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BLACKWELL GLOBAL

Blackwell Global is a global brokerage, aiming to be 
the most trusted financial service provider. We are 
committed to transparency, integrity and service 
excellence.

Founded in 2010, we now have global presence in 
over 90 countries, with main offices in the separately 
regulated markets of Australia, Cyprus, New Zealand 
and the United Kingdom.

We believe that sound investment and trading decisions 
begin with a strong grounding in financial education. 
Our goal is to make this available to everyone - and this 
free eBook is part of that commitment. 

To find out more about Blackwell Global, please visit: 
www.blackwellglobal.com
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THE
BRITISH
ECONOMY

FOREWORD

Ahead of the EU referendum, economists and political 
pundits predicted economic difficulty for the United 
Kingdom should it opt for ‘Brexit’.

Now, almost 18 months after the British public voted 
for Leave, we’ve seen the Bank of England raise interest 
rates for the first time in a decade to address increasing 
inflation.

A tightening of monetary policy usually reflects a healthy 
economy. But is this the case for the UK? The purpose of 
this eBook is to answer that question - and explain how 
it could impact your trading decisions.

Patrick Latchford
CEO, Blackwell Global Investments (UK) Limited
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MAKING
SENSE OF THE
RATE HIKE

INFLATION - A BREXIT PROBLEM?

In early November 2017, the Bank of England increased its 
benchmark interest rate from 0.25% to 0.5%. It’s the first rate hike 
from the central bank since 2007.

The reason for the adjustment is simple. The United Kingdom has 
seen its rate of inflation increase beyond the central bank’s target 
of 2%. For October 2017, the key rate of UK inflation was 3%.

Usually, inflation is a symptom of fast economic growth. Economies 
that experience booming growth usually see an increase in 
demand for goods and services. To compensate for the increased 
pressure this puts on supply chains, businesses raise prices 
for goods and services. Consumers also tend to have more 
purchasing power as wages grow. This is how inflation typically 
works.

However, the United Kingdom has experienced a unique 
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phenomenon. One of the key factors of rising inflation in the UK 
has been the devaluation of the pound since the EU referendum 
result. 

Following, the confirmation of Brexit, the pound sterling dropped 
10% against the US dollar. Remember - the markets expected the 
‘Remain’ campaign to win the referendum, and favoured the UK 
staying within the European Union. 

Since that time, the pound has steadily recovered. At the time of 
writing (November 2017), GBPUSD is floating around the 1.31 level.

However, a weaker pound has made it more expensive for 
businesses to import goods and services from abroad. As a result, 
UK businesses have had to increase their prices to cover a rise in 
supply chain costs. 

A good example of this comes from UK supermarkets. They import 
many products from abroad. Since June 2016, this has become 
more expensive to do because of a weaker pound. To make up for 
this additional expense, supermarkets have increased the prices of 
food and drink products.

WHY THE ADJUSTMENT?

By increasing its key interest rate, the Bank of England is hoping to 
taper the rise in inflation.

Keep in mind that central banks control inflation with interest 
rates. By increasing interest rates, policymakers are tightening 
monetary policy. Higher interest rates also make it more expensive 
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to borrow capital and encourages consumers to save money. This 
helps to lower the price of goods and services.

Like most major central banks, the Bank of England believes that 
2% inflation is a sustainable rate. By tightening its monetary policy, 
policymakers are hoping to see the inflation peak at approximately 
3.1% or 3.2%, before falling towards the 2% mark in the months 
ahead.

As a trader, it’s important to note that the Bank of England has 
stated that two further interest rate hikes might be required 
before 2020 to get inflation to the desired level. Also, the central 
bank has stressed that many of its forecasts are based upon a 
smooth Brexit transition process.
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IS THE  
UK ECONOMY
HEALTHY?

UNCERTAINTY

A central bank usually hikes interest rates when its economy is 
healthy. The US is a good example of this. A sustained period of 
economic growth and job creation resulted in the Federal Reserve 
entering a hiking cycle in December 2016.

However, as described above, the UK situation differs slightly. The 
UK interest rate hike is intended to curb inflation, primarily caused 
by the pound’s drop in value.

The uncertainty around Brexit adds further complexity. At the 
time of writing (November 2017), the UK is negotiating a ‘Brexit 
deal’ with the rest of the European Union. This deal will determine 
important post-Brexit arrangements - including migration and 
trade deals.

The truth is that nobody knows what the outcome of these 
negotiations will be. 
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It’s this Brexit uncertainty which hangs over the UK economy. 
Clearly, the nature of (if any) the ‘Brexit deal’ that is secured will 
have a significant impact on the UK’s economy. 

For example, future trading terms with the European Union could 
affect UK foreign direct investment. Over the long-term, this would 
likely impact UK economic growth.

This is why the Bank of England’s future monetary policy approach 
will take the outcome of the Brexit negotiations into consideration.

ECONOMIC DATA

Despite the uncertainty of Brexit, the UK is still posting some 
positive economic data. 

One such metric is unemployment, which stands at 4.3%. 
Furthermore, UK GDP grew at 0.4% in the third quarter of 2017. 
While consistent, the UK’s rate of economic growth is one of the 
slowest amongst the G7 for 2017. 

Wage growth in the UK also stands at 2.1% (in the three months 
to September 2017). While the rate of wage growth is steady, it 
currently falls below the UK’s rate of inflation, which is 3% (October 
2017). This means many Britons will experience an increase in the 
cost of living.

IS THE UK ECONOMY HEALTHY?

Overall, the UK economy is relatively healthy. In particular, it has 
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proven to be robust following the Brexit vote in 2016. 

However, the UK economy is delicately balanced. Considering that 
the UK is entering uncharted waters with Brexit, some economic 
turbulence should be expected.

The key metric traders should monitor in the coming months 
is inflation. The Bank of England believes that inflation will peak 
around the 3% mark before starting to fall. The task of traders is to 
track whether that forecast runs true.
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WHY
BLACKWELL 
GLOBAL?

We can’t pretend that is easy to become a successful trader. But 
we are here to help and support you as you make your trading 
journey, providing dedicated resources such as our demo trading 
accounts and regularly published research materials.

Founded in 2010, Blackwell Global was established to offer 
brokerage solutions for private and institutional clients. Blackwell 
Global is a Straight Through Processing or STP broker who provide 
their clients with superior liquidity and price feeds from top 
international banks. These are offered alongside 24-hour technical 
support, market research tools, educational materials, professional 
partnership programmes and fully integrated trading platforms.

We offer access to multiple asset classes including more than 
60 currency pairs, precious metals and other contracts for 
differences. As a global broker, we are always striving to achieve 
excellence in our customer service, as well as developing 
innovative technology to support our customers needs.
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Today, the Blackwell Global group of companies has a presence in 
over 90 countries, with its main offices situated in the individually 
regulated markets of Australia, Cyprus, New Zealand and the 
United Kingdom.

To find out more about Blackwell Global please go to:

www.blackwellglobal.com

Or contact Customer Support:

Tel: +44 (0)203 695 0898
Email: cs@blackwellglobal.com

Risk Warning: Trading Foreign Exchange (FX) and Contract for Differences (CFD) on margin is highly 
speculative, it carries a high level of risk, and may not be suitable for all investors, so please consider 
your investment objectives, level of experience, financial resources, risk appetite and other relevant 
circumstances carefully. FX and CFDs are leveraged products and you may lose your initial deposit 
as well as substantial amounts of your investment. The high degree of leverage can work against 
you as well as for you. Seek independent advice if necessary. Please read and understand the risk 
disclosure policy before entering any transaction with Blackwell Global Investments (UK) Limited.

Disclaimer: The report provided by Blackwell Global Investments (UK) Ltd is meant for informative 
reading and should not be relied upon as a substitute for extensive independent research and is 
no guarantee of a successful trading outcomes. The opinions expressed in this eBook are do not 
take into account any particular individual’s investment objectives, financial situation, or needs, 
and should not be interpreted as financial advice nor an encouragement to trade any investment 
product.
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