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Our monthly 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.

UK economy still struggling to expand

Figures published last month by the Office for National
Statistics (ONS) showed the UK economy unexpectedly
shrank in May, while more recent survey evidence
suggests output remained lacklustre at the start of the
third quarter.

According to the latest official statistics, economic output fell
by 0.1% in May, a second successive monthly decline following
April's 0.3% contraction. This disappointing performance,
which was driven by a drop in output across the manufacturing
and construction sectors, defied analysts’ expectations for a
small monthly expansion.

The data did though show that the economy grew by 0.5%
across the three months to May. ONS noted that the second
quarter as a whole will still see some growth if June's monthly
reading is flat or better and the previous two months' figures
are not revised downwards. However, while most economists
are not forecasting a second-quarter contraction, they are now
predicting a weaker growth profile than previously envisaged
for the April-June period.

Preliminary figures from the latest S&P Global UK Purchasing
Managers' Index (PMI) also point to relatively sluggish growth in
July, with its headline growth indicator falling to 51.0 last
month. While this leaves the index above the 50.0 threshold
denoting growth in private sector output, it does imply a
relatively weak growth trajectory, which S&P Global Market
Intelligence’s Chief Business Economist Chris Williamson said
reflected both domestic headwinds linked to “the ongoing
impact of policy changes announced in last autumn’s Budget” and
“the broader destabilising effect of geopolitical uncertainty.”

Mr Williamson added, “The flash UK PMI survey for July shows the
economy struggling to expand as we move into the second half of
the year. Output growth weakened to a pace indicative of the
economy growing at a mere 0.1% quarterly rate, with risks tilted to
the downside in the coming months.”
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Surprise rise in headline inflation rate

Although the latest set of consumer price statistics
did reveal an unexpected jump in UK inflation,
economists still typically expect Bank of England
(BoE) policymakers to sanction another interest
rate cut after their next scheduled meeting during
the first week of August.

Data released last month by ONS showed the
Consumer Prices Index (CPl) 12-month rate - which
compares prices in the current month with the same
period a year earlier - rose to 3.6% in June. This was up
from 3.4% the previous month and left the headline
inflation rate at its highest level since January 2024.

ONS noted that the increase was primarily driven by
higher transport costs, particularly in relation to motor
fuel, air fares and train tickets. Other notable upward
contributions came from both the food and non-
alcoholic drink sector, which recorded its largest rise in
prices since February 2024, and the clothing and
footwear sector.

This latest increase in price pressures will undoubtedly
create a dilemma for policymakers when the BoE's
Monetary Policy Committee (MPC) convenes for its
August meeting. Last month, however, Bank Governor
Andrew Bailey did reiterate his belief that the path of
interest rates remains downwards, adding that the Bank
was prepared to make larger cuts if the jobs market
shows signs of slowing down.

Despite last month's inflation surprise, most analysts
expect that recent weak economic growth data and
signs of a cooling labour market will persuade the

BoE to cut rates this month. Indeed, a recent Reuters
survey found that over 80% of economists think the
Bank will sanction two more quarter-point reductions
this year, which would leave Bank Rate at 3.75% by the
end of December. And the MPC is widely expected to
announce the first of those cuts after its next meeting
on 7 August.




More signs of cooling in the jobs market

The latest batch of labour market data revealed fresh
evidence of a softening in the UK jobs market with pay
growth slowing, employee numbers down and a further fall
in the overall level of job vacancies.
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The data release also revealed a slowdown in wage growth
with average weekly earnings, excluding bonuses, rising at an
annual rate of 5.0% in the three months to May, down from
5.3% in the previous three-month period. This represents the
slowest rate of pay growth since the second quarter of 2022.
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WOI’kI since the pandemlc' while Ias,t month’s PMI data showed Estimated 56,000 fewer job vacancies reported in the April-June
staffing numbers are now decreasing at the fastest rate ey

since February.

Summer sunshine boosts retail sales

Last month’s official retail sales statistics
revealed a partial rebound in sales volumes
during June, although the rate of growth
was lower than most economists had

been expecting.

The latest ONS figures showed that retail sales
volumes grew by 0.9% in June. While this does
represent a bounce back from May's downwardly
revised plunge of 2.8%, the rise did come in
below analysts’ expectations with the consensus
forecast from a Reuters poll of economists
predicting an increase of 1.2%.

ONS Senior Statistician Hannah Finselbach said
the warm weather in June had helped boost
sales, with supermarkets reporting “stronger
trading and an increase in drink purchases”, while
fuel sales were also up as “consumers ventured out
and about in the sunshine”. Ms Finselbach did,
however, add, “Looking at broader trends, retail
sales are up slightly across the latest quarter but are
down when compared with pre-pandemic levels.”

Evidence from the latest CBI Distributive Trades
Survey also suggests that sales volumes may
have struggled in July with retailers noting that
‘elevated price pressures’ and ‘economic uncertainty’
continued to weigh on household demand. The
survey also found that retailers expect sales
volumes to fall short of seasonal norms in August
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