
https://twitter.com/FE_Research

This document has been prepared for general information only. It does not contain all of the information which an investor may require in order to make an investment decision. If you are unsure whether 
this is a suitable investment you should speak to your financial adviser. This information is not guaranteed to be correct, complete, or accurate. FE Research is a division of Financial Express Investments 
Ltd, registration number 03110696, which is authorised and regulated by the Financial Conduct Authority (FRN 209967). For our full disclaimer please visit www.financialexpress.net/uk/disclaimer.

Data Sourced from FE Analytics, and Bloomberg Finance LP 

RETAIL SALES ON THE ROPES
A few months ago, we noted that there were signs the British economy was starting to weaken, and this week brought the most worrying data yet: retail 
spending, the engine of recent growth, is looking decidedly ropey. The Office for National Statistics say that higher prices thanks to sterling’s devaluation 
are now hindering sales, and the year on year growth in retail spending is at its lowest in four years.

The rise in the cost of living is likely to lead to political pressure from a population that is by all accounts sick of the limited austerity imposed over 
the last nine years, and a revivified Labour Party will see this as an opportunity to kick a weakened Government into looser fiscal policy. We are not 
convinced this will lead to a desire to change course on Brexit, but more likely the populist wave that led to that vote will grow in strength, with its 
direction and landing spot undetermined and potentially highly problematic. Unfortunately, we live in interesting times.

US: FED PUSHES RATES HIGHER
The US Federal Reserve raised the short-term rate from 0.75 – 1 per cent to 1 – 1.25 
per cent on Wednesday and set out a detailed plan for reducing the size of its balance 
sheet. This was the third increase in six months and although widely expected, 

recent low inflation readings had cast a shadow of doubt over the future pace of increases. 
Inflation figures released on Wednesday showed consumer prices rose 1.9 per cent from last 
year, slowing for the third consecutive month. This figure dropped to 1.7 per cent if food and 
energy were excluded. The Fed commented that they will be monitoring low inflation numbers 
“closely” but that “it is important not to overreact to a few readings”. The Fed are very attached 
to their projections and it will be interesting to see how subdued inflation would have to be to 
change this.

The yield on the ten-year Treasury note dropped to 2.14 per cent, its lowest closing level since 
November. As well as this, the spread between the two and ten-year yields continued its decline 
which typically happens when the outlook for growth and inflation are lower.

UK: MPC HOLDS RATES BUT MEMBERS OUTLOOK SPLITS
The Bank of England Monetary Policy Committee kept rates on hold at 0.25 per cent 
on Thursday. Although this was the expected outcome of the meeting, the committee 
took a more hawkish tone with three of the eight members voting for a hike, resulting 

in the closest vote in six years. Members cited high inflation as the reason for their vote to 
increase. Since the banks meeting in May, the growth in the cost of living has climbed to a four-
year high of 2.9 per cent. Investors believe the probability of a rate hike by March 2018 is 50 per 
cent, up from ten per cent just before the meeting.

Sterling climbed one cent versus the dollar to trade just below $1.28 and remained strong 
against the euro at £0.87. The FTSE 100 dropped 1.1 per cent while the FTSE 250 which is 
comprised of stocks focused on the UK domestic economy, lost 2.8 per cent following a fall in 
retail sales and a rise in inflation. Gilt yields climbed as investors sold debt with the two-year 
yield jumping from 0.13 to 0.18 per cent, its highest level since March.

CHINA: IMF REVISE GROWTH PROJECTIONS
The International Monetary Fund, revised its forecast of Chinese GDP growth up to 6.7 
per cent this year from 6.6 per cent. The Fund commented China needs to speed up 
economic reforms while growth is stable however, they believe near-term risks have 

receded thanks to tightening in the financial and housing markets. Beijing has clamped down 
on regulation within these markets to reduce financial risk, thus investment in infrastructure 
and property has started to slow. Official figures show annual growth in infrastructure fixed-
asset investment dropped 4.3 per cent in May, while property investment dropped 2.3 per cent. It 
is worth remembering that the credibility of China’s economic data remains questionable after 
one province admitted to manipulating figures last year and others have since been accused.

Meanwhile, the Chinese renminbi continues to surprise investors who expected the currency to 
weaken further following 2016’s depreciation of 6.5 per cent, instead the renminbi has gained 
2.1 per cent so far in 2017. The country’s forex reserves have risen for four straight months, 
after falling for 20 of the previous 25 suggesting the central bank is no long supporting the 
currency by selling dollars.
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