policymakers
ahead of tomorrow’s decision. Representing around 10% of output, manufacturing is a relatively
small part of the UK growth mix. Importantly, the recent data flow - particularly in the much larger
service sector - has largely backed up the Bank’s view that the economy has regained poise after
the weak first quarter.

For that reason, we think the Bank of England will increase interest rates this week. But the key
thing to watch is what the Bank has to say on its next steps. In an ideal world, we think
policymakers would like to hike rates again much sooner than markets are currently pricing
(towards the end of 2019). But with Brexit uncertainty considerably ramping up, realistically we
think the Bank will struggle to raise rates again before the UK leaves the EU next March.

After Thursday, we currently don't anticipate another hike before May 2019.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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