
Snap | 3 May 2019 1

THINK economic and financial analysis

Snap | 3 May 2019 United Kingdom

UK service sector just about returns to
growth
While consumer activity has the potential to lift service sector activity
a bit over the coming months, the overall picture will continue to be
clouded by Brexit. For now, we don't expect a Bank of England rate
hike this year
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The UK service sector came back from the brink in April, but at just 50.4, the latest Markit/CIPs PMI
also indicates that the sector got off to a fairly rocky start in the second quarter.

While businesses were reportedly a little more upbeat, perhaps following the recent extension to
Article 50, new orders and backlogs of work slipped. Some of that is reportedly down to subdued
consumer spending, which has the potential to perform a little better in the near-term. Real wage
growth has begun to rise, while a reduction in dramatic Brexit headlines may help lift confidence a
little, perhaps when it comes to purchasing bigger ticket items.
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50.4 UK services PMI
(April)

Better than expected

This may give the economy a little support over coming months, but overall we expect growth to
remain fairly sluggish. Admittedly, it will be a bit tricky to get a clear picture from the official data
over the coming weeks. Next week’s GDP data is likely to be distorted by the frenzy of stockpiling
activity, which will unwind in the subsequent second-quarter figures.

Next week’s GDP data is likely to be distorted by the frenzy of
stockpiling activity, which will unwind in the subsequent second-
quarter figures

Noise aside, we think the outlook for business investment, in particular, remains challenging. While
we think a ‘no deal’ Brexit now seems relatively unlikely, firms have to continue planning for the
worst – especially as there is a good chance no meaningful Brexit progress will be made before
October. As we noted earlier in the week, goods producers/suppliers will either need to unwind the
elevated levels of inventory and rebuild them again closer to the October deadline, which will
come at a cost for near-term production/activity. Alternatively, companies may opt to keep
inventory elevated, which of course is expensive.

In either case, firms will need to extend or source extra warehousing space again, which has
reportedly been complicated by seasonal demand for storage ahead of Christmas.

Wrapping that together, we don't expect the Bank of England to hike rates this year.
However if Article 50 is extended beyond October, which we certainly wouldn’t rule out,
then some of Governor Carney's comments from Thursday's press conference suggest a
November move isn't out of the question – particularly if the economy is performing as the
Bank of England’s forecasts currently envisage.
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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
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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
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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 BR000341) 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.
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