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Stocks rise as pace of inflation slows

Most major stock markets finished their first week of
2023 in the green as data suggested inflation was cooling
in both the US and Europe.

The S&P 500 and the Nasdaq ended their four-day
trading week up 1.5% and 1.0%, respectively, after
Friday’s nonfarm payroll report raised hopes the Federal
Reserve could engineer a ‘soft landing’ for the US
economy —i.e. slowing inflation without sparking a
significant recession.

The pan-European STOXX 600 and Germany’s Dax
surged 4.6% and 4.9%, respectively, as inflation in the
eurozone fell below 10% for the first time in two months.

In Asia, the Hang Seng surged 6.1% and the Shanghai
Composite added 2.2% on news that Hong Kong was
considering reopening its border with mainland China
after three years of coronavirus restrictions.

Last week’s market performance*

e FTSE 100" +3.32%

e S&P 500" +1.45%

e Dow'": +1.46%

e Nasdaqg': +0.98%

e Dax: +4.93%

e Hang Seng': +6.12%

e Shanghai Composite’: +2.21%
e Nikkei?: -0.46%

* Data from close on Friday 30 December to close of business on
Friday 6 January.

" Closed on Monday 2 January.
2 Closed on Monday 2 January and Tuesday 3 January.

Stocks rally as Hong Kong-China border reopens

Stocks extended gains on Monday (9 January) after
Hong Kong and China resumed quarantine-free travel
over the weekend. It is hoped the reopening will provide
a much-needed boost for Hong Kong’s economy, which

is projected to have shrunk by 3.2% in 2022, according
to reports in the Financial Times. The Hang Seng gained
1.9% on Monday while the Shanghai Composite added
0.6%. The positive sentiment spread to Europe, where
the FTSE 100 climbed to its highest level since August
2018. In contrast, US indices slipped into the red as
investors looked ahead to this week’s inflation data and
earnings reports from major banks.

US jobs growth slows

The release of the official nonfarm payrolls report

last Friday showed US jobs growth slowed for a fifth
consecutive month in December. This fuelled optimism
among some commentators that the Federal Reserve
will be able to slow its pace of interest rates hikes and, in
turn, avoid sparking a severe recession.

According to the Bureau of Labor Statistics, 223,000 jobs
were added in the final month of 2022. This was above
consensus expectations, but less than the 256,000 jobs
added in November.
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Average hourly earnings growth slowed to 0.3% month-
on-month, and November’s wage growth was revised
down from 0.6% to 0.4% month-on-month, easing
concerns about wage inflation. Nevertheless, the average
wage gain over the past two months has amounted



to 0.35%, which is slightly higher than what would be
considered consistent with the Federal Reserve hitting its
2% inflation target. The unemployment rate also dropped
back to its cycle low of 3.5%, while the job openings to
unemployed ratio remained very high.

Services and manufacturing activity fall

Separate data released on Friday showed services

and manufacturing activity in the US fell in December,

but so did price pressures. The Institute for Supply
Management’s (ISM) services index dropped to 49.6,
putting it into contraction territory (below 50.0) for the first
time since May 2020. Excluding the Covid-19 pandemic
slump, this was the weakest reading since late 2009.
Prices paid continued to increase but at their slowest
pace since January 2021.

Meanwhile, manufacturing activity contracted for the
second month in a row, falling to 48.4 in December from
49.0 in November. Prices paid by manufacturers dropped
sharply to their lowest level since February 2016,
excluding the early pandemic plunge.

Eurozone inflation returns to single figures

Last week also brought encouraging signs of easing
inflation in the eurozone. Lower energy prices helped
the annual inflation rate fall to 9.2% in December from
10.1% in November, according to Eurostat’s flash index.
However, core inflation, which excludes volatile food and
energy prices, rose to a new high of 5.2% year-on-year,
exceeding economists’ expectations.

It came after Francois Villeroy de Galhau, governor of the
Banque de France and a European Central Bank (ECB)
policymaker, said interest rates would need to rise

further to reduce underlying price pressures. The ECB is
expected to raise rates by 0.5 percentage points at both
its February and March policy meetings.

UK mortgage approvals fall sharply

Here in the UK, data from the Bank of England showed
mortgage approvals fell to their lowest level in two years
in November as increased borrowing costs put off
buyers. Approvals fell to 46,100, down from 57,900 the
previous month and the lowest level since June 2020,
when the pandemic brought the housing market to a
standstill. The interest rate paid on new mortgages rose
by 26 basis points to 3.35% in November, the highest
since 2013.

Separate figures from Halifax showed the average house
price fell by 1.5% in December from the previous month.
Halifax said it expects house prices to fall by around 8%
during 2023, which would see the cost of the average
property returning to April 2021 prices.
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To view the latest Markets in a Minute video click here.

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. Forecasts are not a reliable indicator of future performance.
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