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Fast Comment UK
BoE rates held at 5.25%

e Six versus three: Bank of England split on interest rate decision

November 2, 2023. 13:43 CET

¢ Middle East factor skews inflation risk to the upside

e Hawkish statements reinforce "higher for longer" narrative

Six versus three: Bank of England split on interest rate decision

The BoE has decided to hold rates steady for a second consecutive meeting, leaving the base rate at 5.25%. This, of course,
follows the US Federal Reserve's decision yesterday to keep US rates on hold. The Monetary Policy Committee (MPC) was,
however, split on its decision, with six members backing a freeze in rates and three opting for an increase of 0.25pp. The three
dissenting members backed an increase in rates on the basis that the labour market remains relatively tight and measures of
wage growth and services inflation continue to be elevated. A majority of members disagreed with this analysis, arguing that the
labour market had loosened sufficiently and that the acceleration in the ONS's average weekly earnings is not reflected in a
broader range of wage growth measures. The MPC's job has been made harder by conflicting messages from data sources and
problems around the collection of data. For example, the ONS's measure of annual private sector regular average weekly
earnings was 8% in August, but other measures suggest the figure is lower. And while metrics such as unemployment,
vacancies and inactivity suggest the labour market is loosening, there are concerns around the accuracy of the data.

Middle East factor skews inflation risk to the upside; QT continues

The BoE has stated that there is an upside risk to inflation from the situation in the Middle East. However, this should be put into
context. For now, the conflict seems to be contained, with the impact on energy markets remaining very small compared to
volatility seen in late 2021 and 2022. Even if oil prices saw a substantial increase, it would seem unlikely that this alone could
lead to a double spike in inflation. For example, a new USD 110 a barrel price would only add 0.5pp at the peak to UK CPI
inflation, according to Bloomberg's SHOK model. Despite the hold in rates, monetary policy tightening will of course continue
through the Quantitative Tightening (QT) programme. At the latest MPC meeting, GBP 100bn of QT was signed off to take place
over the course of October 2023 to September 2024, although the BoE expects this to have little impact on financial conditions.
The BoE forecasts that GBP 80bn of QT in the previous 12 months only led a 10bp increase in 10-year gilt yields.

Hawkish statements reinforce "higher for longer" narrative

We maintain our view that 5.25% will be the peak of this cycle, and this is a view that the markets agree with. However, there
were some relatively hawkish statements in the minutes of this month's MPC meeting. The BoE argues that "monetary policy will
need to be sufficiently restrictive for sufficiently long to return inflation to the 2% target sustainably in the medium term" and that
"second-round effects in domestic prices and wages are expected to take longer to unwind than they did to emerge". This
strongly suggests that rates will remain at 5.25% for some time in order to bear down on domestically generated inflation.
Inflation will fall to sub 5% in October, but the route to the 2% inflation target will be challenging. We currently believe that rate
cuts will only take place in the second half of 2024.
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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 and in Finland by the Financial Supervisory Authority of Finland. 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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