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The Bank of England Monetary Policy Committee (MPC)
left policy unchanged in August, but its policy statement
was more hawkish than anticipated, prompting market
rate hike expectations of 0.15% to move forward from
August 2022 to May 2022. The fall in CPI inflation from
2.5% in June to 2.0% was a little bigger than expected and
represented the first decline in four months.

Policy

The Bank of England (BoE) left monetary policy settings unaltered in August with the Bank
Rate remaining at 0.10% and stock of quantitative easing (QE) purchases at £895 billion.
The vote to hold the policy rate was unanimous, while the QE vote saw Michael Saunders dissent
in voting to reduce the target by £45bn (to £830bn for gilts). The BoE provided details on its
preferred policy sequencing: maturing proceeds from QE purchases will be reinvested once the
Bank Rate reaches 0.5%, but no active selling of the QE stock would take place until the rate has
risen to 1.0%.

Outlook

The BoE policy statement at the August meeting was more hawkish than most had anticipated
and resulted in raised market expectations for a rate hike. This followed the bank outlining its
preferred policy sequencing and also abandoning previous guidance that it wouldn’t look to
tighten policy until “there is clear evidence that significant progress is being made in eliminating
spare capacity and achieving the 2% inflation target sustainably”, and replacing it with “If the
economy evolves broadly in line with the central projections in the August Monetary Policy
Report, some modest tightening of monetary policy over the forecast period is likely to be
necessary to be consistent with meeting the inflation target sustainably in the medium term.”
Although the market has now fully priced in a 15 basis point increase in May 2022 (previously
priced for August 2022) to bring the bank rate up to 0.25%, many believe this to be premature
with the bank only just beginning to signal a policy change and arguably more likely to sit tight
until 2023.

Data

The latest data saw the composite purchasing managers’ index (PMI) from IHS Markit fall
from 59.2 in July to 55.2 in August, well below the consensus forecast of 58.7. This decline
in composite activity was driven by falls in both the services PMI, from 59.6 to 55.5, and the
manufacturing PMI, from 57.1 to 54.1. Reading above 50 are indicative of growing activity.
Comments provided by survey respondents suggest that staff and materials shortages
significantly weighed on overall activity. The 2.5% month-on-month (m/m) fall in retail sales
volumes disappointed the consensus forecast for a 0.5% gain. The biggest contributor was a
whopping 10.1% m/m decline in sales at “other” stores, due to the weakness in sales of secondhand goods and computer and telecoms equipment. The fall in CPI inflation from 2.5% in June to
2.0% was a little bigger than expected, with consensus forecasts of 2.3% and the Bank of England
estimate of 2.1%, and was the first fall in four months. That drop was partly due to energy effects,
with fuel price inflation declining from 20.3% to 17.7%. The core inflation rate measure (excluding
energy, food, alcohol and tobacco) slipped too, from 2.3% to 1.8%. Job vacancies continued to
surge in June, rising by 953,000, highlighting worsening staff shortages in many industries, and
the 53,000 fall in ILO unemployment pushed the jobless rate down from 4.8% to 4.7%. The first
quarter contraction in UK GDP of -1.6% was followed by a quarter-on-quarter expansion of 4.8%
in the second quarter (Q2) of 2021 — this still leaves the economy 4.4% below its Q4 2019 prepandemic peak. The main driver of the 4.8% gain in Q2 was consumer spending, which jumped
by 7.3% compared to the prior quarter.

Markets

GBP money market yields generally edged a little lower again in August, with overall market
activity slower at the height of summer holiday season. Issuers were keen to finance into 2022 —
however, out to six months we saw single-digit returns and low double digits out to nine months.
The one-year part of the curve was the exception, with offers around 0.20% as the longer end
of the curve accounted for a potential BoE rate rise. The GBP LIBOR curve was one basis point
lower out to nine months from where it stood at the end of July. However, the 12-month fix was
three basis points higher to close the month at 0.22%, just one basis point off the August high.
UK Treasury Bill weekly auctions saw yields remain around 0.01% across the one, three and
six-month tenors offered. Outside of money markets, the benchmark 10-year Gilt yield ended
the month at 0.71%, six basis points higher than July month-end. Overnight Gilt repo averaged
0.03%/0.04% over the month, although there was some pressure at month-end, where the
market traded as low as -0.25% and as high as 0.10%.

Fund

At the fund level, the weighted average maturity (WAM), maintained an average high 40-day and
low 50-day during August. Very few investments were made in the favored three-to-six months
maturity range, given the now higher cost of these investments. The preference was to hold back
investments into shorter-dated or liquidity holdings, with the majority of investments kept within
the one-month space, and the majority of these kept overnight to support liquidity holdings.
Liquidity requirements were exceeded throughout and in excess of minimum requirements. Fund
liquidity was covered with a combination of government and supranational holdings, gilt repo and
bank deposits. The fund always maintains the highest credit quality.

Source: State Street Global Advisors/Bloomberg, August 31, 2021.
Past performance is not a guarantee of future results. Investing involves risk including the risk of loss of capital.
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About State Street
Global Advisors

For four decades, State Street Global Advisors has served the world’s governments, institutions
and financial advisors. With a rigorous, risk-aware approach built on research, analysis and
market-tested experience, we build from a breadth of active and index strategies to create
cost-effective solutions. As stewards, we help portfolio companies see that what is fair for people
and sustainable for the planet can deliver long-term performance. And, as pioneers in index, ETF,
and ESG investing, we are always inventing new ways to invest. As a result, we have become the
world’s fourth-largest asset manager* with US $3.90 trillion† under our care.
* Pensions & Investments Research Center, as of December 31, 2020.

†This figure is presented as of June 30, 2021 and includes approximately $63.59 billion of assets with respect to SPDR
products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent.
SSGA FD and State Street Global Advisors are affiliated.
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Investing involves risk including the risk of loss
of principal. Such activities may not be suitable
for everyone.
Past performance is not a guarantee of
future results.
Index returns reflect capital gains and losses,
income, and the reinvestment of dividends.
Diversification does not ensure a profit or
guarantee against loss.
The whole or any part of this work may not be
reproduced, copied or transmitted or any of its
contents disclosed to third parties without
SSGA’s express written consent.
The above targets are estimates based on
certain assumptions and analysis. There is no
guarantee that the estimates will be achieved.
The information provided does not constitute
investment advice as such term is defined
under the Markets in Financial Instruments
Directive (2014/65/EC) or applicable Swiss
regulation and it should not be relied on as
such. It should not be considered a solicitation
to buy or an offer to sell any investment. It
does not take into account any investor’s or
potential investor’s particular investment
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or investment horizon. If you require investment
advice you should consult your tax and financial
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There is no representation or warranty as to
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not rely on this communication.
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liquidating an investment position without
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An investment in the fund is not insured or
guaranteed by the government agency.
Although the fund seeks to preserve the value
of your investment at $1.00 per share, it is
possible to lose money by investing in the fund.
You should obtain and read a Key Investor
Information Document and Prospectus
relating to the SSGA Cash funds prior to
investing. Further information, including
the annual and semi-annual reports and
the Key Investor Information Document
and Prospectus describing the
characteristics, charges, expenses and
risks involved in your investments are
available for residents of countries where
SSGA cash funds are authorized for sale,
at ssga.com/cash and from your local
SSGA office.
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meaning of the rules of the Financial Services
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Actively managed funds do not seek to replicate
the performance of a specified index The State
Street GBP Liquidity LVNAV Fund is actively
managed and may underperform its
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benchmarks. An investment in the Fund is not
appropriate for all investors and is not intended
to be a complete investment program. Investing
in the State Street GBP Liquidity LVNAV Fund
involves risks, including the risk that investors
may receive little or no return on the investment
or that investors may lose part or even all of the
investment. Projected characteristics are
based upon estimates and reflect subjective
judgments and assumptions. There can be no
assurance that developments will transpire as
forecasted and that the estimates are accurate.
The views expressed in this material are the
views of Cash Portfolio Management through
the period ended August 31, 2021 and are
subject to change based on market and other
conditions. This document contains certain
statements that may be deemed forwardlooking statements. Please note that any such
statements are not guarantees of any future
performance and actual results or
developments may differ materially from
those projected.
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