
LONDON:  The Bank of England pushed in-
terest rates above their financial crisis lows
yesterday, but signalled it was in no hurry to
raise them further as Brexit approaches with
no clear outline of Britain’s future relationship
with the European Union. 

The BoE’s nine rate-setters were unexpect-
edly unanimous in their vote to raise rates to
0.75 from 0.50 percent, the level at which they
have spent most of the past decade apart from
15 months after the 2016 Brexit vote when they
were cut even lower. Economists polled by
Reuters had mostly expected a 7-2 vote in
favor of a hike. The BoE said that while growth
had slowed ahead of Britain’s departure from
the EU in March 2019, the country’s economy
was operating at almost its “speed limit,” or full
capacity, raising the prospect of more home-
grown inflation pressure ahead. But the mes-
sage for borrowing costs remained one of
gradual and limited increases as the central
bank saw inflation only a fraction above its 2
percent target over the next few years. BoE
Governor Mark Carney, explaining a new esti-
mate by the central bank of neutral interest
rates for Britain’s economy, stressed the grad-
ual path for rising rates ahead. 

“Policy needs to walk-not run-to stand
still,” he said. Sterling rose modestly against
the dollar immediately after the BoE’s an-
nouncement of a 9-0 vote to raise rates but
turned around and hit its lowest levels of the
day after Carney’s comment. 

The BoE said its forecasts were based on
bets by investors who expect another rate hike
only in late 2019 or early 2020, with Bank Rate
creeping up to 1.1 percent in late 2020. That
was a fraction lower than a projection of rates
of 1.2 percent the last time the BoE published
forecasts for the economy in May. “The econ-
omy has done just about enough for the Bank
of England to justify a hike today. 

But no one should get too excited about
this being a sign of things to come,” said Luke
Bartholomew, an investment strategist at Ab-

erdeen Standard Investments. “It is almost un-
thinkable that the Bank of England will follow
up with further rate rises in the next few
months given the risks on the horizon.” The
world’s fifth-biggest economy has slowed
since the referendum decision to leave the EU.
With less than eight months until Brexit, Lon-
don and Brussels-as well as key members of
Prime Minister Theresa May’s Conservative
Party-remain far apart on what their future

trading relationship should look like. The BoE
said the economy “could be influenced signif-
icantly by the response of households, busi-
nesses and financial markets” to news on
Brexit. But the central bank continued to stress
that Britain’s economy was at risk of too much
inflation even with slow growth. 

The central bank said inflation in two years’
time was likely to be 2.09 percent, above the
BoE’s 2 percent target. It expected Britain’s
economy would grow by 1.4 percent this year,
unchanged from its forecast in May, but it
nudged up its 2019 forecast to 1.8 percent from
1.7 percent. Wages were likely to be growing
by an annual 2.5 percent at the end of this year,
a bit slower than forecast in May, before pick-
ing up to 3.25 percent in 2019, unchanged from
before. U-TURN RISK Several private-sector
economists have challenged the BoE’s view
that inflation pressures are building and say
raising rates now only risks a U-turn by the
central bank if Britain fails to get a Brexit deal. 

Carney has said that, in that event, all bets
on future BoE rate hikes would be off. Some in-
vestors think the risk of a global trade war is
another reason for caution. In its statement
Thursday, the central bank said it saw “tenta-
tive signs that actual and prospective protec-
tionist policies were starting to have an
adverse impact” on global trade. It also fleshed
out its thinking on how far it is likely to go with
its planned rate hikes by publishing a new
long-term forecast for what it called Britain’s

trend real interest rate, or “R*”, of zero to 1
percent, more than 2 percentage points below
its pre-financial crisis level. Adjusted for the
BoE’s inflation target, this would imply Bank
Rate of 2-3 percent to keep growth and infla-
tion rates stable when the economy is running
at full capacity. In the shorter term, the Bank
Rate implied by a so-called equilibrium real in-
terest rate, or “r*”, was likely to be somewhat
lower, the BoE said but it did not give an esti-
mate. Carney said the estimates should not be
considered as a target for BoE policy but
added r* was likely to rise slowly. —Reuters
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LONDON: Bank of England Governor, Mark Carney, speaks
during the central bank’s quarterly Inflation Report press
conference in London, yesterday. —AFP

Sterling weakens 
after BoE caution 
on more rate hikes
LONDON: The pound extended losses yester-
day after the Bank of England raised interest
rates from crisis era lows but Governor Mark
Carney expressed caution about future tighten-
ing and the risks of a cliff-edge Brexit. A broadly
rallying dollar also hit the pound as Carney
spoke to reporters.

The move lifting interest rates to 0.75 per-
cent from 0.5 percent was widely expected and
priced in by traders, although the unanimous de-
cision of the BoE’s nine rate-setters was not. The
market initially took that unanimity as a more
hawkish-than-expected sign.

But sterling later succumbed to selling pres-
sure and dropped 0.8 percent to $1.3017, down
from around $1.31 before Carney had given his
news conference.

The pound also fell against the euro from an
earlier flat position. It dropped 0.4 percent at
89.150 pence per euro as Carney spoke. “For
me the pound is moving lower as Carney is
showing some sympathy towards a possible

hard Brexit, they are preparing for it as we
know. The “walk not run” comment looked to
coincide with a further solid move lower for the
pound,” said Neil Jones, Head of Hedge Fund
FX sales at Mizuho Bank.

Carney reiterated that given that an uncer-
tain Brexit was on the horizon and inflation was
expected to fall towards its two percent target
over the next three years, the bank would raise
rates only gradually and to a limited extent.

“Policy needs to walk-not run-to stand still,”
he said. Investors have been betting that there
will be no further hikes before Britain leaves the
EU in March, limiting any strength in the pound.

Sterling has fallen for three consecutive
weeks against the dollar and is down close to
10 percent since April, amid worries that
Britain will fail to secure a trade deal with the
European Union before it exits the bloc. Lon-
don and Brussels, as well as members of Prime
Minister Theresa May’s government, remain
far apart on what the future trading relation-
ship should look like.

“It’s a slightly more hawkish rate hike than
expected. The Bank of England will continue to
signal that rate hikes will be needed but that
won’t happen in November or February ... May
would be my guess for the next hike,” said
Kallum Pickering, a UK economist at Berenberg.
“It’s all about Brexit for sterling now.” —Reuters

Starbucks and Alibaba 
join forces as China 
coffee war brews
SHANGHAI:  Starbucks coffees will be de-
livered to Chinese consumers with the help
of e-commerce giant Alibaba, the companies
said yesterday, as two of the world’s biggest
names in retail join forces in a China coffee
war that is rapidly heating up.

The partnership comes with Starbucks
facing an aggressive challenge from Chinese
upstart Luckin Coffee, which has grown rap-
idly on a business model of delivering bever-
ages ordered via mobile apps.

“We truly believe that this enduring part-
nership will elevate the coffee culture in
China,” Starbucks president and CEO Kevin
Johnson said at a Shanghai news conference.

Starbucks products ordered by mobile
apps will be brought to customers by Ele.me,
Alibaba’s food-delivery unit. Johnson called
the tie-up “rocket fuel” for the US company’s
emerging digital strategy.

But Luckin, which has spiced the brewing
rivalry by accusing Seattle-based Starbucks
of “monopolistic” practices in China, tartly
dismissed the Alibaba alliance.

In a statement, co-founder and Senior
Vice President Guo Jinyi labelled Starbucks
a “latecomer” that was “imitating others and

losing its own individuality.”
Traditionally tea-drinking China is seeing

an explosion in coffee consumption, becom-
ing Starbucks’ key market after the United
States and its main source of new growth.
Seattle-based Starbucks has more than
3,400 cafes in more than 140 Chinese cities
and plans to double its stores by 2022. It
has said a new Starbucks opens every 15
hours in China.

Starbucks officials stressed that its exist-
ing growth thrust would continue, but that
the Alibaba tie-up would add “Starbucks
delivery kitchens” to supermarkets run by
Alibaba. —AFP
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SHANGHAI: Starbucks’ president and CEO Kevin John-
son speaks during a press conference in Shanghai
yesterday. —AFP


