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Global investment event
Bank of England hikes rates

 At the Bank of England’s (BoE) August meeting, interest rates were raised by 25 basis points 
to 0.75% in an unanimous vote 

 The BoE painted a marginally more bullish view of the UK economy. They also emphasised 
that future UK interest rate hikes will be “gradual and limited”

 There are major question marks over the extent to which the BoE will be able to tighten 
policy further, especially given Brexit related uncertainty

Our views
Our core asset class views are unchanged. 
We remain neutral UK equities amid 
downside risks to UK economic growth.
We also retain our underweight positioning 
in UK gilts and corporate bonds

The Bank of England hikes 
interest rates
The Bank of England’s (BoE) Monetary Policy 
Committee (MPC) hiked UK interest rates (also
known as “Bank Rate”) by 25 basis points to 0.75%
at its August meeting. The decision was widely 
expected by investors following recent communication 
from the MPC and a recent rebound in UK activity data 
following a weak Q1. 

The decision was unanimous across all nine members 
of the committee. The lack of dissent surprised some 
investors, given that recent UK inflation data have been 
lower-than-expected, and downside risks to the outlook 
have risen amid stalling Brexit negotiations and global 
trade tensions. 

Overall, this leaves Bank Rate at its highest level since 
early 2009, although still well below levels prevailing 
before the global financial crisis (GFC) of 2007-9 of 
around 5%.
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This commentary provides a high level overview of the recent economic environment, and is for information purposes only. It is a marketing 
communication and does not constitute investment advice or a recommendation to any reader of this content to buy or sell investments nor should 
it be regarded as investment research. It has not been prepared in accordance with legal requirements designed to promote the independence
of investment research and is not subject to any prohibition on dealing ahead of its dissemination.
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The details…
In the Bank’s August Inflation Report, the MPC painted 
a marginally more bullish outlook for the UK economy 
than in the last report in May. GDP growth is now 
forecast to be 1.4% in 2018 (unchanged), 1.8% in
2019 (versus 1.7% previously) and 1.7% in 2020. 
Meanwhile, unemployment forecasts were also
nudged slightly lower, to 3.9% over the forecast period. 
Inflation is now expected to end this year at 2.3%
(2.2% previously), 2.2% in 2019 (up from 2.1%) and 
2.0% in 2020 (unchanged). 

These new forecasts may be interpreted as a hawkish 
signal to the market. However, they are based on 
market-derived estimates of future UK interest rates 
that are lower than assumed in the May report.
Furthermore, the bulk of the inflation uptick is due to 
recent declines in the British pound (raising import 
costs), rather than domestically-generated pressures. 

At the post-meeting press conference, BoE Governor 
Mark Carney failed to comment on whether current 
market expectations of future UK interest rates (two 
rate hikes in the next three years) are appropriate
for the UK economy. His comment that “policy needs
to walk, not run, to stand still,” along with an 
acknowledgment that policy could loosen in the event
of a hard Brexit, helped send the British pound (GBP) 
lower against the US dollar (USD) over the day.

Market considerations
The Bank of England continues to emphasise that 
future UK interest rate hikes will be “gradual and 
limited”. This policy adjustment does not herald the 
beginning of a significant rate hiking cycle similar to
the US Federal Reserve’s trajectory since 2015. At
this meeting, the Bank of England also released their 
estimate of the long-run neutral interest rate, where 
policy is neither contractionary nor expansionary,
which at 2-3% is below the typical UK interest rate
seen before the GFC.  

There are also major question marks over the extent
to which the BoE will be able to tighten policy further
in the coming quarters, given downside risks to UK 
growth. Also, Carney alluded to the possibility of a
hard Brexit (which could see the UK leave the EU 
without a negotiated withdrawal treaty), adding to 
pressure on GBP. 

The MPC has also a fairly bullish outlook for wage 
growth, predicated on the basis of a tight UK labour 
market. If this does not develop as expected, realised 
inflation may be lower than the bank currently expect.  

Overall, our investment views are unchanged. Current 
valuations are consistent with a neutral stance on
UK equities, in our view, with the UK economy likely
to remain a relative underperformer among developed 
markets. We prefer emerging markets, Japanese
and eurozone equities which offer higher prospective 
risk-adjusted returns.  

Meanwhile, for UK gilts and sterling (GBP) corporate 
bonds, we believe current valuations are stretched,
and retain our underweight positioning. 
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Important information:
The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for 
any purpose. All non-authorized reproduction or use of this document will be the responsibility of the user and may lead to legal 
proceedings. The material contained in this document is for general information purposes only and does not constitute advice or
a recommendation to buy or sell investments. Some of the statements contained in this document may be considered forward 
looking statements which provide current expectations or forecasts of future events. Such forward looking statements are not 
guarantees of future performance or events and involve risks and uncertainties. Actual results may differ materially from those 
described in such forward-looking statements as a result of various factors. We do not undertake any obligation to update the 
forward-looking statements contained herein, or to update the reasons why actual results could differ from those projected in the 
forward-looking statements. This document has no contractual value and is not by any means intended as a solicitation, nor a 
recommendation for the purchase or sale of any financial instrument in any jurisdiction in which such an offer is not lawful. The 
views and opinions expressed herein are those of HSBC Global Asset Management Global Investment Strategy Unit and HSBC 
Securities (USA) Inc. at the time of preparation, and are subject to change at any time. These views may not necessarily indicate 
current portfolios’ composition. Individual portfolios managed by HSBC Global Asset Management primarily reflect individual 
clients’ objectives, risk preferences, time horizon, and market liquidity.

The value of investments and the income from them can go down as well as up and investors may not get back the amount 
originally invested. Past performance contained in this document is not a reliable indicator of future performance while any 
forecasts, projections and simulations contained herein should not be relied upon as an indication of future results. Where 
overseas investments are held the rate of currency exchange may cause the value of such investments to go down as well as
up. Investments in emerging markets are by their nature higher risk and potentially more volatile than those inherent in some 
established markets. Economies in Emerging Markets generally are heavily dependent upon international trade and, accordingly,
have been and may continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative 
currency values and other protectionist measures imposed or negotiated by the countries with which they trade. These economies 
also have been and may continue to be affected adversely by economic conditions in the countries in which they trade. Mutual 
fund investments are subject to market risks, read all related documents carefully. Please consider the investment objectives, 
risks, charges and expenses carefully before investing. The prospectus, which contains this and other information, can 
be obtained by calling an HSBC Securities (USA) Inc. Financial Advisor or call 888-525-5757. Read it carefully before
you invest.

Investment and certain insurance products, including annuities, are offered by HSBC Securities (USA) Inc. (HSI), member 
NYSE/FINRA/SIPC. In California, HSI conducts insurance business as HSBC Securities Insurance Services. License #: 
OE67746. HSI is an affiliate of HSBC Bank USA, N.A. Whole life, universal life, term life, and other types of insurance are 
provided by unaffiliated third parties and are offered through Insurance Agents of HSBC Insurance Agency (USA) Inc., a wholly
owned subsidiary of HSBC Bank USA, N.A. Products and services may vary by state and are not available in all states. California 
license #: OD36843.

Investments, Annuity and Insurance Products: Are not a deposit or other obligation of the bank or any of its affiliates; 
Not FDIC insured or insured by any federal government agency of the United States; Not guaranteed by the bank or any 
of its affiliates; and subject to investment risk, including possible loss of principal invested.

© 2018 HSBC Securities (USA) Inc. All rights reserved
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