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Rates up by 25bp as expected

Rates up by 25bp

Growth outlook revised upwards

We project that we are at peak rates for this cycle

Rates up by 25bp

As expected, the Bank of England (BoE) raised rates by 25bp up to 4.5% on a vote of seven to two. This follows both the
Federal Reserve and the European Central Bank hiking rates by 25bp at their latest respective meetings. The majority of
Monetary Policy Committee members backed a rate hike on the basis that it helps address the risk of more persistent strength in
domestic price and wage setting. For some weeks now, markets and economists have been expecting a rate hike in May
following hotter than expected inflation and earnings data. 

Improved growth outlook

The BoE paints a much more sanguine picture for UK economic growth, dramatically improving its growth forecast for the UK
compared to projections it set out in its February report. This reflects stronger than expected global growth, lower energy prices
and fiscal support provided at the Spring Budget. The May report also argues that the impact of tightening credit conditions
related to recent developments in the global bank sector will likely only have a small impact on GDP. Inflation, however, is
expected to remain higher for longer compared to February's projections. Expectations are for CPI inflation to end the year at
just over 5% (versus projections of around 4% in February), with inflation only falling below 2% by 2025. 

What next?

The speed and magnitude of monetary policy tightening since 2022 by Western Central Banks has been the highest observed
for the past three decades. It is important to stress that previous rate hikes by the BoE will continue to transmit into the economy
for some time to come: indeed, rate increases can take around six quarters to fully pass through. As monetary policy continues
to transmit into the UK economy, we continue to expect growth effectively to flat line across 2023. The BoE has stated that if
there were to be evidence of more persistent pressures, then further tightening in monetary policy would be required. At this
stage, we do not anticipate any further hikes in this cycle - especially as Quantitative Tightening will continue to gradually tighten
monetary policy in the background - although we do continue to expect rates to remain at 4.5% for the remainder of 2023 given
our expectation that services inflation is likely to be stubborn. 
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Research disclaimers
Handelsbanken Capital Markets, a division of Svenska Handelsbanken AB (publ) (collectively referred to herein as ‘SHB’), is
responsible for the preparation of research reports. SHB is regulated in Sweden by the Swedish Financial Supervisory Authority,
in Norway by the Financial Supervisory Authority of Norway, in Finland by the Financial Supervisory Authority of Finland and in
Denmark by the Danish Financial Supervisory Authority. All research reports are prepared from trade and statistical services and
other information that SHB considers to be reliable. SHB has not independently verified such information.

In no event will SHB or any of its affiliates, their officers, directors or employees be liable to any person for any direct, indirect,
special or consequential damages arising out of any use of the information contained in the research reports, including without
limitation any lost profits even if SHB is expressly advised of the possibility or likelihood of such damages.

The views contained in SHB research reports are the opinions of employees of SHB and its affiliates and accurately reflect the
personal views of the respective analysts at this date and are subject to change. There can be no assurance that future events
will be consistent with any such opinions. Each analyst identified in this research report also certifies that the opinions expressed
herein and attributed to such analyst accurately reflect his or her individual views about the companies or securities discussed in
the research report. This research report does not, and does not attempt to, contain everything material that there is to be said
about the company or companies described herein. For additional information about our research methodology please visit,
https://www.researchonline.se/desc/disclaimers

Research reports are prepared by SHB for information purposes only. The information in the research reports does not
constitute a personal recommendation or personalised investment advice and such reports or opinions should not be the basis
for making investment or strategic decisions. This document does not constitute or form part of any offer for sale or subscription
of or solicitation of any offer to buy or subscribe for any securities nor shall it or any part of it form the basis of or be relied on in
connection with any contract or commitment whatsoever. Past performance may not be repeated and should not be seen as an
indication of future performance. The value of investments and the income from them may go down as well as up and investors
may forfeit all principal originally invested. Investors are not guaranteed to make profits on investments and may lose money.
Exchange rates may cause the value of overseas investments and the income arising from them to rise or fall. This research
product will be updated on a regular basis.

No part of SHB research reports may be reproduced or distributed to any other person without the prior written consent of SHB.
The distribution of this document in certain jurisdictions may be restricted by law and persons into whose possession this
document comes should inform themselves about, and observe, any such restrictions.

The report does not cover any legal or tax-related aspects pertaining to any of the issuer’s planned or existing debt issuances.
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