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UK data:
Markets were treated to a raft of long awaited UK data which was released at 7am this morning.
The main data point was the GDP print after advanced Q1 data for Europe and the US were released
2 weeks ago. UK GDP fell by a record 5.8% month on month in March, leading UK Q1 GDP to a
contraction of 2%. This was despite the UK only beginning their lockdown towards the end of the
month. Industrial Production and Manufacturing Production also fell 4.2% and 4.6% in the month,
leading to an 8.2% and 9.7% contraction over the past 12 months. There was also (unsurprising)
evidence of a collapse in consumer activity in April. The BRC monitor showed total sales values
declining by 19.1% on the year, although non-food online sales soared by 57.9% while food stores
saw 4.5% increase. Figures from Barclaycard reinforce the overall malaise, pointing to a 36.5% fall
in spending in April compared with a year ago.

Cost of measures coming into focus:
Also in the UK yesterday, Chancellor Rishi Sunak extended the Coronavirus Jobs Retention
Scheme (CJRS) by four months to end-October, although he stated that he would ask businesses
to contribute from August. Firms will also be able to put workers onto part-time furlough. An internal
Treasury paper obtained by the Telegraph suggested that the overall cost of the pandemic, not least
CJRS, could lead to a deficit of £337bn this year, some 17% of GDP, and proposes ways of
addressing the UK’s fiscal metrics to ward off a possible sovereign debt crisis via tax increases and
spending cuts.
While the pound weakened yesterday evening against the euro, trading from 0.8760 up almost 100
points overnight, the pound actually recovered slightly after the release of the 7am data. GBPUSD
continues to trade close to the support level at 1.2250.

Gulf in opinions on negative rates:
While US rate futures have been suggesting that markets believe that a negative Federal Reserve
policy rate could be a possibility by the end of 2020, members of the bank’s policy setting committee
have been keen to rule out negative rates in the past two weeks. Fed President Jerome Powell is
speaking later today, and is likely to pour further cold water on the prospects of the Fed cutting rates
into negative territory. As usual, he faces pressure from his biggest critic, US president Donald
Trump, who tweeted yesterday that "as long as other countries are receiving the benefits of Negative
Rates, the USA should also accept the "GIFT"." While he exerts no direct control, the presidential
pressure surely had a strong role in convincing the Fed to halt rate hikes and begin to cut rates in
the last year. The president’s stance could feed speculation on negative rates no matter how
vociferous Jerome Powell is later today.
In the UK the prospect of negative rates seems less abhorrent, at least according to deputy governor
of the Bank of England Ben Broadbent. Speaking yesterday, he said the BoE was keeping all tools
on the table, including cutting rates into negative territory, although he did warn that lower rates risk
doing more harm than good.
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