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Weak UK growth unlikely to translate
into BoE rate cut

The UK economy failed to grow in the fourth quarter, but this is 'old
news' for markets. Optimism has increased among businesses, and
while this may not fully translate into faster growth, we think it would
take a more material deterioration in UK activity to convince the Bank
of England to cut interest rates
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The UK economy failed to grow in the final quarter of 2019, according to the initial estimate.
Consumer spending grew only marginally, reflecting weak demand over Christmas, while business
investment fell by 1% - much more than expected, even considering the uncertainty surrounding
Brexit and the general election.

This means that capital expenditure is only 1.3% higher in level terms than at the time of the 2016
referendum. By contrast, the US, Germany and Japan have all recorded double-digit growth since
then, based on the closest comparable data.

Snap | 11 February 2020 1



THINK economic and financial analysis

UK investment compared to other developed economies

16.0%

Business investment* (2Q16 =0)
14.0% 13.2%

United States

12.0%
10.5%

10.0%

8.0%
Japan

6.0%

4.0%
United Kingdom
2.0%

0.0%

-2.0%
Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec
16 = 16:. 16 17 14 17 17 18 <18 18 48 19 - 19 19 19

Source: Macrobond, ING calculations

Directly comparable data for business investment isn't available. We have used
private non-residential investment for US/Japan, non-government investment in
machinery/equipment for Germany

The reality for markets though is that this is now old news. Not only did the Bank of England’s
recent projections factor in no growth in the fourth quarter, virtually every business survey has
pointed to fresh optimism after the December election.

The question now is whether this improved sentiment will filter into the dataflow. It is possible that
we see an improvement in consumer spending this year, given that wage growth has been strong
at a time where household energy costs are set to drag inflation lower. That said, the global
coronavirus outbreak is a clear risk to spending over the next few months were it to spread more
widely.

However, we remain sceptical that investment will see a dramatic revival. Whether a free-trade
agreement is signed this year or not, there's likely to be a wave of new friction for traders at the
start of 2021. While it is uncertain how firms will react to this step-change, it is unlikely to translate
into longer-term investment. Onshoring of production is likely to be viewed as more of a cost for
firms (to mitigate disruption to just-in-time supply chains), and will ultimately draw resources
away from other potential projects.

The bottom line is that we aren't expecting economic growth to speed up dramatically this year.
However it is important to remember that the Bank of England isn't either. Its forecasts pencil in
0.2% growth in the first quarter, and 0.3% in the second. Barring a more material deterioration, we
think policymakers will remain reluctant to cut interest rates. We currently forecast rates on hold
through the rest of 2020.
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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 http://www.ing.com.
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