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GDP Data Supports Continued Policy Normalisation by BoE

UK GDP monthly growth picks up in November 2021

The UK economy picked up in November, with GDP rising 0.9% month on month and was
above its pre-pandemic level by 0.7%. The monthly GDP growth was mainly driven by a
0.7% growth in the services sector, while the construction sector grew by 3.5%, following
a 1.7% decline in previous month. The manufacturing sector had also recorded 1.1%
growth in November. The construction sector saw a stronger recovery, mainly due to raw
materials becoming slightly easier to source after problems in global supply chains.

The UK labour market has seen continued improvement despite the furlough scheme
having ended in late September. The unemployment rate fell to 4.1% in the three months
to November, down from 4.2% in the three months to October. At the same time, UK
inflationary pressure further intensified in December 2021. The headline consumer price
index (CPI) rose 5.4% year-on-year in December, following a 5.1%% rise in the previous
month and hitting a near 30-year high. Core CPI also registered 4.2% growth during the
month, up from 4% growth in the previous month. As inflationary pressure remains,
consumer confidence remained subdued, with the GfK Consumer Confidence Index fell
to -19 in January from -15 in previous month.

Against this backdrop, the Bank of England (BoE) raised the bank rate to 0.5% as expected
at its February meeting. There were four votes for a 50-bp rise to 0.75%. The Monetary
Policy Committee also voted unanimously to begin reduction of its government and
corporate bond purchases by ceasing to reinvest maturing assets. The BoE will also
complete the sale of corporate bonds by the end of 2023. After the meeting results,
traders increased their bets on future rises in the bank rate, with the bank rate rising to
1% in May.

As of 30™ January, the UK’s 7-day average of new Covid-19 cases stood at about 87,400,
down from about 150,000 at the end of December 2021. Looking ahead, the UK economic
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UK GDP grows faster in
November 2021.

UK equity market
performs solidly, mainly
due to expectation of
banks’ improving earnings
outlook amid rising
interest rates.

Investors price in faster
policy normalisation by
the BoE amid higher
inflation.
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recovery is expected to continue. Nonetheless, its recovery will still face risk from newly
emerging virus variants.

Equity market still recorded gains despite investors pricing in faster
normalisation by the BoE

Despite growing expectation of faster policy normalisation by BoE, the FTSE 100 Index
still recorded modest gains in January, mainly due to the expectation of better earnings
outlooks from banks amid rising interest rates. In addition, the FTSE was also lifted by the
share price of GlaxoSmithKline (GSK), as the company is demanding a higher bid price for
its consumer healthcare business. As of 31% January, the FTSE was about 1.1% higher
than the level at the end of December 2021.

In the bond market, yields edged higher amid building market expectation that the BoE
will normalise policy faster. As of 31 January, the 10-year UK government bond yield
stood at 1.302 %, about 33 basis points higher than the level at the end of December
2021.

In the foreign exchange market, the British pound strengthened against the euro but
weakened against the US dollar. As of 31 January, the pound had appreciated by 0.7%
against the euro, when compared to the levels at the end of December 2021.
Nonetheless, the pound depreciated by 0.6% against the US dollar over the same horizon.

Going forward, the UK financial markets are expected to be impacted by the BoE’s
continued policy normalisation and that of the US Federal Reserve, as well as by the next
pandemic-related developments. The ongoing friction between the UK and the EU after
Brexit may pose additional uncertainties to the UK economy and financial markets.
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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).
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