
 

United Kingdom 
Manufacturing output barely rises at year-end

 Industrial production falls 0.2% in December, 

but manufacturing rises 0.1% 

 Further factory growth signalled for January, 

but industry has moved into a lower gear 

 Investor optimism reflected in record ETF 

inflows  

UK factories fared better than expected at the end of 

last year, but weakening growth of the industrial sector 

over the course of last year was clearly a contributor to 

a slowing of the wider economy. The outlook is mixed, 

with clouds from Russia and Greece threatening to 

lead to heightened business uncertainty and risk 

aversion. But low interest rates, low inflation and solid 

domestic demand should mean the UK remains on a 

robust growth path, as reflected in growing investor 

sentiment towards the UK-exposed investment funds.  

Industry slips on oil  

UK industrial production fell 0.2% in December, 

according to the Office for National Statistics, after a 

flat November. The data mean industry grew by just 

0.1% in the final quarter of 2014. That’s better than the 

0.1% decline the ONS had originally estimated in its 

initial GDP calculations, but doesn’t change the picture 

of a weakening industrial sector being a key contributor 

to the GDP slowdown late last year. The pace of 

overall economic growth slowed to 0.5% in the fourth 

quarter.  

The data are a reminder that the UK remains all-too 

dependent on consumer-focused services to sustain its 

economic recovery. By comparison, services output 

grew by 0.8% in the fourth quarter. 

Dig deeper into the data and a slightly brighter picture 

emerges. The fall in industrial production in December 

was in fact caused by a maintenance-related drop in 

North Sea oil production. Manufacturing output 

meanwhile rose 0.1% after a 0.8% jump in November. 

However, factory output over the fourth quarter rose 

just 0.2%, down from 0.4% in Q3 and far below the 

1.2% rate of increase seen in the first quarter of last 

year.  
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Lower gear 

The manufacturing sector therefore clearly saw a steep 

growth slowdown over the course of 2014, but growth 

should pick up slightly in January. The Markit/CIPS 

manufacturing PMI rose from 52.7 to 53.0 at the start 

of the year, buoyed by stronger domestic demand as 

well as the fastest growth of exports for five months. 

However, despite picking up, growth of the 

manufacturing economy remains a shadow of its 

former self this time last year, when business was 

booming. 

Mixed outlook 

Looking ahead, domestic demand is expected to 

remain strong, boosted by real wage growth, rising 

employment, low inflation and low interest rates. 

Export demand should also start to pick up as the 

ECB’s quantitative easing programme revives demand 

in the euro area.  

On the other hand, worries about an inconclusive 

General Election at home could cause business 

uncertainty to spike higher, meaning companies pull-

back on spending, hiring and investment plans. 

Companies are also growing increasingly worried 

about the escalating Greek and Russian crises, which 

threaten to derail economic growth across Europe. 

The Bank of England is therefore likely to downgrade 

its growth and inflation forecasts this week, but is also 

likely to be at pains to send a reassuring signal that, 

notwithstanding any further escalation of the Greek 

and Russian situations, the UK is set for a period of 

robust economic growth over the next two years. With 

inflation remaining low, the Bank will be able to raise 

interest rates very gradually. 

Investor optimism 

Such optimism in relation to UK growth prospects is 

being seen in the markets. Markit data show UK-

exposed exchange traded funds (ETFs) enjoyed 

record net inflows in January, contrasting with net 

outflows in the final two months of 2014. Investors 

piled money into both equity and fixed-income funds, 

both of which saw record net monthly inflows at the 

start of the year after suffering net outflows in the 

fourth quarter. February has also so far seen a net 

inflow into UK-exposed ETFs. 
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