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Bank of England Rate Hike:
The first in a decade

At its November meeting, the Bank of England (BoE) hiked interest rates for the first time in a

decade.

The committee’s decision to raise the base-rate by 25 basis points to 0.5%, was seemingly due

to the fact that inflation is over-shooting the bank’s 2% target by a whole percentage point.

Policymakers may have also been emboldened by the fact that the British economy expanded

by 0.4% in the third quarter, outpacing economists’ expectations.

Nonetheless, the communication surrounding the hike was more ominous. In the Bank’s policy

statement explaining the rise, it was cautioned that there are still “considerable risks to the

outlook” due to uncertainty over Brexit. Further increases in the base rate are likely to be limited

and gradual and this guidance is what influenced the market’s reaction.

Following the Bank’s dovish announcement, Sterling dropped more than a full cent against the

US dollar. In advance of the meeting, the pound hovered around the $1.30 mark, bolstered by
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expectations of tighter interest rate policy. Given that the UK imports roughly half of the goods

it consumes, inflation is tightly linked to exchange rates and a stronger pound is needed to curb

inflationary pressures.

In the fixed income market, the yields on UK government bonds (gilts) were seen dropping as

prices started to rise. In the equity space, the main UK stock index, the FTSE 100 saw gains of

roughly 1% – largely driven by the fact that its performance is tethered to the value of the

pound.

Though the outlook for the UK economy has a dark, Brexit-shaped cloud hanging over it, the

BoE was under increasing scrutiny for keeping rates so low. Pensioner groups and savers

argued that it has favoured borrowers over savers and fuelled inequality. Criticism of

Threadneedle Street’s low-interest rate policy has been brewing since late 2016. In October,

Prime Minister, Theresa May, stated that low interest rates and the billion-pound Quantitative

Easing scheme, had ‘bad side effects’ stating that ‘a change has got to come’. This came at the

same time as William Hague, the former foreign secretary and a former leader of the

Conservative Party, published an article in the Telegraph listing ‘10 serious drawbacks’ of low

interest rates. The list highlights the fact that low rates has driven savers into riskier assets in

their hunt for returns, which has in turn inflated the values of equities and property.

Albeit, the Bank’s so-called ‘one and done’ hike is not likely to make a significant difference to

the outlook for the British economy. Rather, in the near-term, the trajectory of the UK economy

will largely be shaped by Brexit negotiations and the value of the pound. Some commentators

suggest that the BoE has little ability to control either.
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Disclaimer All financial data and/or economic information released by this Publication (the “Publication”); (the “Data” or the “Financial data and/or economic

information”), are provided for information purposes only, without warranty of any kind, including without limitation the warranties of

merchantability, fitness for a particular purpose or warranties and non-infringement of any patent, intellectual property or proprietary rights of any

party, and are not intended for trading purposes. Banque Internationale à Luxembourg SA (the “Bank”) does not guarantee expressly or impliedly,

the sequence, accuracy, adequacy, legality, completeness, reliability, usefulness or timeless of any Data. All Financial data and/or economic

information provided may be delayed or may contain errors or be incomplete. This disclaimer applies to both isolated and aggregate uses of the

Data. All Data is provided on an “as is” basis. None of the Financial data and/or economic information contained on this Publication constitutes a

solicitation, offer, opinion, or recommendation, a guarantee of results, nor a solicitation by the Bank of an offer to buy or sell any security, products

and services mentioned into it or to make investments. Moreover, none of the Financial data and/or economic information contained on this

Publication provides legal, tax accounting, financial or investment advice or services regarding the profitability or suitability of any security or

investment. This Publication has not been prepared with the aim to take an investor’s particular investment objectives, financial position or needs

into account. It is up to the investor himself to consider whether the Data contained herein this Publication is appropriate to his needs, financial

position and objectives or to seek professional independent advice before making an investment decision based upon the Data. No investment

decision whatsoever may result from solely reading this document. In order to read and understand the Financial data and/or economic information

included in this document, you will need to have knowledge and experience of financial markets. If this is not the case, please contact your

relationship manager. This Publication is prepared by the Bank and is based on data available to the public and upon information from sources

believed to be reliable and accurate, taken from stock exchanges and third parties. The Bank, including its parent,- subsidiary or affiliate entities,

agents, directors, officers, employees, representatives or suppliers, shall not, directly or indirectly, be liable, in any way, for any: inaccuracies or

errors in or omissions from the Financial data and/or economic information, including but not limited to financial data regardless of the cause of

such or for any investment decision made, action taken, or action not taken of whatever nature in reliance upon any Data provided herein, nor for

any loss or damage, direct or indirect, special or consequential, arising from any use of this Publication or of its content. This Publication is only valid

at the moment of its editing, unless otherwise specified. All Financial data and/or economic information contained herein can also quickly become

out-of- date. All Data is subject to change without notice and may not be incorporated in any new version of this Publication. The Bank has no

obligation to update this Publication upon the availability of new data, the occurrence of new events and/or other evolutions. Before making an

investment decision, the investor must read carefully the terms and conditions of the documentation relating to the specific products or services.

Past performance is no guarantee of future performance. Products or services described in this Publication may not be available in all countries and

may be subject to restrictions in some persons or in some countries. No part of this Publication may be reproduced, distributed, modified, linked to

or used for any public or commercial purpose without the prior written consent of the Bank. In any case, all Financial data and/or economic

information provided on this Publication are not intended for use by, or distribution to, any person or entity in any jurisdiction or country where

such use or distribution would be contrary to law and/or regulation. If you have obtained this Publication from a source other than the Bank

website, be aware that electronic documentation can be altered subsequent to original distribution.

As economic conditions are subject to change, the information and opinions presented in this outlook are current only as of the date indicated in

the matrix or the publication date. This publication is based on data available to the public and upon information that is considered as reliable. Even

if particular attention has been paid to its content, no guarantee, warranty or representation is given to the accuracy or completeness thereof.

Banque Internationale à Luxembourg cannot be held liable or responsible with respect to the information expressed herein. This document has

been prepared only for information purposes and does not constitute an offer or invitation to make investments. It is up to investors themselves to

consider whether the information contained herein is appropriate to their needs and objectives or to seek advice before making an investment

decision based upon this information. Banque Internationale à Luxembourg accepts no liability whatsoever for any investment decisions of

whatever nature by the user of this publication, which are in any way based on this publication, nor for any loss or damage arising from any use of

this publication or its content. This publication, prepared by Banque Internationale à Luxembourg (BIL), may not be copied or duplicated in any form

whatsoever or redistributed without the prior written consent of BIL 69, route d’Esch ı L-2953 Luxembourg ı RCS Luxembourg B-6307 ı Tel. +352

4590 6699 ı www.bil.com.


