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Stocks slump on interest rate fears

Most major stock markets fell last week as fears of
spiralling inflation and steeper interest rate rises weighed
on investor sentiment.

The pan-European STOXX 600 slid 4.6% and Germany’s
Dax fell 3.0%, with lockdowns in China and the war in
Ukraine adding to the uncertainty. The UK’s FTSE 100
lost 2.1% as the Bank of England warned inflation could
reach around 10% later this year.

In the US, stocks suffered their fifth consecutive week of
losses, briefly pushing the Dow into correction territory.
The Federal Reserve’s announcement of a 50-basis-point
hike in interest rates boosted markets on Wednesday, but
they soon resumed their downward trajectory as inflation
data led to concerns that steeper increases could be on
the horizon. The Dow ended the week 0.3% lower, while
the Nasdaq slumped 1.5%.

Over in China, the Shanghai Composite ended its
holiday-shortened trading week down 1.5% as data
showed the government’s zero-Covid policy had hit
domestic consumption and manufacturing production.

Last week’s market performance *

e FTSE 100" -2.08%

e S&P 500: -0.21%

e Dow: -0.24%

e Nasdaq: -1.54%

e Dax: -3.00%

e Hang Seng': -5.16%

e Shanghai Composite?: -1.49%

¢ Nikkei®: +0.58%

*Data from close on Friday 29 April to close of business on Friday 6 May.
'Closed on Monday 2 May.

2Closed between Monday 2 May and Wednesday 4 May.
3Closed between Tuesday 3 May and Thursday 5 May.

China’s exports hit two-year low

Stocks extended losses on Monday (9 May) after data
showed China’s export growth slowed to 3.9% year-
on-year in April, the weakest in two years, while imports
remained flat. The FTSE 100 closed Monday’s trading
session down 2.3%, the Nikkei slid 2.5% and the STOXX
600 tumbled 2.9%. Brent crude oil prices also fell 7.4%.

In the US, the S&P 500 and the Nasdaq declined
3.2% and 4.3%, respectively, as shares in several big
technology companies fell on concerns about rising
interest rates and slower economic growth.

The FTSE 100 started Tuesday’s trading session on a
more positive note, ahead of the Queen’s Speech in
which the government was expected to unveil plans to
boost UK economic growth.

BoE warns inflation could hit 10%

The Bank of England (BoE) warned last week that
inflation in the UK is likely to keep rising to around 10%
this year. The Bank said Russia’s invasion of Ukraine had
led to large increases in the price of energy and food,
while lockdowns in China were making it harder to import
some goods to the UK. In addition, low unemployment
and a strong labour market are leading to an increase in
wages, thereby pushing up the price of services.

“It is hard to predict the future, but we think [inflation

is] likely to reach around 10% this year and go down
next year. We expect it to be close to 2% in around two
years,” the BoE said in a statement.

The warning came as the BoE’s monetary policy
committee voted to increase the base interest rate by 25
basis points to 1.0%, the highest level since 2009.



UK base interest rate China’s service sector activity shrinks

Data from China last week laid bare the impact of
ongoing Covid-19 lockdowns on the country’s economy.
Activity in the service sector shrank in April at the
second-steepest rate on record. The Caixin service
purchasing managers’ index (PMI) fell from 42.0 in
* March to 36.2 in April, well below the 50-point mark
that separates growth from contraction. The composite
PMI, which includes service and manufacturing activity,
dropped to 37.2 from 43.0 as lockdowns curbed
production and disrupted supply chains.

Elsewhere, the Ministry of Culture and Tourism said
Chinese travellers spent 43% less over the five-day
Source: Refinitiv Datastream / Bank of England Labour Day holiday (30 April to 4 May) than a year earlier.
The holiday is traditionally one of China’s biggest tourist
seasons. Popular domestic destinations all reported large
falls in visitor numbers.

In the meeting minutes, the committee said Russia’s
invasion of Ukraine had led to a “material deterioration”
in the outlook for UK and world growth. Interest rates
are expected to rise to 2.5% by mid-2023 before falling
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Over in the US, the Federal Reserve announced the | ! //11"

biggest interest rate rise in 22 years. Policymakers voted 1 , ' BREWIN DOLPHIN

to increase the federal funds target rate by 50 basis
points to try to tackle soaring inflation.

There were growing expectations that the Fed would lift _
rates by 75 basis points at next month’s meeting, but o
Fed chair Jerome Powell said in the post-meeting press

conference that this was not being actively considered. To view the latest Markets in a Minute video click here.
“There’s a broad sense that an additional 50 basis points

should be on the table at the next couple of meetings,”

he added.

These comments, however, failed to placate investors,
particularly as data from the Labor Department showed
higher-than-expected wage pressures. Nonfarm unit
labour costs soared by 11.6% in the first quarter, well
above forecasts of a 9.9% rise. The increase was largely
due to a 7.5% drop in worker productivity — the biggest
quarterly fall in almost 75 years.

The value of investments, and any income from them, can fall and you may get back less than you invested. Neither
simulated nor actual past performance are reliable indicators of future performance. Performance is quoted before
charges which will reduce illustrated performance. Investment values may increase or decrease as a result of currency
fluctuations. Information is provided only as an example and is not a recommendation to pursue a particular strategy.
We or a connected person may have positions in or options on the securities mentioned herein or may buy, sell or offer
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agent with regard to the sale or purchase of any security mentioned in this document. For further information, please
refer to our conflicts policy which is available on request or can be accessed via our website at www.brewin.co.uk.
Information contained in this document is believed to be reliable and accurate, but without further investigation cannot
be warranted as to accuracy or completeness. Opinions expressed in this publication are not necessarily the views held
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