3 August 2023

The Bank of England began the journey to normality in December 2027 when they increased
interest rates from a mere 0.1% to 0.25%. Today, the Monetary Policy Committee (MPC) at
the bank met to decide their next move, with market expectations for the 14th consecutive
rise in rates. Did the latest UK inflation data influence the debate about not just this decision
but future meetings for the remainder of this year? Importantly, what does this mean for
savers and investors? Derek Barrow from Santander Asset Management shares his thoughts
in this week’s State of Play.
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Back to normal

Decision time

The Bank of England is fast approaching a crucial time when they must
decide how high they should raise interest rates to accomplish their task

of bringing down inflation to their long-term target of 2%. This month's
meeting will be the 14th consecutive increase in interest rates in the UK,
assuming they press ahead with another widely expected raising of the

base rate. This journey has been a painful one for both policymakers and the
public, as the bank initially had to play catch-up after misjudging the return
of rising prices, citing the reasons as temporary and therefore making rate
rises unnecessary. Rewind fifteen years to the beginning of 2008, when
interest rates stood at 5.5%, several financial shocks created a dark cloud
over the stability of our economic and financial future. Back then, central
banks took unprecedented steps to ensure financial stability by slashing
rates to near zero and embarking on an untested programme of quantitative
easing (QE). In simple terms, this is where central banks create new money,
which is used to buy back debt from retail and commercial banks, so they feel
that they can lend to businesses and individuals when uncertainty dominates
lending decisions.

What at the time was described as a temporary measure lasted 14 years.
The pandemic forced economies to press the pause button and restrictions
limited economic activity to online consumption, the pent-up demand
overwhelmed supply chains once we emerged from global lockdown
restrictions. Just before COVID-19 was identified, central banks had finally
started to map out a plan to return our financial world back to normal, which
| am sure would have been a much slower and gradual increase in interest
rates and reduction in the money supply. However, their best laid plans had
to be thrown away, as additional easing with more money and lower rates
was used to support individuals and businesses during the pandemic. Over
a year and a half since the battle to tame inflation began, policymakers face
the final stage with an enormous amount of anxiety and concern. A couple of
questions many may be asking are: When will they stop raising rates? When
will they begin to cut rates in the future?

As expected, the Bank of England MPC decided to increase interest rates

by 0.25%, citing the bigger fall in inflation last month as a sign that the
worst is over on bringing down price rises and, given what lies ahead, a
confidence that inflation will continue to fall throughout the remainder of
this year.2 While they didn't commit to pausing rate rises now, there was
acknowledgement that depending on economic data in the next few weeks,
they may not have to go as high as the market had been pricing in prior to the
inflation data release last week.? Clearly, hundreds of thousands of mortgage
deals are due for renewal over the remainder of this year, with large jumps in
borrower’s payments, which act as a brake on consumer spending and help
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UK interest rate
decisions

Market update

the inflation pressure ease. As State of Play mentioned last week, there are
signs that central banks could probably press the pause button now given
how long the lag is before higher rates really start to show in the economic
numbers. They will argue that itis better to go too far than not far enough.
Only time will tell whether their approach will be vindicated in the months
ahead. There is certainly no shortage of opinions on what they have done so
far or what they should do next.

7%
6%
5%
4%
3%
2%

1%

0%
2006 2008 2010 2012 2014 2016 2018 2020 2022

Source: BIS policy rate statistics.
Ml UK Interest Rates Data as at August 2023

Global stock markets have been performing well in recent weeks and
continue to perform well this year. Last week, the S&P 500 was up 1.01% and
the NASDAQ was up 2.11%, respectively.? Earlier in the year, enthusiasm was
sparked by the growth of Al (artificial intelligence) and saw the NASDAQ?,
which contains 100 of the world's largest non-financial companies, many

of which are major technology companies, gain 37.07% year to date.* More
recently, global stock markets seem to have been lifted by three key points:

+ Central banks may be nearing an end to rate hikes.
+ Inflation is continuing to moderate.
+ Economic growth remains resilient.®

European stock markets have also seen healthy gains recently, last week saw
major indices such as the FTSE 100, CAC and Dax up 0.4%, 0.59% and 1.81%
respectively.” In Asia, we saw the Hang Seng index up 4.41% and the Nikkei
225 up 1.41%.8 The result is that 2023 has seen all major stock markets
operating in positive territory, giving much-needed relief to investors
following the turbulence of 2022.

However, with stock markets performing well this year, some economists
are stating that companies are becoming overvalued and that a correction,
a market decline that is more than 10%, but less than 20%, might be due in
certain markets in order to see companies reflect their true value.®
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Last week, bonds saw a small increase in yields across all markets, with

UK yields up 0.05%, US yields up 0.13% and Europe’s yields up 0.03%.™
However, all markets are below their 12-month highs for yield rates. This
reflects the market view that the peak of interest rates may be on the
horizon, we may soon see a pause in rate rises before potentially seeing the
easing of interest rates in 2024. According to the CME Fedwatch tool, the US
futures markets are pricing in a 27.4% chance of another Fed interest rate
rise by the end of 2023, compared to a 90.8% chance last week."

Let's keep our eyes on that horizon!

The vqlue Of Itis important to seek advice and guidance from a professional financial
seeking guid(]nce adviser who can help to explain how to build an appropriate financial plan
. to match your time horizons, financial ambitions, and risk comfort. If you
Gnd (]dVICe already have a plan in place, or have already invested, it is important to
allocate time to review this to ensure this remains on track and appropriate
for your needs.

Investing can feel complex and overwhelming, but our

Learn more! educational insights can help you cut through the noise. Learn
more about the Principles of Investing here.

Note: Data as at 3 August 2023.
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A Week

Performance

Index Value Change % 12 Month High 12 Month Low
N\ LA

FTSE 100 7,694 0.40% 8,014 6,826
FTSE 250 19,124 -0.40% 20,615 16,611
=

Dow Jones Industry 35,459 0.66% 35,520 28,726
S&P 500 4,582 1.01% 4,582 3,577
NASDAQ 15,751 2.11% 15,841 10,679
El

Hang Seng 19,917 4.41% 22,689 14,687
Lo

Nikkei 225 32,759 1.41% 33,753 25,717
il

CAC40 7,476 0.59% 7,577 5677
[

DAX 16,470 1.81% 16,470 11,976
B

FTSEEurofirst 300 103 0.48% 2,547 1,950
Eurozone

[t |

S&PTSX Composite ) g 20,767 18,206
Index

Commodity markets*

Gold $1,960.75 0.10 0.01% $2,047.07 $1,628.00
Crude Oil $84.26 3.36 4.15% $111.57 $70.96

Source: Refinitiv Eikon, prices displayed in the local currency.

*Gold Bullion London Bullion Market $ Per Metric Tonne Ounce Delay & Brent Forties and Oseberg Dated Free on Board
Northsea Crude used for commodity performance.

Source Data from the 24 July 2023 to 28 July 2023.
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10-year bond yields

Country Variation 12 Month High 12 Month Low
Sz UK 4.33% ] 4.67% 1.81%
= s 3.97% ] 4.23% 2.61%
| ® | Japan 0.56% ] 0.56% 0.17%
B Euro 2.46% ] 2.75% 0.76%
== Germany 2.46% N 2.75% 0.76%
B N France 3.03% ] 3.24% 1.35%
B B italy 412% ] 4.82% 2.95%
= Spain 3.51% | 3.79% 1.86%
China 2.69% ] 2.99% 2.62%
0.00% 0.10%
Currencies

Currency Conversion Price 12 Month High 12 Month Low
Dollar GBP > USD $1.29 $1.31 $1.07
Euro GBP > EUR €1.17 €1.20 €1.11

Yen GBP > YEN ¥181.42 ¥183.76 ¥154.73

Source: Refinitiv Eikon.
Source Data from the 24 July 2023 to 28 July 2023.
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