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Food Offsets Fuel

UK inflation figures from August were released in mid-September. While the pace of price rises has
fallen in a convincing trend since the peak in October 2022, fears had been mounting that the latest
figures would show a renewed jump, given the impact that recently rising oil prices would have. Such
concerns have so far been unfounded however, with the headline number actually falling from July’s
reading. It was only a marginal drop (from 6.8% to 6.7%), yet with the slowing pace of food price rises
more than offsetting the jump in motor fuel prices, a continued downward path in inflation could be
seen.

Desired Impact

A jump in headline inflation may occur over the coming months (largely depending on the path of oil
prices), but this month’s number has been embraced. What was even more encouraging, was the
drop in core inflation (headline inflation minus food and energy costs). Despite wages still growing at
record rates, core inflation fell by 0.7% to 6.2% from the previous month’s reading. Headline CPI is
the most commonly discussed measure of price rises, yet it is core inflation which gives the most
accurate reading of domestically generated price pressures and such a drop in the figures suggests
that the cumulative interest rate rises experienced to date are having the desired impact.

No Change in Interest Rates

While it can be foolish to read too much into one month’s inflation figures, the trends that are now
building are evidently being taken seriously by the Bank of England, whose Monetary Policy
Committee (MPC) met the day after the release of the inflation figures to set the UK’s interest rate.
Ahead of the inflation release, there were strong expectations that the MPC would vote for a further
0.25% hike in interest rates in this September meeting, and it was also considered a near even chance
that yet another hike would come with November’s meeting, which would have taken UK interest
rates to 5.75%. However, with the arrival of the softer inflation data, the MPC decided no change in
interest rates was necessary. A further hike may be required in the coming months if inflation does
jump up again, but if not, it appears likely that the UK is now at peak rates, at 5.25%.

How Long Until Cuts?

Such a high point for interest rates feels uncomfortable for an economy which had grown used to the
historically low borrowing costs which have existed since 2008’s Global Financial Crisis. Yet, with
market expectations in July predicting UK rates would peak at 6.5% this shows that conditions could
have worsened further from here. Assuming that we are now at, or very near, the peak of interest
rates, the question for investment markets is how long are we likely to stay at this high point, before
rate cuts come along. 2024 seems the likely starting point for this trend, but how fast it develops will
be important, with the path of America’s central bank, the Federal Reserve (the Fed) being the most
closely watched in this regard.

The Path for the US

The Fed also released their latest interest rate decision in mid-September and, like the Bank of
England, held interest rates at their current rate (5.25%-5.5%). This was largely expected, but where
markets were taken aback was in the Fed’s forward guidance. The Fed suggested that rates would
peak after one more hike later this before only falling very gradually over the coming years. Investors,
on the whole, had been expecting a reasonably quick retreat from the high point rates are now
approaching. While the Fed has long pushed against this assumption, it’s latest projections were even
more forceful than previous versions. In June the Fed’s expectation was that they would drop interest
rates to 4.5%-4.75% in 2024, whereas their latest projections are 0.5% higher. Beyond that timescale,
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further cuts are expected, but still only gradually, with the rate expected to be just under 4% in 2025
and to only fall below 3% in 2026. These are only expectations of course and it is highly likely that the
true path of interest rates will differ depending on the path of inflation, and the strength of the wider
economy.

Higher, For Longer

Markets have welcomed the progress the UK is making on the path to lower rates, yet the news of a
longer than anticipated wait in the US caused mild losses as investors have come round to believing
the Fed when they say rates will be “higher, for longer”.

Soft Landing

Markets are a little disappointed that they will have to wait before the good news of lower interest
rates arrive, but the Fed is taking this more aggressive approach because of strength in the US
economy. Much of 2022 was spent fretting over the recession that was likely to strike in 2023 and
while this may still emerge in early 2024, the Fed has grown increasingly confident that they can
manage the situation and that the much hoped for “soft landing” may actually be delivered. If a
recession is avoided that would rightly be cause for celebration, but the flip side is that with economic
growth proving more resilient, core inflation is likely to be more stubborn, which is why the Fed
appears determined to play hardball.

Patience, but Positivity

Patience is required before victory can be declared over inflation, but with the falling figures we have
seen over recent months, policymakers appear to now be in a good position. Recession risk is
receding, inflation rates are falling, and interest rates will come down, even if it is a slow process.
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Important Information

Please note that the contents are based on the author’s opinion and are not intended as investment
advice. This information is aimed at professional advisers and should not be relied upon by any other
persons.
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Any research is for information only, does not constitute financial advice or necessarily reflect the
views of the author and is subject to change.

It remains the responsibility of the financial adviser to verify the accuracy of the information and
assess whether the fund is suitable and appropriate for their customer.

Past performance is not a reliable indicator of future performance. The value of investments and the
income derived from them can fall as well as rise and investors may get back less than they invested.

Important information about the funds can be found in the Supplementary Information Document
and NURS-KII Document which are available on our website or on request.

For any information about the Future Money funds please contact the authorised corporate director,
Margetts Fund Management Ltd, on 0121 236 2380, admin@margetts.com or at 1 Sovereign Court,

Graham Street, Birmingham B1 3JR. A copy of their Terms of Business which relates to investments
into the funds can also be obtained using these contact details.
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