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Market Bets on Early Rate Hike by the Bank of England
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UK GDP growth picks up in August after the end of most lockdown
measures in July

The UK economy saw growth pick up in August, with GDP rising 0.4% month on month,
after a downward revision to a 0.1% decline in July. With most of the lockdown measures
having ended in July, services output grew by 0.3% in August 2021. Accommodation and
food services activity was the main contributor to services growth during the month,
registering a 10.3% uptick.

UK inflation remained elevated in September, with a yearly growth of 3.1% in the
headline consumer price index (CPI), compared to 3.2% in August. Core CPI registered
2.9% growth during the month, down from 3.1% in August. The slight easing in CPI in
September was mainly due to the base effect resulting from the end of the “Eat Out to
Help Out” scheme last year. Mounting inflation pressure and supply chain bottlenecks
have adversely impacted consumer confidence. The GfK Consumer Confidence Index fell
to -17 in October, down from -13 in September. Retail sales volume in September
unexpectedly fell by 0.2% month on month, compared to the market expectation of 0.6%
growth. Retail sales value also recorded a monthly drop of 0.2% in September.

Rising inflationary pressure is pressuring the Bank of England (BoE) to start raising
interest rates earlier. At an online panel with central bankers in October, BoE governor
Andrew Bailey warned that high inflation would last longer with rising energy prices. The
remark spurred market expectation that the BoE may raise the benchmark interest rate
as early as at its meeting in November. However, the BoE decided to keep interest rate
at 0.1% at the meeting in November, mainly because officials preferred to know the end
of furlough scheme would affect job market. Meanwhile, Bailey said that BoE would raise
interest rate in coming months if the economy performed as expected.

The Chancellor of the Exchequer Rishi Sunak announced the Autumn Budget in late
October. Overall departmental spending will grow by GBP 150 billion by fiscal year 2024-
25, amid more optimistic economic forecast by the Office for Budget Responsibility
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GDP growth picks up in
August, mainly due to the
relaxation of lockdown
measures in July.

Persistent inflationary
pressure fuels expectation
that the BoE will raise
interest rates earlier.

Upcoming rise in taxes,
combined with persistent
inflation, may eat into
household disposable
income and pose risks to
future recovery
momentum.

GDP
15
10

5
0
-5

-10

-15

-20

-25

mom % change

2019 2020 2021
Source: Bloomberg, data as of 31/10/2021



& BEARTRT

Economic Research

(OBR). The OBR forecast the UK economy to grow by 6.5% year-on-year in 2021 in
October, compared to the 4% forecast in March. Meanwhile, National Living Wage will
increase next year by 6.6%, to GBP9.50 an hour and planned rise in fuel duty will be
cancelled. A 50% new business rates discount for the retail, hospitality, and leisure
sectors will be provided in fiscal year of 2022-23, when current business rates reliefs
expire next March.

Going forward, despite the continued fiscal support announced in recent budget, the
UK’s economic recovery may still be hampered by uncertainties. Newly confirmed Covid-
19 cases have risen since late September. As of end-October, the 7-day average of newly
confirmed cases had risen to about 40,800, compared to about 34,600 as of the end of
September. If the government needs to re-impose stringent lockdown measures,
consumer and business confidence and hence economic growth in Q4 2021 may be
adversely impacted. With the national insurance contribution rate and dividend tax rate
hike announced in September, a higher tax burden amid rising energy and food prices
may eat into the disposable income of households and pose challenges to the economic
recovery in the longer run.

Pound strengthens ahead of expected rate hike

As of 29th October, the FTSE 100 Index had risen by 2.1% when compared to the level at
the end of September, mainly driven by energy and banking shares. Rising energy and
commodity prices lifted the share prices of companies in these sectors in the FTSE 100
Index, while banks’ share prices were also driven higher. Investors were optimistic about
a steady recovery and expected a better profit outlook for large banks in light of a
potentially earlier rise in interest rates in the major advanced economies.

Volatility was seen in bond market in October. Market expectation of an early rate hike
by the BoE once drove up UK bond yields. The 10-year UK government bond yield stood
at 1.202% on 20th October, about 18 basis points higher than the level at the end of
September. Towards the end of October, as the Debt Management Office spelt out a cut
in planned government bond sales in 2021-22 fiscal year by about GBP 57.8 billion from
its April forecast, which was larger than market expectation. As a result, government
bond prices rise and yields dropped. As of 29th October, the 10-year UK government
bond yield stood at 1.034%, only about 1 basis point higher than the level at the end of
September.

In the foreign exchange market, the pound sterling has strengthened against US dollar
and euro amid expectation of an early interest rate normalisation by the BoE. As of 29th
October, the pound had strengthened by 1.5% against the US dollar and by 1.7% against
the euro.

Looking ahead, with business leaders warning that the UK’s supply chain issues could last
until at least 2023, inflation may rise further in the months ahead. This may intensify
investors’ expectation that the BoE will raise interest rates faster. UK government bond
yields may rise again and the pound may strengthen further if market participants
speculate that the BoE will normalise policy faster than other major central banks.
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Disclaimer

This document is prepared by The Bank of East Asia, Limited (“BEA”) for customer reference only. Other than disclosures
relating to BEA, the content is based on information available to the public and reasonably believed to be reliable, but has
not been independently verified. Any projections and opinions contained herein are as of the date hereof, are expressed
solely as general market commentary, and do not constitute an offer of securities, nor a solicitation, suggestion, investment
advice, or guaranteed return. The information, forecasts, and opinions contained herein are as of the date hereof and are
subject to change without prior notification, and should not be regarded as any investment product or market
recommendations. This document has not been reviewed by the Securities and Futures Commission of Hong Kong, Hong
Kong Monetary Authority, or any regulatory authority in Hong Kong.

BEA will update the published research as needed and as required by the law. In addition to certain reports published on a
periodic basis, other reports may be published at irregular intervals as appropriate without prior notice.

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or completeness of the
information and stated returns contained in this document, and no liability is accepted for any loss arising, directly or
indirectly, from any use of such information (whether due to infringements or contracts or other aspects). Investment
involves risks. The price of investment products may go up or down. Past performance is not indicative of future
performance. The investments mentioned in this document may not be suitable for all investors, and the specific investment
objectives or experience, financial situation, or other needs of each recipient are not considered. Therefore, you should not
make any investment decisions based solely on this document. You should make investment decisions based on your own
investment objectives, investment experience, financial situation, and specific needs; if necessary, you should seek
independent professional advice before making any investment.

The views and opinions in this document do not constitute the official views of BEA.

This document is the property of BEA and is protected by relevant intellectual property laws. Without the prior written
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published, broadcast,
circulated, modified, or developed commercially, in either electronic or printed forms, nor through any media platforms that
exist now or are developed later.

For more information, please visit our webpage at https://www.hkbea.com/html|/en/bea-about-bea-economic-
research.html. For any enquiries, please contact the Economic Research Department (email: lerd@hkbea.com, tel: (852)
3609-1504, post: GPO Box 31, Hong Kong).

© 2021 The Bank of East Asia, Limited
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