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The annual headline rate rose to 2.2% in July 
following two consecutive months
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Our economic review is intended to provide background to recent developments in investment markets as well as to give an indication of 
how some key issues could impact in the future.

It is not intended that individual investment decisions should be taken based on this information; we are always ready to discuss your 
individual requirements. We hope you will find this review to be of interest.

BOE STARTS TO CUT RATES
In early August, the Bank of England (BoE) sanctioned 
the first reduction in interest rates since March 2020 and 
economists expect a second cut to be announced before 
the end of this year.

The closely-run decision was announced on 1 August following the 
latest meeting of the Bank’s Monetary Policy Committee (MPC). At 
the meeting, the nine-member panel voted by a slim 5-4 majority to 
reduce rates by 0.25 percentage points, taking Bank Rate down to 
5%. The four dissenting voices each voted to leave rates unchanged.

Commenting after announcing the cut, BoE Governor Andrew 
Bailey described the decision as “an important moment in time” 
although he did stress people should not expect rates to fall sharply 
over the coming months. Mr Bailey noted that lower inflation had 
paved the way for the reduction but added that policymakers 
needed to be sure inflation remains low and be “careful” not to cut 
rates “too quickly or by too much.”

The latest set of consumer price statistics, which were published by 
the Office for National Statistics (ONS) two weeks after the MPC 
announcement, did actually reveal a rise in inflation for the first time 
this year. The annual headline rate rose to 2.2% in July following 
two consecutive months at the BoE’s 2% target level – the figure 
was, however, lower than the 2.3% consensus forecast predicted in 
a Reuters poll of economists.

While the BoE has stressed that further rate cuts will not be rushed, 
July’s lower than anticipated inflation figure does appear to have 
increased the chances of another reduction before the year-end. 
Although most economists in a recent Reuters survey did say they 
expect rates to remain on hold this month, a majority predicted the 
BoE will sanction one more cut this year, with November seen as the 
most likely month for that move. 

UK ECONOMY GROWS STRONGLY
Second quarter gross domestic product (GDP) figures 
released last month by ONS showed the UK economy 
has continued its strong recovery from last year’s 
brief recession, while more recent survey data points 
to relatively solid third quarter growth too.

The latest GDP statistics showed UK economic output rose 
by 0.6% between April and June; this figure was in line with 
economists’ expectations and represents only a marginal dip 
from the robust rate recorded during the first three months of 
the year. ONS said the second-quarter expansion was driven 
by strong service sector growth, which offset small quarterly 
contractions in both the manufacturing and construction sectors.

While economists have warned that the current pace of growth 
is unlikely to be maintained across the second half of 2024, 
the stronger-than-anticipated GDP figures so far this year have 
prompted economic soothsayers to upwardly revise their 
full-year forecasts. Early last month, for instance, the BoE 
upgraded its projections, which now predict the UK economy 
will expand by 1.25% across the whole of 2024, up from a 
previous forecast of 0.5%.

Recently-released survey evidence, though, does point to a 
third-quarter slowdown, although the data does still suggest 
the economy continues to expand at a reasonable pace. The 
flash headline growth indicator from the S&P Global/CIPS UK 
Purchasing Managers’ Index (PMI), for instance, rose from 52.8 
in July to 53.4 in August; both figures comfortably above the 50 
threshold denoting growth in private sector output.

Commenting on the survey, S&P Global Market Intelligence’s 
Chief Business Economist Chris Williamson, noted that the 
manufacturing and service sectors both reported solid growth in 
August. He added, “Although GDP growth looks set to weaken 
in the third quarter compared to the impressive gains seen in 
the first half of the year, the PMI is indicative of the economy 
expanding at a reasonably solid quarterly rate of around 0.3%.” 
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NOMINAL WAGE GROWTH 
CONTINUES TO SLOW
Official earnings statistics released last month showed 
nominal pay is now rising at its slowest pace in almost 
two years with survey evidence suggesting this 
slowdown looks set to continue.

The latest ONS figures revealed that average weekly earnings 
excluding bonuses rose at an annual rate of 5.4% in the three 
months to the end of June. This was down from 5.8% in the 
previous three-month period and the lowest recorded figure since 
August 2022. After adjusting for CPI inflation, however, regular 
pay is still rising at an annual rate of 3.2%, the joint-largest rise 
sin real earnings for around three years.

Data from a Recruitment and Employment Confederation 
survey released early last month found that nominal pay 
growth increased even more slowly in July than it had in June. 
Additionally, the survey reported that the pace of pay increases 
for temporary staff is currently the weakest in over three years.

Research from the Chartered Institute of Personnel and 
Development also suggests wage growth is likely to fall back 
further over the coming year. According to the survey, employers 
expect to raise pay levels by an average of 3% over the next 
12 months, which would represent the smallest pay rises in 
two years.

EUROS AND DISCOUNTING 
BOOSTS RETAIL SALES
Although survey data released last month continues 
to highlight a tough retail environment, the latest 
official figures did reveal a rebound in sales volumes 
during July while hopes of rising real incomes 
triggering a boost to spending remain. 

Data recently published by ONS showed total retail sales 
volumes rose by 0.5% in July following June’s 0.9% decline. 
ONS said sales in department stores and sports equipment stores 
grew strongly in July with retailers saying summer discounting and 
sporting events, such as Euro 2024, provided a boost to sales. 

Encouragingly for the retail sector, the latest GfK consumer 
confidence index continues to report relatively strong levels of 
consumer sentiment. Indeed, August’s headline figure held steady 
at an almost three-year high, as households took an increasingly 
positive view of their personal finances and showed greater 
enthusiasm for major purchases.

Recently-released survey data, though, did highlight the relatively 
difficult trading conditions retailers continue to face, with the CBI 
Distributive Trades Survey reporting sales as ‘poor’ for the time of 
year in August, with sales volumes expected to disappoint 
in September too. The CBI did note, however, that retailers should 
‘gradually begin to see some tailwinds from consumers’ rising 
real incomes.’


