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UK: Improving PMIs mask much slower recovery

The UK PMIs have returned to more 'normal’ levels (albeit still below the
break-even 50 level). But judging by other measures of activity, we
suspect the size of the UK economy will still be 15-20% smaller at the end
of the second quarter than it was pre-virus. We don't expect a full
recovery until 2022 at the earliest

Source: Shutterstock

Improving PMIs won't tell us too much about GDP rebound

At face value, the latest UK PMIs, like those in Europe, appear modestly encouraging. At 47.6, the
composite PMIis much more 'normal' than the readings in May (30) and April (13.8). This may help
rekindle the idea of a ‘V-shaped'’ recovery, although in reality this is probably not what the data is

telling us.

Of course, it's worth remembering that the index is still below the 50 level, which in normal times
would indicate that output is falling, albeit at a much slower rate. The binary way in which the
sentiment indices are formulated also potentially means the return to normality is being

overstated.

PMIs are constructed by asking respondents whether they are seeing conditions improve or
deteriorate - and unsurprisingly in June a much greater share of firms reported things getting
better. However this improvement comes off a very low (in some cases, zero) base, and it also

doesn't tell us anything about the magnitude of the rebound.
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We'd therefore treat these figures with some caution, and in reality we think the size of the
economy is still well down on its pre-virus size. Judging by the Google Mobility data, which has
thus far proven to be one of the better proxies for activity, travel to places of economic

significance is still down by around 40%.

Google Mobility Index points to steady recovery
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Source: Google Mobility Report, ING

Mobility index is an average of Retail and Recreation, Grocery and Pharmacy, and Workplaces, from Google's Mobility Report. Baseline is the median
value for the corresponding day of the week between 3 Jan-5 Feb. Figures are a three-day moving-average

The size of the UK economy fell by 25% through March and April, and Google's mobility data
indicates that only around 4-5% was regained in May (we may see a similar increase in June).
Having said that, both construction and manufacturing accounted for a fairly sizeable proportion
of the decline in April's output, and given that both sectors were given the green light to resume

operations in May, they might have contributed to a slightly faster rebound over recent weeks.

Either way, our best guess is that at the end of the second quarter, the size of the UK economy will
still be some 15-20% smaller than it was back at the start of this year before the virus hit. And
while some additional lost ground will be made up as a wider swathe of the economy reopens

from July, the broader recovery is likely to take much longer.

With firms in a range of sectors likely to find it hard to return to profitable levels of operation,
there is a growing risk of a second wave of redundancies over the summer/autumn as companies
are forced to make longer-lasting changes to their business models. That points to a slow
recovery in consumer spending, while the forthcoming end to the post-Brexit transition period

also has the potential to cause turbulence in 2021.

As a result, we don't expect the UK economy to return to its pre-virus size until 2022 at the earliest.
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Construction and manufacturing may have seen solid rebound since April
plunge

Industry GDP
Change in gross-value added between Feb and April (%) weight*
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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 NV and its subsidiary and dffiliated 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. The producing legal
entity 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 subject to limited requlation by the
Financial Conduct Authority (FCA). ING Bank N.V., London branch is registered in England
(Registration number BRO00341) 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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