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UK growth rate
exceeds expectations

The latest gross domestic product (GDP)
statistics revealed that the UK economy
grew more strongly than expected in
June, although more recent

survey data does suggest a renewed
contraction looks ‘inevitable.’

Official data released last month by the
Office for National Statistics (ONS) showed
the economy grew by 0.5% in June. This
figure was higher than any forecast
submitted to a Reuters poll of economists,
with the consensus prediction suggesting
the economy would expand by just 0.2%
across the month.

ONS said that June's growth partly stemmed
from the increased number of working

days with the economy bouncing back from
May's extra Bank Holiday for the King's
Coronation. In addition, the warm weather
provided a notable boost to trade in pubs
and restaurants as well as activity in the
construction sector.

June’s stronger than anticipated figure

also resulted in the economy expanding
across the second quarter as a whole. The
increase of 0.2% between April and June
again beat economists’ expectations with
the consensus forecast from the Reuters poll
pointing to a flat reading.

Data from a closely watched survey released
towards the end of last month, however,
suggests a third-quarter downturn looks
increasingly likely. The preliminary headline
reading from the S&P Global/CIPS UK
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the future.

Purchasing Managers' Index fell from 50.8
in July to 47.9 in August. This represents
the weakest recorded figure for two and

a half years and took the index below the
50 threshold that denotes a contraction in
private sector output.

Commenting on the survey's findings,

S&P Global Market Intelligence’s Chief
Business Economist Chris Williamson said,
“The fight against inflation is carrying a heavy
cost in terms of heightened recession risks. A
renewed contraction of the economy already
looks inevitable, as an increasingly severe
manufacturing downturn is accompanied

by a further faltering of the service sector’s
spring revival.”

Interest rates rise again

Early last month, the Bank of England
(BoE) announced a further hike in its
benchmark interest rate and warned
that rates were likely to remain high
for some time.

Following its latest meeting which concluded
on 2 August, the BoE's nine-member
Monetary Policy Committee (MPC) voted

by a 6-3 majority to raise Bank Rate by

0.25 percentage points. This was the 14th
consecutive increase sanctioned by the MPC
and took rates to a 15-year high of 5.25%.

Two of the committee’s dissenting voices -
Catherine Mann and Jonathan Haskel - voted
for a more significant hike, preferring a 0.5
percentage point rise in order to “lean more
actively against inflation persistence.” The other
dissenting member - Swati Dhingra - again
voted for no change, warning that the risks
of overtightening “had continued to build.”

Our monthly economic review is intended to
provide background to recent developments in
inmvestment markets as well as to give an
indication of how some key issues could impact in

It is not intended that individual investment
decisions should be taken based on this
mformation; we are always ready to discuss your
dividual requirements. We hope you will find
this review to be of interest.

Although this difference in opinion shows
that individual members of the committee
are likely to hold differing views on the
future path of interest rates, the minutes

to the meeting did stress that further
monetary tightening may be required. They
concluded, ‘The MPC will ensure that Bank
Rate is sufficiently restrictive for sufficiently long
to return inflation to the 2% target sustainably
in the medium term.’

On the day that he announced the decision,
BoE Governor Andrew Bailey reiterated
that message saying “we might need to raise
interest rates again.” The Governor added
that it was “far too soon”to speculate about
the timing of any cuts and that rates would
not fall until there was “solid evidence” that
rapid price rises are slowing.

The next MPC meeting is due to conclude on
20 September with the rate announcement
scheduled for the following day. A recent
Reuters poll found economists now typically
expect another quarter-point hike to be
sanctioned at that meeting with rates then
peaking at 5.5%.
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Headline inflation
rate declines

Official consumer price statistics have
revealed a further fall in the UK headline
rate of inflation, although the latest data
also showed fresh signs of stickiness in
terms of core inflation.

Figures released last month by ONS showed
that the Consumer Prices Index (CPI)
12-month rate - which compares prices in
the current month with the same period

a year earlier - stood at 6.8% in July. While
this was sharply lower than the previous
month’s figure of 7.9%, the drop was exactly
in line with forecasts.

ONS noted that falling gas and electricity
prices had largely driven the decline as a
change to the energy price cap came into
force. Price rises for some staple food items
including milk, butter, bread, eggs, cereal and
fish also eased, although these dips were
partially offset by a further rise in the cost of
eating out, as well as a jump in flight, alcohol
and tobacco prices.
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Core CPlinflation, which excludes volatile
elements such as energy, food, alcohol

and tobacco, however, failed to fall. July’s
figure of 6.9% was unchanged from the
previous month and slightly higher than the
consensus prediction from the Reuters poll.

Wage growth hits record high

Earnings statistics published last month
showed that nominal wage growth rose
at a record rate in the three months to
June, although more recent survey data
does suggest pay deals may have started
to cool.

According to the latest ONS figures, average
weekly earnings excluding bonuses rose at
an annual rate of 7.8% in the April to June
period. This represents the strongest growth
rate since comparable records began in 2001
and was significantly higher than the 7.4%
rise predicted in a poll of economists.

Commenting on the data, ONS Director of
Economic Statistics Darren Morgan noted
that wage growth is still not outstripping the

’

pace of price rises. However, Mr Morgan did
say that the latest figures show that real pay
levels are now “recovering.”

The BoE has been closely monitoring wage
growth for inflationary signs and the latest
figures will undoubtedly have caused
concern. Survey evidence, however, does
point to a more recent slowdown - data
from Adzuna, for example, shows average
advertised salaries fell by 0.15% between
June and July, while XpertHR figures show
the median basic pay settlement in the three
months to July dropped to 5.7% following six
consecutive quarters at a record 6%.

'ONS noted that falling
gas and electricity
prices had largely driven
the decline as a change
to the energy price cap
came into force
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