
Stocks mixed as BoE warns of UK recession

Stock markets were mixed last week as the Bank of 
England (BoE) warned the UK is expected to slide into a 
recession this year.

The FTSE 100 managed a positive finish to the week, rising 
0.2% despite the BoE’s gloomy outlook being accompanied 
by the biggest UK interest rate hike for 27 years. The pan-
European STOXX 600 fell 0.6% as data showed a steep 
decline in manufacturing new orders.

US indices were mixed as a much stronger-than-expected 
jobs report raised concerns that the Federal Reserve will 
maintain its aggressive pace of interest rate increases. 
The S&P 500 and the Nasdaq rose 0.4% and 2.2%, 
respectively, while the Dow fell 0.1%.

In Japan, strong domestic corporate earnings helped 
the Nikkei end the week 1.4% higher. China’s Shanghai 
Composite declined 0.8% as US House of Representatives 
speaker Nancy Pelosi’s trip to Taiwan led to China 
conducting live-fire drills around the island.  

Last week’s market performance*

•	 FTSE 100: +0.22%

•	 S&P 500: +0.36%

•	 Dow: -0.13%%

•	 Nasdaq: +2.15%

•	 Dax: +0.67%

•	 Hang Seng: +0.23%

•	 Shanghai Composite: -0.81%  

•	 Nikkei: +1.35%

*Data from close on Friday 29 July to close of business on Friday 5 August.

FTSE 100 closes at a two-month high

The FTSE 100 gained 0.7% on Monday (8 August) to 
close at a two-month high, as a rise in crude oil, metal 
and iron ore prices lifted energy and mining stocks. An 

unexpected pick up in Chinese exports also boosted 
investor sentiment. Outbound shipments grew by 18.0% 
in July from a year earlier, according to official customs 
data, beating estimates for 15.0% growth.

Wall Street stocks were mostly flat on Monday as 
investors continued to mull the likely path of interest rate 
hikes. Data from the Commerce Department suggested 
high inflation is weighing on business investment, with 
non-residential fixed investment slipping 0.1% on an 
annualised basis in the second quarter. On the flipside, 
consumers’ expectations for where inflation will be in one 
and three years dropped sharply in July, according to a 
New York Federal Reserve survey. 

The FTSE 100 was flat at the start of trading on Tuesday 
as investors digested the latest retail sales figures from 
the British Retail Consortium. Total sales rose by 2.3% 
year-on-year in July as the heatwave boosted sales 
of summer clothing, picnic treats and electric fans. 
However, growth was largely caused by inflation, which 
masked a dip in sales volumes among many retailers.

UK on course for a year-long recession

Last week’s economic news focused on the BoE’s latest 
monetary policy committee meeting, in which it voted 
to increase interest rates by 0.5 percentage points to 
1.75%, marking the biggest jump in rates for 27 years. 

The Bank said inflationary pressures had intensified 
significantly, with wholesale gas prices doubling since 
May due to Russia’s restriction of gas supplies to Europe. 
The consumer prices index (CPI) is expected to rise to 
over 13% in the fourth quarter, remain at elevated levels 
throughout much of 2023, and then fall to below its 2% 
target by the middle of 2024.

The Bank said the UK is projected to enter into a 
recession from the fourth quarter, as the latest rise in 
gas prices leads to “another significant deterioration in 
the outlook for activity in the UK and the rest of Europe”. 
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Real household post-tax income is projected to fall 
sharply in 2022 and 2023, and consumption growth is 
expected to turn negative.

The BoE added that it would “take the actions necessary” 
to return inflation to the 2% target. “The Committee will 
be particularly alert to indications of more persistent 
inflationary pressures, and will if necessary act forcefully 
in response,” it said.

Eurozone manufacturing downturn deepens

Economic data for the eurozone was equally bleak. The 
S&P Global eurozone PMI composite output index dipped 
below the 50.0 no-change mark in July. At 49.9, down 
from 52.0 in June, this was the first reduction in private 
sector business activity since February 2021. 

S&P Global said the manufacturing sector was a significant 
drag on the economy during July, as production volumes 
fell at the fastest rate since May 2020. Services activity 
continued to rise overall, but growth slowed to its weakest 
since the Omicron-related disruption at the start of the 
year. New export orders fell at the strongest pace for just 
over two years, while business confidence declined to its 
weakest level since the initial outbreak of Covid-19 in the 
first half of 2020.   

Chris Williamson, chief business economist at S&P 
Global Market Intelligence, said: “A much hoped-for 
surge in consumer spending after the easing of pandemic 
restrictions is being thwarted as households grow 
increasingly concerned about the rising cost of living, 
meaning discretionary spending is being diverted to 
essentials such as food, utility bills and loan repayments. 
At the same time, business spending is being subdued 
by increased caution and risk aversion amid the gloomier 
economic outlook.”

US nonfarm employment at pre-Covid level

In contrast to the UK and Europe, data from the US 
seemed to defy recession fears. The latest payrolls 
report from the Labor Department showed employers 
added 528,000 nonfarm jobs in July, more than double 
consensus expectations. Estimates for May and June 
were revised up by a combined 28,000.

Source: Refinitiv Datastream
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The figures mean that total nonfarm employment in the 
US has now returned to its pre-pandemic level. Equity 
markets reacted negatively to the news, fearing that it 
would boost the case for the Federal Reserve to continue 
with aggressive interest rate hikes. The central bank has 
already increased rates by 2.25 percentage points this 
year, and markets are expecting another 0.75 percentage 
point hike at its next meeting in September.

To view the latest Markets in a Minute video click here.
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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 to 
make a purchase or sale of such securities from time to time. In addition, we reserve the right to act as principal or 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 throughout 
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Brewin Dolphin Limited is a member of the London Stock Exchange, and is authorised and regulated by the Financial Conduct 
Authority (Financial Services Register reference number: 124444). Registered office: 12 Smithfield Street, London, EC1A 9BD.  
Registered in England and Wales – company number: 2135876. VAT number: GB 690 8994 69
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