Economic Review/.o

MONTHLY BULLETIN ON FINANCIAL MARKET DEVELOPMENTS

Our economic review is intended to provide background to recent developments in investment markets as well

as to give anindication of how some key issues could impact in the future.

Itis notintended that individual investment decisions should be taken based on this information; we are always
ready to discuss your individual requirements. We hope you will find this review to be of interest.

UK growth torecasts

upgraded

Revised projections released last month
by both the Bank of England (BoE)

and International Monetary Fund (IMF)
suggest the UK economy is now set to
avoid recession this year.

The BoE's latest forecast predicts the
economy will grow by 0.25% across the
whole of 2023, a significant upgrade from
February's prediction of a 0.5% contrac-
tion. This improved outlook reflects a
number of factors, including stronger than
anticipated global growth, lower energy
prices and the fiscal support announced
by the Chancellor in his Spring Budget.

Updated IMF figures also show the
UKis now unlikely to enter recession, with
the international soothsayer predicting
a growth rate of 0.4% for 2023; in com-
parison, its previous forecast had sug-
gested the economy would contract by
0.3% over the course of this year. The IMF
said growth would be helped by ‘resil-
ient demand’as well as falling energy
prices and praised the UK authorities for
taking ‘decisive and responsible steps in
recent months.’

The latest gross domestic product
(GDP) figures published by the Office
for National Statistics (ONS), however,
highlight how fragile the recovery remains
with growth still sluggish. Although GDP
across the first three months of 2023 did

edge up by 0.1%, a similar tepid pace as
achieved during the final quarter of last
year, monthly data revealed an unexpect-
edly sharp drop in output during March,
with GDP actually declining by 0.3% during
the month.

Recently released data from the closely
watched S&P Global/CIPS UK Purchas-
ing Managers' Index (PMI), though, does
suggest growth has picked up in the sec-
ond quarter. May's preliminary headline
reading came in at 53.9 lower than April's
one-year high of 54.9 but comfortably
above the 50 threshold that denotes
growth in private sector output. Indeed,
S&P Global noted that their PMI readings
were consistent with ‘'GDP rising 0.4% in the
second quarter.”

Interest rates rise again

Last month, the BoE announced another
hike inits benchmark interest rate and
insisted it will ‘stay the course’ inits
battle to bring down inflation.

Following its latest meeting, which con-
cluded on 10 May, the BoE's nine-member

Monetary Policy Committee (MPC) voted
by a 7-2 majority to raise Bank Rate by
afurther 0.25 percentage points. This
was the 12th consecutive increase, taking
rates to 4.5%, their highest level in almost

15 years. Continued over »
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At the end of May, global markets closed

the month largely in negative territory, with
investors awaiting the outcome of the key vote
on the US debt ceiling. In addition, the latest
economic data from China, which highlighted
a further decline in manufacturing activity, also
weighed on sentiment.

¢ In the UK, the FTSE 100 ended the month on
7,446.14, a loss of 5.39%, while the mid cap
FTSE 250 closed down 3.62% on 18,722.90 and
the FTSE AIM closed May on 782.77, a monthly
loss of 5.68%.

e In the US, the Dow Jones index closed
the month down 3.49% on 32,908.27, while
the NASDAQ closed the month up 5.80% on
12,935.28. On the continent, the Euro Stoxx
50 closed May on 4,218.04, a loss of 3.24%.
In Japan, the Nikkei 225 closed the month

up 7.04%, on 30,887.88. The index recently
reached historic highs in May, with market
sentiment buoyed by the potential of the
semiconductor and Al markets.

* On the foreign exchanges, the euro closed
the month at €1.16 against sterling. The US
dollar closed at $1.23 against sterling and at
$1.06 against the euro.

* Brent crude closed the month trading at
around $73 a barrel, a monthly loss of 8.60%.
At month end, traders awaited news on progress
of the US debt bill, digested the weak Chinese
manufacturing data, and considered how the
weakening growth could impact crude demand.
Gold closed the month trading at $1,964.40 a
troy ounce, a small monthly loss of 0.92%.

% Movement
Value (31/05/23)  gince 28/04/23)

FTSE 100 744604 Y 539%
FTSE 250 1872290 'Y 3.62%
FTSE AIM 78277 'Y 5.68%
Euro Stoxx 50 421804 Y 3.24%
NASDAQ Composite 1293528 A 5.80%
Dow Jones 3290827 Y 349%
Nikkei 225 3088788 A 7.04%

(Data compiled by the Outsourced
Marketing Department)
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Continued from previous page » Commenting
after announcing the decision, BoE Gov-
ernor Andrew Bailey made it clear that the
Bank's next moves would depend on the
trajectory of forthcoming data. However,
Mr Bailey did stress that, “We have to stay
the course to make sure inflation falls all the
way back to the 2% target.”

The minutes to the meeting also warned
that the Bank now believes inflation willremain
higher for alonger period, largely as a result
of food price inflation whichiis Jlikely to fall
back more slowly than previously expected!
Its latest forecast, which was published
alongside the rate decision, suggests inflation
willfall to 5.1% by the end of this year, signifi-
cantly higher thanits previous forecast of 39%.

ONS data published two weeks after
the MPC's announcement confirmed
that the headline rate of inflation remains
stubbornly high. While it did fall from 10.1%
in March to 8.7% in April, as the extreme
energy price hikes seen ayear ago
dropped out of the calculations, the figure
was much higher than the consensus fore-
castin a Reuters poll of economists which
had predicted arate of 8.2%.

April's inflation data surprise has
undoubtedly increased the likelihood of
further rate hikes in the coming months.
The next decisionis due to be announced
on 22 June with analysts now typically
expecting another 0.25 percentage
pointrise.

More optimistic outlook for

retailers

Official retail sales statistics showed
a slightly stronger-than-expected
increase in sales volumes during April

while survey evidence points to modestly

rising levels of optimism within the
retail sector.

The latest ONS retail sales figures
revealed signs of consumer spending
resilience, with volumes rising by 0.5% in
April following March's sharp decline when
sales were hit by unusually wet weather.
Furthermore, across the whole of the
February-to-April period, sales volumes
grew by 0.8% compared to the previous
three months; this represents the largest
increase recorded on this measure since
August 2021.

Evidence from the recently released
CBI Distributive Trades Survey suggests
the trading environment does remain chal-
lenging with sales volumes dipping in the
year to May. Sales are expected to stabi-
lise in June, however, and retailers gener-
ally expect to see a modest improvement

in their business situation over the coming
three months.

Commenting on the survey findings, CBI
Principal Economist Martin Sartorius said,
‘LLooking ahead, there are some reasons
for retailers to be more optimistic about
the outlook. Consumer sentiment has been
improving and households’ energy bills
are set to decline from July. The resulting
boost to incomes should help support
retail sales going into the second half of
this year”

Itisimportant to take professional advice before making any decision relating to your personal

finances. Information within this document is based on our current understanding and can be subject to
change without notice and the accuracy and completeness of the information cannot be guaranteed.

It does not provide individual tailored investment advice and is for guidance only. Some rules may vary
in different parts of the UK. We cannot assume legal liability for any errors or omissions it might contain.
Levels and bases of, and reliefs from, taxation are those currently applying or proposed and are subject
to change; their value depends on the individual circumstances of the investor. No part of this document
may be reproduced in any manner without prior permission.

All details are correct at the time of writing (01 June 2023).
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Unemployment
rate edges higher

The latest batch of labour market
statistics suggests a further soften-
ing in the jobs market with arise

in the rate of unemployment and
another fall in the number of job
vacancies.

ONS figures released last month
showed that the unemployment
rate during Q1 edged up to 39%, a
0.1 percentage point increase from
the previous three months. This was
higher than the median forecastina
Reuters poll of economists which had
predicted the rate would hold steady
at 3.8%.

In addition, the estimated total
number of job vacancies fell by 55,000
during the three months to April,
hitting its lowest level since mid-

2021. This was the tenth consecutive
decline, with ONS saying that com-
panies continued to cite ‘economic
pressures’ as afactor in holding back
on recruitment.

The labour market update also
reported the number of people not
working due to long-term sickness at
anew record high. Over two and a half
million people are now not working
due to healthissues, with ONS saying
the increase has been driven by arise
in mental health conditions among
younger age groups, people suffering
with back and neck pain, and arise in
post-viral fatigue. %

Suite 5/ Charlton House / Riverside Park /Raynesway /Derby / DE21 7BF

01332 913006/ info@sheldonflandersfinancialservices.co.uk / www.sheldonflandersfinancialservices.co.uk
Sheldon Flanders Financial Services Ltd is authorised and regulated by the Financial Conduct Authority


http://www.sheldonflandersfinancialservices.co.uk
mailto:info%40sheldonflandersfinancialservices.co.uk?subject=
http://www.sheldonflandersfinancialservices.co.uk
http://www.sheldonflandersfinancialservices.co.uk

