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Markets are increasingly balancing resilient
economic data against the inflationary impact
of higher energy costs, geopolitical uncertainty

and the prospect of tighter monetary policy.
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Commentary on current key events

Geopolitics

Geopolitical developments continue to play a significant role in shaping market sentiment. As the conflict
in Iran enters its seventh month, elevated oil prices and higher bond yields remain a feature of financial
markets.

Investor confidence has also been affected by the suspension of discussions between Iran and
neighbouring Middle Eastern countries regarding a temporary shipping corridor in the Strait of Hormuz.
With oil prices returning to around $100 per barrel, markets are increasingly pricing in higher interest
rates through the remainder of 2026 and into 2027.

The International Energy Agency believes the Strait of Hormuz is unlikely to fully reopen this year, even if
hostilities were to end sooner than anticipated. Attention is also focused on developments elsewhere,
including increasingly hawkish rhetoric from Russia regarding the war in Ukraine and potential escalation
involving European nations.

In the United States, focus is beginning to shift towards the forthcoming midterm elections. Markets are
paying particular attention to proposals aimed at providing direct payments to American voters, with
questions remaining around how such measures could be funded and whether they would ultimately be
implemented.

UK politics and economic data

Attention is increasingly turning to the Autumn Budget on 28 October, with growing speculation around
the fiscal challenges facing the government. Higher gilt yields and persistent inflationary pressures are
thought to have reduced the government's fiscal headroom by as much as GBP15bn, increasing
expectations that some tax rises may be required despite commitments to maintain existing fiscal rules.
Chancellor John Healey has said that boosting economic growth remains a central government objective,
although achieving this may require difficult decisions on both taxation and public spending. Recent rises
in 30-year gilt yields to levels not seen since 1998 have added to concerns about the government’s ability
to deliver meaningful spending restraint, increasing expectations that tax rises could form part of the
fiscal response.

Economic data continues to present a mixed picture. Headline inflation has moved back above 3% and is
expected to rise further, with higher energy costs raising concerns about broader price pressures.
Forecasts that household energy bills could increase by around 25% from January have added to those
concerns and may place further pressure on household finances. Food inflation is also expected to
increase, as British farmers warn that extreme weather and fertiliser shortages linked to the ongoing
conflict in Iran could affect production. Retail activity has shown some signs of weakness, with the
British Retail Consortium attributing softer retail sales figures to an exceptionally hot August and higher
fuel prices.

Despite these challenges, the UK economy has made a relatively strong start to the third quarter.
According to the ONS, GDP grew by 0.4% in July, ahead of market expectations for flat growth. Labour
market indicators were more mixed. While the unemployment rate remained unchanged at 4.9%, survey
data suggests demand for labour is softening, with vacancies falling to their lowest level since 2014,
excluding the pandemic period.

Please note: This document does not represent a
Hampden Bank view. It is intended as a summary of
current market themes and developments.
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Monetary policy and foreign exchange

Bank of England

As widely expected, the Bank of England's
Monetary Policy Committee left Bank Rate
unchanged at its 17 September meeting, with
members voting 6-3 in favour of no change.
While there was no press conference following
the decision and the next Monetary Policy
Report will not be published until the meeting
on 5 November, the accompanying statement
referenced a number of upside inflation risks.

Markets are currently pricing in a 25-basis-
point rate increase in November, followed by a
further three 25-basis-point increases over the
next 12 months, which would take Bank Rate
to 4.75%. Market expectations, however,
remain subject to change as geopolitical
developments and domestic economic
conditions evolve.

Despite the decision to keep rates on hold, UK
gilt yields moved lower following the Bank's
announcement that it intends to slow the pace
of longer-dated gilt sales.

Federal Reserve

Attention has also focused on the United
States, where Federal Reserve Chair Kevin
Warsh used this year's Jackson Hole Economic
Symposium to signal that further monetary
policy tightening may be required.

The Federal Open Market Committee
subsequently voted to raise interest rates by
25 basis points, delivering the first increase in
three years. The decision followed continued
strength across a range of US economic
indicators and was reinforced by the
escalating conflict in the Middle East.

Bank of Japan

The Bank of Japan also increased interest
rates, raising its benchmark rate by 25 basis
points to the highest level recorded in 31 years,
as it seeks to address inflationary pressures
linked to the conflict in Iran.

European Central Bank

The European Central Bank raised interest
rates by 25 basis points on 10 September,
having previously indicated that persistent
inflationary pressures could necessitate
further policy tightening.

The decision was unanimous and policymakers
left the door open to additional increases.
Markets are currently pricing in a further three
25-basis-point rate rises over the next year.

Foreign exchange (FX)

FX markets have remained volatile in recent
weeks, with shifting expectations around
interest rates and geopolitical developments
driving market moves.

Sterling's recent period of strength has lost
momentum as investors increasingly favour
currencies supported by higher central bank
rates and more attractive yield differentials.

The US dollar has strengthened against a
basket of major currencies, including sterling,
supported by resilient economic data, a recent
Federal Reserve rate rise and expectations of
tighter monetary policy in the months ahead.

The dollar has also benefited from safe-haven
demand as investors adopt a more cautious
stance amid ongoing geopolitical tensions and
broader market uncertainty.
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