London stock market dips amid dovish inflation signals and geopolitical trade concerns
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London’s stock market ended mostly lower on Friday, reflecting a complex mix of factors including softer UK inflation data, hawkish remarks from the US Federal Reserve, and ongoing geopolitical trade developments. The FTSE 100 closed down 0.4% at 9,717.25, with the FTSE 250 ending 0.5% lower. The subdued market tone contrasts with the earlier optimism seen during the week, when investors were buoyed by signals of potential rate cuts from the Bank of England amid cooling inflation pressures.
Recent data showed a downside surprise in September inflation figures, with consumer prices creeping up less than expected and pay growth slowing, which has cast the Bank of England’s upcoming interest rate decision as finely balanced. Market participants now broadly anticipate the central bank might hold rates steady but are not ruling out a 0.25 percentage point cut, given the softening economic signals including a weakening labour market and lacklustre growth. Notably, some Monetary Policy Committee members are leaning towards a more dovish stance, which could tilt the vote closer than previously assumed.
Adding to this backdrop, reports indicate that Chancellor Rachel Reeves is considering removing VAT on electricity bills in the forthcoming budget, a move that would further ease inflationary pressures and potentially influence monetary policy decisions. Despite these domestic factors, London’s market faces external headwinds, such as hawkish commentary from US Federal Reserve officials, including dissenters who argue that inflation remains unacceptably elevated and that monetary policy remains only modestly restrictive.
The equities landscape was mixed among individual companies. The maker of bespoke plastic products, Coral Products, saw a strong 14% rise after posting a turnaround to profit. Similarly, Crimson Tide, a software developer, gained 12% buoyed by confidence in its new growth strategy. Conversely, materials group Versarien plunged 28% following announcements of asset disposals under exclusivity agreements with a UK-listed firm.
Meanwhile, in broader European markets, Paris’s CAC 40 and Frankfurt’s DAX 40 both registered declines, pressured partly by uncertainty around trade and economic growth.
On the global stage, an important development came as China announced a one-year suspension of certain export restrictions, including on rare earth materials—a critical input for various technologies—a move also recognised as applying to the EU and the US. US officials have signalled a need for “non-market” interventions to curb China’s dominance in rare earth production, highlighting broader strategic competition and supply chain concerns.
Currency markets reflected the cautious mood, with the pound slightly weaker against the US dollar, closing at around 1.3135, while the euro also dipped.
Technical market drivers included changes in the banking sector, with Barclays leading gains earlier in the week after unveiling a £500 million share buyback program and raising profitability targets. However, the overall sentiment was moderated by inflation worries and impending fiscal policy decisions in the UK, including potential tax hikes and spending cuts as the government grapples with a sizable budget shortfall projected by the IMF.
Looking ahead, investors are anticipating factory PMI reports from the UK, Eurozone, and US on Monday, which will provide fresh data points on the health of key economies. Corporate earnings announcements will also be in focus, with Ryanair set to release its half-year results, offering further signals of market direction.
In summary, London’s financial markets are navigating a delicate balance of domestic inflation dynamics, fiscal policy signals, and geopolitically charged trade developments. The interplay of these factors fosters an environment of cautious optimism, tempered by uncertainty over the future path of interest rates and global economic growth.
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