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Carney 
takes it 
up a notch 
Nine months after telling the base 

rate to “take a hike” to 0.5%, Bank of 

England Governor Mark Carney has 

taken things up a notch… literally… 

to 0.75%.

This result was widely anticipated. 

The Bank of England had been 

expected to increase rates back in 

May this year, but had held fire in 

the face of weaker-than-expected 

economic data. It now appears that 

the earlier frailness was at least 

partially caused by the cold snap, 

and along with the British weather, 

the economy has started to heat 

back up.

Inflation was a key driver of this 

decision. It still hangs above the 

Bank of England’s target of 2%, and 

lately we have seen more signs that 

domestic inflation pressures, such 

as wages, are picking up.

The Bank of England’s policy makers 

have predicted that UK inflation 

will fall back to the target by 2020, 

and they have also published an 

estimate of where they see “neutral” 

interest rates over the medium 

term. By this, they mean the level at 

which the economy will grow at full 

employment, and stable inflation, 

beyond the usual three- year forecast 

period.  It’s basically a best guess at 

where cash rates will be. The range 

they estimated is between 2% and 

3% for the long-run, and below this 

in the short-run. We have doubts 

that the base rate will get close to 

3% – we are still in a lower-for-longer 

environment.

We expect only a gradual increase 

in rates from here – one 0.25% hike 

in  2019, and potentially one in 2020.

SUMMER’S HOT TOPICS

The sizzling UK economy questions 

most likely to scorch at your 

neighbour’s summer barbecue:

The demise of the High Street

What’s happening to the high street?

UK store-based retailers – what’s left 

of them that is – have been buckling 

under the strain of footfall marching 

away from the high street. Most 

notable stories have been the likes 

of Maplin, Poundworld and Toys R 

Us collapsing into administration, 

and now we have House of Fraser 

fighting for survival, alongside many 

restaurant chains. 

No single factor has caused the 

demise of major high street brands, 

though low real wage growth and 

evolution in consumer preferences 

are the main culprits. Obviously 

more consumers are embracing 

ecommerce, but even in “real-world” 

shopping, consumer preferences are 

bifurcating towards either the very 

cheap (Aldi & Lidl gaining market 

share) or towards an experience 

(instagrammable restaurant food 

rather than chains or integrated 

retail-leisure ‘destinations’). We 

expect to see real wage growth 

pick-up going forward, so perhaps 

a small boost to the high street.

Are Poundworld and Poundland the 

same thing?

They are separate companies.

Brexit 

Will there be a deal?

UK politics has remained 

unpredictable for some time, so 

we focus on what’s possible, and 

probable, rather than definitive 

forecasts. July was a busy month 

for Prime Minister Theresa May, with  

her Chequers lock in and then cabinet 

resignations, followed by some 

Brexit-related bills passing with a 

wafer thin majority. The Chequers 

deal is the one that the UK is now 

using as a basis for negotiating with 

the EU... will it be the final deal? It is 

quite likely that the EU wants to tear 

it up, as do a number of MPs on both 

sides of the Brexit debate.  
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It seems that a Chequers type deal 

(not too different from the Canada 

deal) is most likely, and the chances 

of a Norway-style arrangement are 

fading. We would put the chance of 

a no-deal exit at around 10%. The 

next EU summit in October will be 

crucial for judging progress. It is also 

possible that the EU will even agree 

to extend the negotiation period.

Should we stockpile food ahead of 

the apocalypse?

No, unless it is the zombie 

apocalypse, in which case yes.

Housing market 

What’s happening to house prices?

House prices are still rising across 

most parts of the UK, albeit at a 

slower pace than before. UK house 

prices were up around 3.5% in the 

three months to May (vs. a year 

earlier), this compares with an 8% 

increase in May 2016. Only the 

capital is currently seeing a mild fall 

in prices of 0.5%, but arguably these 

were overdue for some correction.

Even though interest rates are 

going up, they are rising slowly 

and from exceptionally low rates, 

credit conditions for mortgages 

are relatively loose, and the labour 

market remains healthy. The impact 

of tax changes on buy-to-let will 

also fade. All of these factors should 

prevent a large correction in house 

prices. However, slower immigration 

and uncertainty around Brexit both 

pose headwinds. 

Will they cancel Channel 4’s 

Location, Location, Location?

Unlikely, it will take a lot more than 

this to get Kirstie and Phil off our 

screens. 

FUND COMMENTARY 

We have been positioning the 

portfolios for higher Bank of England 

rates by reducing our exposure 

to gilts, and by hedging some of 

the interest rate exposure on UK 

corporate bonds. Ten year gilt yields 

are around 1.4% – we believe more 

towards 2% is closer to where they 

should be.
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