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Market Monitor — United Kingdom

Fiscal U-turn and Fresh Inflation Record

GDP fell by 0.2% QoQ in Q3, dragged down by the Queen’s state funeral UK GDP recorded a 0.2%
QoQ drop in Q3, mainly due

The UK economy recorded a 0.2% quarter-to-quarter (QoQ) decline in Q3 2022, reversing to the contraction in private

a positive 0.2% QoQ growth in Q2, being the first QoQ contraction since Q1 2021. The consumption and

smaller-than-expected contraction in Q3 was driven by the significant upwards revision investment.

in July and August. The 0.6% month-on-month (MoM) contraction in September was the

result of an extra Bank holiday for the Queen’s state funeral and the weak underlying Headline CPl saw an 11.1%

trend. Household consumption and business investment both fell 0.5% QoQ, reflecting YoY increase amid surging

the impact of rising inflation, geopolitical uncertainty, and aggressive rate hikes by the food and energy prices,

Bank of England (BoE) on UK households and businesses. Meanwhile, positive hitting a 41-year high.

contributions from net trade and public consumption slightly offset the contractions.

Multiple headwinds will
Amid a gloomier economic condition, October inflation recorded another upside surprise, continue to hit the UK
with headline consumer price index (CPI) jumping from 10.1% year-on-year (YoY) in economy ahead.
September to a 41-year high of 11.1% in October. The core CPI recorded YoY growth of
6.5%, remaining unchanged from the previous month. The Office for National Statistics
(ONS) revealed that households were paying, on average, 88.9% more for their electricity,
gas, and other fuels than they were a year ago, while food prices saw a 16.4% YoY growth
in October, the highest since September 1977. Even though the Energy Price Guarantee
(EPG) will be raised in April 2023 and the upside surprise raises questions about how fast

inflation will return to the policy target, both headline and core inflation have likely UK GDP

peaked. 20
15

Amid the softening growth momentum, the tight employment market might show an @ 10

initial sign of moderation, with strong pay lags slowing job growth. The unemployment g

rate edged 0.1 percentage point higher from the 3.5% in June to August 2022 to 3.6% in cc\‘; i

Q3 2022. Though the rise in unemployment rate was modest in Q3 2022, the strong 8 10

readings for July and August implied that the September unemployment rate has 15

increased to 3.8%. Nevertheless, average weekly earnings including bonuses rose 6.0% -20

(YoY) in Q3 2022, down from a 6.1% growth in June to August, however, regular pay -25
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growth edged 0.2 percentage points higher to 5.7% during the same period. As such, the
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employment market data has something for both hawks and doves, with the former
pointing to the rise in wage growth as inflation, and the latter referring to red flags in
unemployment.

Fiscal U-turn and further rate hikes expected

In the UK Autumn Statement, the UK changed its fiscal plan from one of the most
expansionary in recent history to one that is focused on fiscal discipline. On 17t
November 2022, Rishi Sunak's administration proposed GBP 54 billion worth of tax rises
and spending cuts, but with economic and political considerations aligning to produce a
heavily back-loaded tightening after a probable 2024 election. Tax measures included a
broadening of the windfall tax on energy profits and the freezing of various tax thresholds
on income, capital gains and employer national insurance contributions. The Income Tax
additional rate threshold (ART) will also be lowered to GBP 125,140 from GBP 150,000.
The EPG will rise to GBP 3,000 per year starting from April 2023, 20% higher than the
current EPG. Against this backdrop, the Office for Budget Responsibility (OBR) forecasts
the UK economy to contract by 1.4% in 2023, with the unemployment rate increasing to
4.6% and 4.9% in Q4 2023 and Q2 2024 respectively.

Some might argue that in the future, fiscal tightening could justify less monetary
tightening by the Bank of England (BoE). However, most of the fiscal squeeze will occur
after the 2024 election and that will be too late to help the BoE control inflation over its
two-year horizon. The Autumn Statement also includes a more generous Energy Bill
Support Scheme which may raise the BoE’s 2023 growth forecast. Combined with the
wage and CPI surprises, the BoE is expected to further increase its Bank Rate in December
and Q1 2023.

Against this backdrop, the UK property market saw signs of cooling. The Nationwide
Housing Price Index has declined for three straight months, with the MoM drop widening
to 1.4% in November from 0.9% in October. With the expectation that the BoE will further
raise the interest rate, the risk of further decline in property prices will intensify in the
coming months.

Recession largely expected in 2023

Looking ahead, the UK economy will continue to be clouded by multiple headwinds
including geopolitical uncertainty, supply-side concern, elevated inflation, rapidly
tightening monetary environment, and proposed fiscal tightening, etc., with recession
already expected by BoE, OBR and most market participants. However, the UK flash
composite PMI edged 0.1 percentage point higher to 48.3 in November, the fourth
consecutive month below the boom-bust line of 50. Despite the weak PMI, price and
supply chain related indicators continue to show improvement. If the composite PMI
doesn’t decline notably further, this could imply that the recession might not be as severe
as originally expected. Similarly, consumer confidence remained weak in November, with
the Gfk consumer confidence index staying deeply negative at -44, but up from the -47
in October.
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Global financial market sentiment improves with the expectation that
the worst inflationary pressure might pass

As US saw slower inflation in October, market participants increasingly expect a smaller
rate hike by the Federal Reserve (Fed) at upcoming meeting. Major equity markets
continued to record gains in November. As of the 30" November, the FTSE 100 Index was
about 6.7% higher than at the end of October. Meanwhile, the US dollar has weakened
against major currencies, including the British pound. As of the 30" of November, the
British pound appreciated 5.1% against the US dollar but depreciated 0.1% against the
euro.

In the bond market, UK government bond yields edged lower in November after fiscal U-

turns by the Sunak administration. As of the 30" of November, the 10-year UK
government bond yield stood at 3.161%, down 36 basis points from the end of October.
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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).
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