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Economy Shows Signs of Weakening amid Rising Inflation

GDP shrinks in August, following a downwardly revised figure for July

The UK economy recorded a worse than expected 0.3% month-on-month (MoM) drop in
August, after a downwardly revised 0.1% growth in July. Key economic sectors saw
diverging performances in August, with the services sector recording a MoM drop of 0.1%
and manufacturing falling 1.6%. Output in the construction sector rose by 0.4% MoM in
August, after a 0.1% growth in July. The output of consumer-facing services fell by 1.8%
in August after a 0.7% growth in July, indicating that consumers are tightening their belts
amid soaring prices, tighter monetary policy, and a gloomy economic outlook.
Meanwhile, the fall in manufacturing output in August was mainly driven by sharp
decreases in pharmaceutical products and manufacturing of transport equipment due to
weakening demand and rising interest rates.

Nevertheless, the UK labour market remains tight. The unemployment rate for June-to-

August declined to 3.5%, down from the 3.8% in March-to-May and the lowest since 1974.

Wage growth edged down further from an elevated level in the three months to August,
with average weekly earnings including bonuses rising 6.0% year-on-year (YoY) in June-
to-August, down from a 6.4% YoY increase in March-to-May. Meanwhile, inflationary
pressure in the UK remains elevated, driven by still accelerating food prices. The
consumer price index (CPI) registered a 10.1% YoY growth in September, up from a 9.9%
rise in August. The core CPI recorded YoY growth of 6.5%, 0.2 percentage points higher
than in the previous month and hitting a new 30-year high. Consumer confidence
remained weak in October, with households facing surging inflation, rising interest rates,
and political chaos in Westminster. The Gfk consumer confidence index increased slightly
to -47 in October, up from a historic low of -49 in September. Against the background of
weak consumer confidence, retail sales volumes fell 1.4% MoM in September, following
a 1.8% drop in August.

With inflation continuing to stay at record-breaking levels, the Bank of England (BoE)
raised the Bank Rate by 75 basis points (bps) to 3.0% at its November meeting, the
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UK GDP declines by 0.3%
MoM in August, with
contraction recorded in
services and manufacturing.

Headline inflation
accelerates further in
September amid surging
food prices.

BoE raises the Bank Rate by
75 bps to 3% at its
November meeting.
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biggest hike since 1989. Among the 9 Monetary Policy Committee members, only 2 voted
for smaller hikes. The BoE said that the policy rate needs to continuously rise to bring
inflation back to target, but the peak may be lower than current market expectations.
They also forecasted that the UK will enter a recession starting in Q3 2022 and will last
until 1H 2024, implying a sharp weakening of economic performance is needed to bring
inflation back to target.

After a period of elevated financial volatility and political chaos, most of the tax cut
measures in the “mini budget” proposed by former prime minister Liz Truss have since
been axed, and the GBP2,500 price cap for average household energy bills will be
shortened to 6 months starting from October 2022. The new prime minister, Rishi Sunak,
is scheduled to announce the autumn budget on 17" November, with a fiscal package
that is expected to be tighter than the previous “mini-budget”. Looking ahead, UK
households will continue to face financial pressure over the next few months amid
surging prices and rising borrowing costs. If the autumn budget fails to convince the
markets that the UK government can restore fiscal sustainability, business confidence
and consumer sentiment will be negatively impacted, which could further dampen the
outlook for the UK economy. It is clear that Rishi Sunak is taking over as prime minister
at a challenging time, and will continue to face significant policy divisions within his own
party on migration, economic policy, and more.

Financial markets stabilise after the appointment of the new prime
minister

After most of the tax cut measures in the Truss administration’s “mini-budget” were
cancelled and the guaranteed period for household energy bill cap shortened, market
confidence in the UK’s fiscal sustainability recovered somewhat in October and its equity
market experienced a rebound. As of 31 October, the FTSE 100 Index was about 2.9%
higher than at the end of September.

In the bond market, UK government bond yields saw intense volatile movements in
October. The benchmark 10-year government bond vyield closed at 4.472% on 10"
October, as the political chaos stemming from the “mini budget” undermined market
confidence. However, after Rishi Sunak was appointed new prime minister and most tax
cutting measures in the previous “mini budget” were cancelled, UK government bond
prices rebounded. As of 315 October, the 10-year UK government bond yield stood at
3.516%, down 58 basis points from the end of September.

Against this background, the British pound strengthened against the US dollar and euro.

As of 31t October, the British pound had appreciated by 2.7% against the US dollar and
by 1.9% against the euro.
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Disclaimer

This material is prepared by The Bank of East Asia, Limited (“BEA”) for customers’ reference only. 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 expressed solely as general market commentary, and do not constitute an offer
of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed return in respect of such an offer.
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 material 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. 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 material , 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, and may become valueless. Past performance is not indicative of future
performance. The investments mentioned in this material 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 material. 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.

This material 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 of BEA (email: lerd@hkbea.com/telephone number:
(852) 3609-1504/postal address: GPO Box 31, Hong Kong).

© 2022 The Bank of East Asia, Limited

MARKET MONITOR 3


https://www.hkbea.com/html/en/bea-about-bea-economic-research.html
mailto:lerd@hkbea.com

