
Stocks slide as central banks hike rates 

Stock markets suffered another bout of steep losses last 
week as a series of interest rate hikes intensified fears of 
a global recession.

The UK’s FTSE 100 lost 3.0% as the Bank of England 
(BoE) lifted interest rates by 0.5 percentage points and 
chancellor Kwasi Kwarteng’s raft of tax cuts raised 
concerns of more aggressive rate hikes in the near 
future. The pan-European STOXX 600 slid 4.4% following 
interest rate increases by central banks in Sweden, 
Switzerland and Norway.

US indices recorded a second week of losses after the 
Federal Reserve indicated that short-term interest rates 
are likely to continue increasing sharply over the next few 
months. The S&P 500 fell 4.7%, the Dow lost 4.0% and 
the Nasdaq tumbled 5.1%. 

Fears of a slowdown in global economic growth weighed 
on stock markets in Asia, with the Nikkei and Shanghai 
Composite losing 1.5% and 1.2%, respectively.

Last week’s market performance*

• FTSE 1001: -3.01%

• S&P 500: -4.65%

• Dow: -4.00%

• Nasdaq: -5.07%

• Dax: -3.59%

• Hang Seng: -4.42%

• Shanghai Composite: -1.22%  

• Nikkei1: -1.50%

*Data from close on Friday 16 September to close of business on 
Friday 23 September. 
1Closed on Monday 19 September.

Pound hits record low against the dollar

The pound hit a record low of $1.033 early on Monday 
(26 September) as investors reacted to Kwarteng’s 
‘growth plan’ for the UK economy. The so-called mini-
budget included a much bigger package of tax cuts than 
had been expected and raised concerns about a surge in 
government borrowing. 

Several lenders pulled mortgage deals from the market 
amid speculation the BoE will be forced to hike interest 
rates at a more aggressive pace. The Bank’s governor 
Andrew Bailey ruled out an emergency rate hike this 
week, but said it would “not hesitate to change interest 
rates by as much as needed”. The Treasury announced 
that a fiscal plan would be published on 23 November, 
setting out details of the government’s fiscal rules 
“including ensuring that debt falls as a share of [gross 
domestic product] in the medium term”.

In the US, the Dow slid into bear market territory on 
Monday, down more than 20% from its recent peak, and 
continued to decline on Tuesday as fears of a recession 
grew. The FTSE 100 slipped 0.5% on Tuesday, with 
housebuilders hit especially hard by interest rate concerns. 
The blue-chip index was 1.4% lower at the start of trading 
on Wednesday after the International Monetary Fund 
criticised the UK’s tax-cutting plans. The BoE has now said 
it will start a temporary programme of bond purchases 
from 28 September to stabilise the market.

UK interest rate reaches 2.25%

The mini-budget came the day after the Bank of England 
lifted interest rates by 0.5 percentage points for the second 
month running. The base rate now stands at 2.25%, its 
highest level since 2008.  
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Bank of England base interest rate

Source: Refinitiv Datastream
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The BoE’s monetary policy committee (MPC) noted that 
while annual inflation fell slightly from 10.1% in July to 9.9% 
in August, it is still expected to near 11% when energy bills 
rise in October and remain above 10% over the following 
few months. 

“The labour market is tight and domestic cost and price 
pressures remain elevated. While the [energy price] 
guarantee reduces inflation in the near term, it also means 
that household spending is likely to be less weak than 
projected in the August report over the first two years of the 
forecast period. All else equal, and relative to that forecast, 
this would add to inflationary pressures in the medium 
term,” the committee said.

The MPC forecast a 0.1% decline in UK gross domestic 
product (GDP) in the third quarter, as opposed to its 
previous forecast of 0.4% growth. GDP already declined by 
0.1% in the second quarter and another drop in Q3 would 
mean the UK is in a technical recession.

Fed announces another 0.75% rate hike

Over in the US, the Federal Reserve announced its third-
consecutive 0.75 percentage point interest rate hike in its 
quest to tame inflation. The federal funds rate is now in the 
3.0-3.25% range, the highest since early 2008. 

Fed chairman Jerome Powell said the central bank was 
“strongly resolved” to bring inflation down to 2% and “will 
keep at it until the job is done”. In comments reported by 

CNBC, Powell admitted that interest rate hikes could spark 
a recession. “No-one knows whether this process will lead 
to a recession or, if so, how significant that recession will 
be,” he said. 

Fed officials expect US GDP growth to slow to 0.2%  
for 2022, down sharply from June’s expectation for  
1.7% growth. 

Eurozone economic downturn deepens

The eurozone’s economic downturn deepened in 
September, according to S&P Global’s flash purchasing 
managers’ index (PMI). The composite output index 
fell from 48.9 in August to 48.2 in September, and has 
now registered below the neutral 50.0 level for three 
successive months. 

Manufacturing led the downturn, with factory output 
falling for a fourth straight month. Service sector 
output also fell, down for a second consecutive month. 
The service sector decline was the sharpest since 
2013 excluding the falls seen as a result of pandemic 
containment measures.

Chris Williamson, chief business economist at S&P Global 
Market Intelligence, warned that a eurozone recession 
was on the cards. “The early PMI readings indicate an 
economic contraction of 0.1% in the third quarter, with 
the rate of decline having accelerated through the three 
months to September to signal the worst economic 
performance since 2013, excluding pandemic lockdown 
months,” he said.

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 
RBC Brewin Dolphin.

RBC Brewin Dolphin is a trading name of Brewin Dolphin Limited. Brewin Dolphin Limited is authorised and regulated by the Financial Conduct 
Authority (Financial Services Register reference number 124444) and regulated in Jersey by the Financial Services Commission. Registered Office; 
12 Smithfield Street, London, EC1A 9BD. Registered in England and Wales company number: 2135876. VAT number: GB 690 8994 69 

https://vimeo.com/754613210/afdd422b1e
https://vimeo.com/754613210/afdd422b1e

