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UK markets are in a spot of bother.

 

What happened?

 

On September 23rd, Britain’s new chancellor Kwasi Kwarteng unveiled a new fiscal

statement. The stated aim of the policy was to generate growth and control inflation.

Among the key components was a plan to spend £60bn in the six months from October to

reduce household energy bills. This was accompanied by both income and corporation tax

cuts. To fund the fiscal gap created by these two moves, the government will need to

borrow an additional £70bn by the end of the year and more in the year to come.

 

The reaction from markets

 

Market’s reaction to the statement was decisive and widespread. Markets appear to be

showing almost no confidence in the fiscal plan’s ability to pull the UK out of a

precarious economic situation.

 

It started with the currency. The sterling has dropped to its lowest level ever against

the dollar (down 20% year to date as of 28 September 2022). Acute volatility has also

been seen in gilt markets since the statement where the 2-year gilt yield has surged to

4.3% (as of 29 September, up from 3.0% at the end of August).
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Source: WisdomTree, Bloomberg. Data from 4 january 1971 to 28th September 2022.

Historical performance is not an indication of future performance and any

investments may go down in value.

 

The reaction in equities further reveals market sentiment. Historically, UK’s FTSE 100

Index tends to benefit from sterling depreciation, given a large proportion of revenues

for FTSE 100 companies come from abroad. Not to be this time, though. The FTSE 100 Index

has slid alongside the pound.

 

Even the International Monetary Fund (IMF) came out on the 27th September with a scathing

statement on UK’s fiscal plan, saying, “Given elevated inflation pressures in many

countries, including the UK, we do not recommend large and untargeted fiscal packages at

this juncture. It is important that fiscal policy does not work at cross purposes to

monetary policy.”

 

Response from the Bank of England

 

On Wednesday, 28 September, the Bank of England (BOE) unleashed an unexpected £65bn

bond-buying programme to calm markets. This emergency quantitative easing (QE) move from

the central bank comes at an interesting time when the BOE is looking to tighten policy

through higher interest rates to control inflation but easing policy through bond

purchases to calm the markets. The reason for this juxtaposition is that the Financial

Policy Committee at the BOE were worried about a complete meltdown of final salary

pension schemes which use Gilts in their Liability Driven Investment (LDI) approaches.

Meanwhile, the Monetary Policy Committee – charged with keeping inflation in check – has

been raising interest rates after inflation had reached double-digits in the summer (and

is widely expected to return to double-digits again). The injection of such a large QE

will clearly make the Monetary Policy Committee’s job harder.

 

What happens next?

 

For the volatility to settle, markets will need clarity. This means transparency from

the government on how it realistically aims to deliver on its fiscal ambitions. And
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communication from the central bank on monetary policy. Surprise moves from either may

be perceived as panic among policymakers, which could add to the market turmoil.

 

The Bank of England’s monetary policy committee will next convene on 03 November to

discuss interest rates (unless it decides to hold an emergency meeting earlier). The

next inflation print is expected on 19 October, at which point markets will update their

expectations for the central bank’s November meeting.

 

This means there could still be plenty to look out for in the coming days and weeks.

 

Related blogs

+ What's Hot: Industrial metal cyclicality is only skin-deep

+ What’s hot: Suspension of EU ETS unlikely

 

View the online version of this article here.
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https://wisdomtree.eu/~/link.aspx?_id=72773374E5DD4B49AAA1215701E9FF37&_z=z
https://wisdomtree.eu/~/link.aspx?_id=2C089D9256C140EDA09002CF76E7B5EB&_z=z
https://www.wisdomtree.eu/en-gb/blog/2022-09-30/chaos-hits-uk-markets


Important Information

 

Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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