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A strong US jobs market could keep interest rates high

Key takeaways

Last week’s news pointed to ongoing strength in the US
employment market, despite the US central bank’s best efforts
to engineer a gentle economic slowdown. In the UK, the Bank
of England raised interest rates again, and these hikes are
probably not over yet.

The latest survey reports covering the manufacturing and service sectors in
the US showed mixed results for July. These surveys are highly correlated to
economic activity, making them a fairly good indicator of what’s happening
more broadly in the real economy. The manufacturing sector report was
weaker than expected, indicating contraction for the ninth consecutive month.
The service sector report was also weaker than anticipated, but it signalled
that the services sector continues to grow, albeit at a slower pace.

The US employment market report covering July was also released. The
overall unemployment rate dipped slightly, to 3.4% in July (from 3.5% in June),
and the number of new job openings fell a little, but from a very high level.
Importantly, the average number of job-seekers chasing after each job opening
is very low — not even two people per job opening. Meanwhile, ‘initial jobless
claims’ (i.e. new applications for unemployment benefits), which previously
appeared to be picking up, have begun to fall again in recent weeks. Overall,
the report painted a picture of ongoing strength in the US employment market.

This stubbornly strong employment picture will worry the US central bank,
which is trying to slow down the economy by raising interest rates in order to
contain inflation. The report also showed that average hourly earnings rose by
more than expected in July — growing at 4.4% - significantly out of sync with
the central bank’s 2% inflation target.

In the UK, the Bank of England followed its counterparts in the US and
mainland Europe, raising interest rates again last week. From a low point of
just 0.1% in November 2021, the UK’s benchmark interest rate is now 5.25%.
In announcing the change, the Bank’s policymakers also made a point of
stating that its policies are officially restrictive, increasing expectations that
interest rates will be kept at higher levels for longer.

Market moves

Last week saw negative returns for
both bond and stock markets, as
investors worried that central banks
still have more work to do (i.e. raising
interest rates to combat inflation by
slowing down economic activity).

Sterling weakened against the

US dollar, helping returns for UK
investors from overseas investments
(as returns were translated from a
stronger currency to a weaker one),
but not enough to offset a spell of
poorer performance.

What to look out for
this week

In a much quieter week for
economic data and market-related
news, the main highlights in the
coming week will likely include
inflation data in the US and China,
as well as an update on the UK’s
economic growth for the second
quarter of 2023.




Market performance (as at 4 August 2023)

Index Levels Last Week Month to Date Year to Date
MSCI United Kingdom 2,156.5 -1.7% -1.7% 3.1%
MSCI United Kingdom Mid Cap 1,261.7 -2.1% -1.7% 14.3%
MSCI United Kingdom Small Cap 368.7 -0.7% -0.9% 4.1%
MSCI World (GBP) 2,326.8 -1.5% -1.7% 9.7%
S&P 500 (GBP) 4,478.0 -1.4% -1.6% 11.0%
MSCI Japan (GBP) 1,393.6 -0.9% -1.0% 7.9%
MSCI Europe ex-UK (GBP) 1,621.7 -1.8% -1.8% 9.7%
MSCI Pacific ex-Japan (GBP) 1,607.5 -1.9% -2.6% -4.6%
MSCI Emerging Markets (GBP) 61,648.0 -1.5% -1.9% 2.5%
BoA Merrill Lynch Conventional Gilts 971.2 -0.6% -0.9% -3.9%
BoA Merrill Lynch Index-Linked Gilts 409.8 -0.9% -1.1% -4.4%
BoA Merrill Lynch £ Corporate 380.2 -0.1% -0.4% 0.9%
Oil (West Texas Intermediate, GBP) $82.8 3.7% 21% -2.6%
Gold (GBP) $1942.5 0.2% -0.6% 1.0%
S&P / GSCI (GBP) 3,571.1 1.1% 0.6% -3.7%

Past performance is not a reliable indicator of future results. The value of investments may fall as well as rise. All performance returns are in GBP, while all
index levels are in local currency.
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conduct of investment and protection business, and is a wholly-owned subsidiary of Handelsbanken plc. For further information on
our investment services go to wealthandasset.handelsbanken.co.uk/important-information. Tax advice which does not contain any
investment element is not regulated by the FCA. Professional advice should be taken before any course of action is pursued.
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Learn more about wealth and investment concepts in our Learning Zone: wealthandasset.handelsbanken.co.uk/learning-zone/

Understand more about the language and terminology used in the financial services industry and our own publications through
our Glossary of Terms: wealthandasset.handelsbanken.co.uk/glossary-of-terms/

All commentary and data is valid, to the best of our knowledge, at the time of publication. This document is not intended to be a
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of the investments mentioned. The value of any investment and income from it is not guaranteed and can fall as well as rise, so
your capital is at risk.

We manage our investment strategies in accordance with pre-defined risk and reward targets, which vary from strategy to strategy
to suit a range of customer needs. Portfolios may include individual investments in structured products, foreign currencies and
funds (including funds not regulated by the FCA) which may individually have a relatively high risk profile. The portfolios may
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