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Abstract
Purpose:
This research is aimed at analysing the combined effect of the inflation rate and interest rate variations on the performance of the stock market in the UK. The objective of the research is to examine the relevance of the monetary policy and inflation processes, the main economic and market variables that affect equity performance, the beneficial and adverse effects of the market, and the complexity of the problem that investors and policymakers have to grapple with in the times of macroeconomic uncertainty.
Methodology:
The research takes an inductive and qualitative research method where it uses an interpretivist philosophy. The secondary data was gathered through the peer-reviewed scholarly publications published after 2018 and other UK-oriented policy sources. A set of 10 scholarly studies was identified as the result of a strict inclusion and exclusion criteria. The data collected were analysed through the thematic analysis to establish repetitive patterns and relationships which could be related to the objective of the research.
Findings:
The results show that the effect of changes in interest rates and monetary policy signalling have a more direct and dominant effect on the performance of the stock market in the UK compared to the effect of inflation itself. The impact of inflation on equity markets is largely indirect as it influences expectations, uncertainty and responses to monetary policies. The key moderating variables are the labour market conditions, the exchange rate movements, financial market expectations, and term premia. The analysis also suggests that inflation and interest rate fluctuations enhance the volatility of the market and risk aversion among the investors which mainly generate negative stock market results during tightening periods. There is also the problem of inflation expectation mispricing and unstable inflation hedging that makes it difficult to make the decision on both a policy maker and an investor.



Recommendations:
The study suggests that communication on monetary policy should become more explicit, better its management of expectations, diversify its investment, and do more research at the sectoral level to gain better insights on the heterogeneous effects of the market.
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[bookmark: _Toc220875005]Chapter 1: Introduction
[bookmark: _Toc220875006]1.1 Background
Inflation refers to the persistent, high level of overall prices of goods and services, thereby reducing purchasing power (Girdzijauskas, et al., 2022). The primary measure used in the UK is the Consumer Price Index (CPI). Interest rates, however, are indicators of borrowing costs and are primarily set by the Bank of England (BoE). The interaction between these indicators has a deep-seated impact on corporate profitability, investor expectations, and capital market valuations. In cases of high inflation, central banks typically address it by raising interest rates to curb price increases (Aguila and Wullweber, 2024). Still, monetary intervention also has both direct and indirect effects on financial markets, especially equities. The subtle interpretation of such interactions is thus a necessity for investors, decision-makers, and companies that want to survive economic cycles.
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Figure 1: Causes of Cost-Inflation
Source: (Ansari, 2023)
Causes of inflation in the United Kingdom are diverse, comprising demand-pull, cost-push and structural factors. Demand-pull inflation occurs when aggregate demand exceeds the economy's productive capacity, and cost-push inflation occurs due to a rise in the cost of inputs, wages, energy, or the prices of imported goods (Sharma and Sinha, 2025). The new events, such as supply chain disruptions and the energy price shock provoked by geopolitical tensions, have intensified inflationary pressures (Asadollah, et al., 2024). Additionally, we can see currency devaluation, as seen with sterling volatility after Brexit, which increases the cost of imports and consequently contributes to domestic price levels. The BoE's interest-rate changes are the primary weapon in the fight against inflation: an increase in interest rates will restrain borrowing, slow consumption and investment, and eventually slow the rise in prices. On the other hand, low rates encourage borrowing and consumption, though this is at the expense of stoking inflation. 
Several moderating variables such as investor sentiment, exchange rate movements, fiscal policy, corporate earnings, sectoral differences, or global economic conditions determine the relationship between changes in inflation and interest rates and stock-market performance. Corporate earnings projections are among the major factors: an increase in inflation may reduce consumer buying power, weakening demand and firm revenues. Areas that are highly dependent on discretionary spending, like retail, are sensitive. On the other hand, commodity-intensive industries can benefit from higher prices. Rises in interest rates have adverse effects, including higher borrowing costs for firms, reduced capital spending, and lower valuations due to higher discount rates applied to future cash flows (Ahmed, et al., 2023). Economic trends, exchange rate fluctuations, and market expectations are other factors that affect valuations, particularly for multinational UK companies whose profits are affected by demand and changes in overseas markets and currencies.
The combined effect of inflation and interest rates on the equity market can be identified in both the positive and negative aspects. On the positive side, moderate inflation can also signal strong economic performance and rising corporate revenues, thereby supporting equity prices (Akarsu and Aktung, 2025). Some sectors, especially energy, consumer goods, and materials, tend to pass a larger share of expenses to end users while maintaining profit margins. Moreover, the improved rates also help financial institutions, such as banks, increase their net interest margins as it allows banks to charge on loans more even though deposits costs are rising that widens the gap to for their net interest. The opposite is true: during steep inflation or aggressive rate tightening, the negative ramifications dominate. High inflation reduces real returns, decreases disposable income, increases operational costs, and reduces consumer confidence, all of which lower market performance. 
The involvement of different stakeholders, mostly the BoE, government policymakers, and corporate managers, should play a central role in shaping the results. Whether the BoE increases or reduces interest rates or engages in quantitative tightening has a direct impact on the inflationary process and market liquidity (Shchapov, 2024). Fiscal policy can play up or down with monetary policy; for example, using borrowed funds to finance spending programmes can boost demand and increase inflation, making rate policy more difficult. Companies adjust their strategies by reshaping costs, updating projections, and hedging against interest-rate or price risks. Investors even react to changing market signals, thereby affecting equity demand and prices through their investment choices.
Nevertheless, despite all the theoretically foreseeable interrelationships, many challenges obscure the empirical relationships among inflation, interest rates, and the performance of the stock market. Reactions in the market are usually driven by expectations rather than actual policy changes, which creates volatility. The global shocks, such as pandemics or geopolitical conflicts, increase the inflationary pressure that cannot be regulated internally and the ineffectiveness of policies (Desalegn, et al., 2022). Unequal sectoral reactions also create unequal index performance, with some industries benefiting and others experiencing losses. In addition, the delay in relaying interest-rate changes makes it difficult to plan policy and investment decisions. 
[bookmark: _Toc220875007]1.2 Problem Statement
Constant changes in inflation and interest rates in the United Kingdom raise uncertainty about the performance of the stock market, hence investment decisions, corporate planning, and economic stability (Koroma and Bein, 2024). Although past research has recognised the role of inflation and monetary policy in equity markets, most of the evidence is global or US-centric, with little analysis of the UK and no consideration of current shocks such as Brexit, the COVID-19 pandemic, and the ensuing monetary tightening. Moreover, the literature currently tends to separate inflation and interest rates rather than examine their joint impact on sectoral performance and investor behaviour. This paper fills these gaps by examining the combined effects of inflation and interest-rate fluctuations on the performance of the UK stock market, providing new context-specific insights that help investors, policymakers, and companies make more informed decisions in a less stable macroeconomic environment.
[bookmark: _Toc220875008]1.3 Aims and Objectives
Aim 
To examine the effects of inflation and interest-rate variations on the performance of UK stock markets, in a way that aids informed decision-making in investment, policy-making, and financial risk management.
Objectives
1. To analyse how inflation and interest-rate policies affect the behaviour of the stock market in the UK.
2. To establish the significant economic and market variables determining the relationship between inflation, interest rates and equity performance.
3. To determine the effects, both negative and positive, that inflation and changes in interest rates have on various market segments.
4. To analyse the key issues that investors, firms and policymakers have encountered in their attempt to address these macroeconomic changes.
[bookmark: _Toc220875009]1.4 Research Questions
1. What is the joint impact of inflation and changes in interest rates on the performance of the stock market in the UK?  
2. What are the issues and industry variations posed in the UK stock exchange due to inflation and interest rate changes?
[bookmark: _Toc220875010]1.5 Study Rationale
Understanding the effects of inflationary forces and interest rate movements on the performance of the UK equity market is of utmost importance in the current highly volatile macroeconomic environment. Over the past few years, sharp macroeconomic turbulence has been observed in the United Kingdom, characterised by uncertainties arising from Brexit, inflationary pressures from the COVID-19 pandemic, and a series of aggressive monetary tightening responses by the Bank of England (Hariprasad and Mare, 2024). These have significantly changed investor sentiment, altered the nature of capital distribution, and had disproportionate impacts across industries. However, research on the issue remains limited, with few integrated studies that can critically examine the concomitant effects of inflation and interest-rate changes in the UK. The findings provide policymakers with a sound body of evidence to develop effective monetary policies, and investors and corporate bodies with sound advice to mitigate risk and maximise returns.  
[bookmark: _Toc220875011]1.6 Study Significance
The study is of considerable academic and practical importance because it provides modern, UK-specific evidence on the combined impact of inflationary trends and interest-rate fluctuations on equity market performance. In this field, the literature is currently very thin. A subtle understanding of these interrelations is essential to making informed financial decisions in an age marked by the ambiguity of post-Brexit developments, the build-up of inflation expectations, and the tendency of monetary policy to oscillate. The study provides investors with a framework for risk assessment, strategic asset allocation, and proactive action in response to market volatility. For corporate players, the results facilitate more prudent financial planning, cost-control policies, and optimal capital-structure decisions. Regulatory agencies and policymakers benefit from understanding concepts that explain how monetary interventions shape market behaviour and enhance macroeconomic stability. Taken together, the research provides empirical evidence to improve economic forecasting, strengthen market resilience, and guide stakeholders, especially in navigating changing macro-financial environments.  
[bookmark: _Toc220875012]1.7 Study Structure
· Introduction- provides background, problem statement, rationale, aims and objectives.  
· Literature Review- Reviews the academic theory and empirical research on inflation, interest rates, and the performance of the stock market.  
· Methodology- describes the research design, data sources, variables, and analysis.  
· Data Analysis- A review of empirical findings and interpretation of the impact of inflation and interest rates on UK stock markets.  
· Discussion- Relates the findings to prior work and highlights implications.  
· Conclusion and Recommendations - Summarises the significant findings and provides practical recommendations.  
[bookmark: _Toc220875013]Chapter 2: Literature Review
[bookmark: _Toc220875014]2.1 Introduction
The review of literature has considered the relationship that exists between inflation and variations in interest rates on the financial markets, behaviour of investors, performance of firms, and the reaction of policymakers. It combines both the theoretical viewpoint and the empirical viewpoint to emphasise the complex and interrelated impacts of these macroeconomic variables in different sections of the market. The review is a critical evaluation of the existing literature, identification of major issues affecting the players in the market, as well as gaps in the current knowledge. This base justifies an overall study of the macroeconomic volatility and its impacts on the UK financial climate. 
[bookmark: _Toc220875015]2.2 How inflation and interest-rate policies affect the behaviour of the stock market in the UK
[bookmark: _Toc220875016]2.2.1 The Relationship Between Inflation and Behaviour of UK Stock Market
The connection that exists between the two variables of inflation and the stock market in the UK has received extensive research; majority of the researchers posit that the inflation element has a destabilising effect on the equity markets. Earlier theory like Fisher Effect has postulated that nominal stock returns ought to respond positively to anticipated inflation (Marsella, 2025). However, empirical evidence of the UK tends to go against this forecast. A number of researchers suggest that inflation has the effects of diminishing future cash flows, lowering real returns, and raising uncertainty, which ultimately strains equity prices downwards. In their efforts, Zhang, (2021), came up with the proxy hypothesis where inflation was proposed to have negative relationship with the stock returns on the basis that inflation and real economic activity are largely correlated; as inflation is high economic activity decreases, corporate profitability declines. This is endorsed by UK based empirical research studies which reported a negative relationship between inflation and the returns of the FTSE-listed companies during the high and unforeseen inflationary periods. 
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Figure 2: United Kingdom Stock Market Index (GB 100)
Source: (Trading Economics, 2026)
Literature that is more current makes the distinction between anticipated and unanticipated inflation. Inflation is normally integrated in the prices of the market and unexpected inflation will have increased volatility and risk. Nabarro, (2022), proved that in the UK (with surprising inflation shocks) major market corrections happen and with high-risk premiums and immediate sell-offs as investors recalibrate their valuations. Similarly, Forbes, et al., (2022), state that inflation surprises do not auger well with the investor confidence and this will cause flight of capital to the inflation-proof investments like bonds and commodities.
The critical literature however cautions that the effect of inflation is not all negative. Sectoral based studies have found that firms that have stronger purchasing power gains like consumer goods, energy or utilities can be profitable even when the inflation strains take place. As an illustration, Taheri Hosseinkhani, (2025), observe that UK businesses with the ability of implementing cost-pass-through are also capable of achieving success in inflationary market-based economies. This implies inflation is a heterogeneous effect on firms that is contingent on their characteristics, economic organisation, and market expectations.
The other important point of view is in the case of inflation-hedging behaviour. Although the case presented by traditional finance is that equities can be used as a long-term hedge against inflation, evidence in the UK has been split. Fehrle, (2023), contend that equities do not hedge inflation in short-run because of the inflexibility in prices and wage changes. On the other hand, there is a slight inflation hedging in FTSE 100 in long term research, however, only when inflation is steady, and predictable. Therefore, the literature would propose that, UK stock market is not only sensitive to inflation levels, but also sensitive to the volatility as well as the uncertainty on inflation expectations.
[bookmark: _Toc220875017]2.2.2 Policies of interest rates, transmission of money, and the dynamics of the UK Stock market
The interest-rate policy that is mainly prescribed by the Bank of England (BoE) is a core element of the monetary policy and contributes a great deal to the UK stock market. According to the traditional theory asset pricing, there should be the inverse relationship between the increase in interest rate and decrease in the cost of capital and increment in discount rates and lowering of the value of future cash flow which lowers the price of stocks (Goncalves, et al., 2022). Empirical literature justifies this perspective, indicating that the UK rate hikes normally cause temporary falls in FTSE indices, especially in any of these rate sensitive sectors of the economy as real estate, banking, and consumer discretionary (Allen & McAleer, 2021).
Particularly, but crucially, the effects of interest rates are complex and they can easily be based on the monetary policy transmission mechanism. The policy rate by the BoE influences the stock market because it influences the wrong costs of borrowing, credit facilities, investment anticipations, and the foreign exchange rates. Unexpected monetary tightening in the UK, as White, (2021), had discovered, creates very bad returns on the equity because the discount rates and the activity in the economy are also extremely high. However, the existence of predictable changes in the rates are likely to cause a subdued impact, which means that the market modulates its expectations ahead of the inflation projections and GDP statistics as well as BoE communication.
Some of these researchers claim that interest-rate policy affects investor sentiments, especially in the times of uncertainty in the economy. Sentiment decreases when the rates increase since investors fear a slower economic growth. In comparison, reduction of the rates would increase optimism in the market by reducing the cost of financing and bolstering investment in corporate levels. The review however points out that sentiment effects may enhance market volatility. Rashad, et al., (2022), reveal that in the period of the quantitative easing (QE) of the UK, non-conventional monetary policy created atypically elevated response of assets prices because the investors responded to the signal effects in contrast to inherent modifications.
One important challenge with traditional interest-rate literature is that they assume that the effects of changes in rates will be constant. As a matter of fact, there is no uniform response of the various industries because there exist variations in leverage, capital intensity, and dependency on consumer credit. Indicatively, according to Naidoo, et al., (2025), interest-rate shocks, when compared to large-cap stocks, negatively affect the small-cap and growth stocks more, since they are more sensitive to borrowing. The other theme that is emerging is the relationship between inflation and interest-rate policy. There are studies developing the argument that rate change effects are determined by the more encompassing inflation environment. Interest-rate increases in conditions of high inflation can stabilise the market, by sending a signal of discipline on the part of monetary authorities or, conversely, raise the cost of borrowing, hence favouring the poor who save above the interest rate. Conversely, as per Nabarro, (2022), when the inflation is low such increases could initiate sell-offs owing to concerns of decline in the economy. This implies that the effects of interest-rates can never be studied separately of inflation effects.
[bookmark: _Toc220875018]2.3 Significant economic and market variables determining the relationship between inflation, interest rates and equity performance
[bookmark: _Toc220875019]2.3.1 Macroeconomic Variables that Influence the Dynamic of Inflation-Interest rate-Equity Relationship
The correlation between inflation, interest rates to the performance of equities is not linear; in fact, it is mediated by a number of macro economical variables, which influence market responses and investor expectations. Economic growth is considered to be one of the most urgent variables, as it is usually measured with the help of GDP. Girdzijauskas, et al., (2022), states that inflation does not have any positive relationship with the real economic activity and the reduction in the output has an impact on corporate profits and consequently on stock returns. The increasing inflation in UK often indicates worsening of real disposable income thus decreasing the consumer demand and lowering the earnings, especially in consumption-based sectors of economy like retail and financial services. Surveys indicate that in times of low GDP growth and high inflation, the negative influence on equity will be stronger in case of simultaneous demand decreasing and growing costs of production.
The exchange rate movement is another important variable as far as the internationally integrated UK economy is concerned. Inflation differentials also affect the exchange rates which also affect the competitiveness of the UK firms. The high domestic inflation may also cause depreciation of the pound and increase the prices of imports and also decrease the profit margins among companies dealing with foreign inputs. Xiuzhen, et al., (2022), believe that exchange rate volatility impacts the uncertainty in equity market in that both the earnings and valuation model is influenced. Accordingly, the mediating importance of inflation and stock returns is based on the exchange rates.
The inflation-equity relationship is also affected by labour market conditions especially the wage inflation. When the rise of wages is higher than the productivity, margin compression of firms occurs. Bank of England (BoE), in most cases reacts to inflation caused by wages by increasing interest rates, which has increased the cost of borrowing funds at the expense of increasing profitability. Basdekis, et al., (2023) emphasise that monetary tightening has a higher impact on the equity performance of high labour intensity firms in the UK because it affects their performance more than firms that are less labour intensive.
Another variable which influences inflationary effects on equity markets is the fiscal environment like the government expenditure and taxation. Negative inflationary demands on stock returns are countered using expansionary policy and boost demand. On the other hand, Karahan & Bayir, (2022), contractionary policies can enhance negative impacts of inflation through decreasing liquidity and investments. Empirical UK findings indicate that the sale of market adds to the reduction in stocks during the inflationary years and especially when based on economic bailout, small-cap companies are regarded as more vulnerable.
[bookmark: _Toc220875020]2.3.2 Market Variables that affect the Passage of Inflation and Interest Rates in the Equity Performance
In addition to macroeconomic fundamentals, a number of market-specific variables would dictate the way in which inflation and interest-rate repercussions would be converted to equity performance in the UK. One of the key variables is the sensitivity to the sector because the industries will not react in the same way to macroeconomic shocks. Banks and financial institutions usually wield the gain of moderate raise of interest rates since the net interest margins raises and the interest-sensitive markets e.g., real estate, utilities and consumer discretionary are the losers (Casta & Sveda, 2024). On the other hand, business areas that possess high pricing power like consumer goods and energy can either endure or even advantageous inflationary conditions. This heterogeneity highlights that aggregate responses in stock markets may often conceal a lot of heterogeneity in the sector.
Market liquidity is another variable that is of significance and influences the rate and the extent to which equity prices change. When inflation or tightening of the money supply sets in, the liquidity generally seems to be reduced as it becomes costlier to borrow and risk aversions also get affected. Li, et al., (2025) established that low liquidity increased the sensitivities of the UK equity prices to the announcements of interest rates, which increased the volatility. As liquidity evaporates, equity markets are now more responsive to macroeconomic information, which exaggerates upsurge and decline. Another variable that has a great impact on the effects the macroeconomic developments have on stock performance is the investor sentiment. The informational and psychological effects of the inflation and the interest-rate announcements are both known. Pessimism can be triggered by high inflation, even in cases when fundamentals are still relatively strong. In the same, even the increase in interest rates (however, in some circumstances validated by good economics) can lead to sell-offs because of perceived risk (Kuramoto, et al., 2024). This behavioural aspect suggests that market responses are not constant rational but fear, uncertainty, and herd behaviour affect them.
Risk premium also plays a central role when determining equity market responses. Inflation will cause an increase in the returns demanded by investors to offset lower purchasing power and more uncertainty. Increase in risk premiums results in falling equity valuations due to increase in discount rates. According to Yeter, et al., (2023), the mutual impact of inflation and rising risk premiums may lead to excessive differences in stock prices with a growth company with cash flows of long durability.
Besides this, the monetary policy communication is also one of the variables that determine the market behaviour. End & Hong, (2022), demonstrate that honest forward guidance makes the volatility lower due to association of investor expectation and the policy intentions. On the other hand, uncertainty augments when containing ambiguous communication, hence making equity markets that are more susceptible to inflation announcements as well as interests rate decisions. In the UK, there is a substantial impact of the development of the markets based on the macroeconomic signals by the BoE in the sphere of inflation reports of the central bank and monetary policy statements.
[bookmark: _Toc220875021]2.4 Effects, both negative and positive, that inflation and changes in interest rates have on various market segments.
[bookmark: _Toc220875022]2.4.1 Impactions of Inflation on various segments of the market
The impact of inflation in different market segments varies differently and the result is determined by the nature of the sector, the cost structure, pricing power and expectations of the investor. There is extensive empirical literature stating that the impact of inflation on equity markets is predominantly negative since purchasing power is negatively impacted, cost of inputs increases and the level of uncertainty increases. Liu, et al., (2023), states that inflation undermines real economic activity, corporate profitability and stock value suppression. In consumer discretionary industries, such as retail, travel, and hospitality, there is UK evidence that an increase in inflation cuts real incomes, constrained consumer intentions to purchase, and shrinking profit margins. Companies that are highly responsive to consumer demand have increased volatility of their share-price in the occurrence of inflationary periods.
Other industries that are adversely impacted by inflation are those that are reliant on imported products (manufacturing, electronics, and automotive industries). The high inflation leads to a depreciating domestic currency which raises the cost of imports and tightens margins causing an intense competition pressure. Elliott, et al., (2024), note that UK companies that depend on imported raw materials were affected more in inflation booms in the 2000s since they had limited costs-pass through capacity. But, according to the critical literature, there are market segments which may have positive effects as a result of inflation. The energy and utilities as well as commodities firms are often well rewarded since the sectors are highly capable of cost-pass-through and long-term contracts, which are inflation-indexed contracts. In these situations, inflation is able to help raise revenue and does not raise costs by a large margin. Correspondingly, firms that enjoy dominant market positions or strong brand loyalties, e.g., large supermarkets, can maintain, or even increase, margins in times of inflation through price increase but without a decrease in demand (Bruckberger, et al., 2023). This is in accordance to the thesis of pricing power whereby monopolistic/oligopolistic firms have a better excusation against the inflationary effect, compared to the competitive sectors. 
[bookmark: _Toc220875023]2.4.2 The Impact of Alterations in Interest Rates among the Market segments
Movements in interest-rates, particularly changes in a policies rate by the central banks, have strong and asymmetric impacts on market segments. Traditional asset-pricing theory states that when the interest rates go up, they raise the discount rate, which diminished the future cash flows and decreased stock prices (Nukala & Prasada, 2021). Nevertheless, these impacts differ significantly among industries by the extent of debt, capital intensity and consumer spending sensitiveness. Increased rates would have the least positive impact on interest-sensitive sectors including real estate, utilities, construction and tele communications. They are sectors that need long-term capital investments which are heavily borrowed. As demonstrated by Miles & Monro, (2021), the equities in real estate are characterised by sharp drops during the time when the interest rates are on the rise because of the cost of mortgage is higher and such housing is less demanded. In a similar move, utilities are also becoming compressed in profits and are forced to cover increasing debt servicing costs; utility companies are usually very leveraged.
There is also the negative input of consumer discretionary sectors. An increase in the interest rates decreases purchasing ability by raising the amount of loan and credit card payments. Studies carried out in UK reveal that those sectors that rely on household credit like automotive, retail and leisure sectors immediately shrink their demand when there is an increment in the rates (Vik, et al., 2023). On the other hand, there are other market segments whose profits are affected positively by increased interest rates in terms of profits. Banks and the insurance companies are also winners of the spreading interest markets because they can impose a higher interest rate on such loans compared to the depositing rates. When the rates are raised it is also a way of attracting investment in interest-bearing financial products which enhances the financial sector balance sheets. According to Heinlein & Lepori, (2022), the increase in stock returns, observed at major banks, in the process of the UK monetary tightening cycles was short-term in nature, as there were enhanced yield spreads.
What is more, raising interest rates would help in strengthening the domestic currency, benefiting the import-heavy sectors because of a decrease in the cost of foreign inputs. The increased pound will reduce the cost of foreign currencies commodities, which burden the manufacturing and wholesale sectors (Khan, 2023). This advantage could however be compensated by less competitiveness in the exportation and so, the balance between appreciation of currency and international demand is seen to be complicated. Alternatively, lower rates will boost the economy because it will be cheaper to borrow. Their positive effects are felt on the industries which rely on credit like house, construction and automobiles due to high consumer spending as well as corporate investment. When rates are reduced it almost always causes a boom in the stock market, especially in the growth and technology sectors as the investors chose to put capital in risky assets where they can get better returns.
The few critical literature however signals the weakness and distortions of the long low-interest environments. Low interest rates can lead to the creation of an asset, especially in residential property, and the investment into hyped up tech stocks, since investors seek a return and underestimation risk. Rajan, (2023) discuss that stimulative rate policy has the potential to generate excessive leverage, putting the markets in a precarious position in case of the rates returning to normal once more. Bond market is also influenced by interest-rate changes in which increase in interest rates weaken the price of bonds and decrease in interest rates strengthens the price of bonds. The segments that feature a significant number of fixed-income are the ones that are highly reliant on the fixed-income, which are the pensions, insurance, and income funds, which are highly affected with valuation difficulties during tightening cycles and were also greatly advantageous during easing cycles.
[bookmark: _Toc220875024]2.5 Key issues that investors, firms and policymakers have encountered in their attempt to address these macroeconomic changes
[bookmark: _Toc220875025]2.5.1 The Problems of Investors and Firms in Reacting to Inflation and Interest-Rates Shocks
Both inflation and the volatility in interest rates pose serious problems to investors and firms, because of the first one adding uncertainty, and making the decision-making process more complicated. The challenge of proper forecasting of inflation is one of the most common problems facing investors. It has always been emphasised in the literature that the expectations of inflation including floated and anchored affect the methods of portfolio, risk evaluation, and allocations of assets. Inflation surprises can affect investors where the unexpected change in prices levels may hurt investors, according to Akarsu & Aktug, (2025) they fail because of the deviation in the valuation models and the elevation of equity risk premium. These kinds of shocks cause rapid changes in portfolios which in many cases bring about short-term volatility and losses.
To companies, inflation is bringing about some volatility in the costs of inputs especially to companies that are reliant on imported goods or commodities. Horobet, et al., (2021), observe that possibility of manufacturers and retail companies in the UK to continuously encounter a lowering margin, owing to increased raw material prices, and exchange-rate swings is present. Most companies do not have effective hedging systems or price control to counter these factors and hence become exposed to profit losses. Moreover, there is a lot of inflation that complicates long term planning, capital budgeting and investment decisions. Once inflation becomes volatile, companies are not willing to make investments, a phenomenon that suppresses the productivity of any economy and lowers economic growth.
Another source of complexity is the changes in interest rates. To investors, an increase in the rate makes stocks less appealing to investments compared to bonds, and significant rebalancing is necessary. The imminent reallocations are however extremely unpredictable because of the uncertain communication of central banks. According to Ioannidis and Kroner, (2023), monetary tightening attracts market overreactions most of the time since investors cannot predict the direction of the policies. Such imbalance creates a greater volatility especially on growth and technology stocks, which are valuation sensitive to changes in the discount rates.
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Figure 3: UK Equity Value
Source: (Jaisinghani and Msika, 2023)
Companies are struggling with the same issues. When interest rates are raised, borrowing costs are high and the cost of capital is high, which decreases the profitability of the debt-based firms. SMEs which form a significant portion of the UK economy are especially impacted on a disproportionate basis since they are bank-financed and have less access to capital markets. Xie, et al., (2023), underline that SMEs have the most difficulties in tightening cycles because there are few financial buffers that cause the decline in investment, freezing of staffs, or even shutdown of businesses.
The other problem is that firms have trouble with pricing in times of inflation. The instability in the wages, energy expenses, and material price surges compel companies to change the prices on a regular basis, and this may prove disastrous in terms of consumer loyalty (Bewley, 2025). Depending on the competitive nature of their market, firms in highly competitive markets: fashion, food retail, and consumer goods offer the price-setting dilemma. Increasing prices assures margin security, whereas price decreases assures demand security. The result of such a trade-off is a strategic tension in the long-term.
[bookmark: _Toc220875026]2.5.2 Government Action Problems: Planning Problems, Lags in Monetary Policy, and Structural Problems
The policymakers especially the central banks and the fiscal bodies have great problems in the formulation of strategies of tackling inflation and fluctuations of interest rates and to ensure the stability of the economy. One of these externalities is the time delay in the transmission mechanisms of money. There is a lag in the transmission effect of changes in policy rates which only materialise after months through credit markets, labour markets and consumer spending pattern. According to Grigoli & Sandri, (2022), such lags are frequently the reason why central banks have difficulties in ratcheting the policy. Consequently, choices can be seen as being either overly assertive or style-less.
Another issue that policy makers experience is conflicting macroeconomic goals. As an illustration, inflation can be decreased by increasing interest rates, but this will also slow down GDP growth, cause more people to lose their jobs, and stifle consumer spending. This trade-off is especially bad in stagflation- inflations of large growth. As shown by Shirakawa, (2021), the Bank of England experienced an unprecedented strain in the crisis of 2008 and the recovery that followed as it had to balance between curbing the inflation rates and ensuring the economy starts going again with the use of unusual methods like quantitative easing (QE). Global interconnectedness is another challenge of concern. In a very systematised financial system, domestic inflation and interest-rate policies cannot be studied separately. 
The external shocks (US Federal Reserve changes in policy or global commodity price, or tensions in the geopolitics) are put under the direct influence on the domestic inflation and financial stability. The UK policymakers need to constantly alter their policies in accordance to the global circumstances and thus they have no capability to control the inflation purely on localised measures. Miranda-Agrippino & Nenova, (2022), believe that such a global effect as spillover of monetary policy undermines the effectiveness of monetary policy in the domestic environment and makes one more susceptible to the external effect.
There are also communication issues that have a considerable influence on the success of policies. The use of forward guidance by central banks to anchor expectations may be misinterpreted and have undue volatility in the market, especially when there is a miscommunication or unclear communication. Odlyzko, (2025) show how poor communication in the Bank of England throughout the rate forming sessions, predominantly resulted in overblown market responses and destroyed the effectiveness of the policy. Structural rigidities of the economy also pose their own problems to policymakers. The constraints of the labour market, lack of productivity and disruptions of the supply chain can inhibit the impact of changes in the rate in controlling inflation. To illustrate, an increase in rates will not limit an inflation prompted by supply imbalances like energy crises or logistical crisis around the world. These misfits will lead to the use of blunt policy tools in relation to delicate economic issues.
[bookmark: _Toc220875027]2.6 Research Gap
The current literature is rich in details on the personal implications of inflation, interest rate developments, and macroeconomic volatility on financial markets, but there is still a major gap in comprehending how investors, firms and policy makers when faced with such problems can collectively experience and react to such challenges. The majority of literature concentrates on individual aspects, i.e. investor behaviour, firm performance or policy effectiveness, without considering how all three parties were affected by macroeconomic buffets at a time. Also, study tends to collect market impacts in general and does not examine industry-specific weaknesses or reactionary mechanisms in varied industries. Little analysis is also done as to how global spillovers, failures in communication, and structural rigidities influences the core capabilities in dealing with inflation and interest-rate shocks. These gaps are addressed in this study, which offers a multi-actor analysis.
[bookmark: _Toc220875028]2.7 Research Summary
The general literature study evidences that the effects of inflation and changes in interest rates are multidimensional and have complicated consequences on financial markets, investor decision making, firm performance and effectiveness of policies. Although the directional effect of these macroeconomic variables can be explained through traditional theories, the results of the empirical research indicate a considerable variation in the directional effect of these variables within sectors, time, and economic conditions. Investors are more uncertain and valuations are more difficult, firms are more likely to have issues with cost pressures and financial pressure, and policymakers are between inflation control and stability of growth at transmission lags and global spillovers. Existing limitations also include the fragmented analysis and lack of integration among market actors, as it is mentioned in the reviewed literature. After all, the evidence supports the idea that a more holistic and coordinated method towards the perception and response towards macroeconomic volatility is necessary. This research makes its contribution to bridging the research gap by synthesising these mutually related dynamics.


[bookmark: _Toc220875029]Chapter 3: Research Methodology
[bookmark: _Toc220875030]3.1 Introduction to Research Methodology
Research methodology offers a methodical outline that informs the manner in which a study will be designed, performed and analysed in a reactions to its research aims in a believable and academically sound way. In this research, where the researcher will analyze how inflation and changes of interest rates affect the performance of the UK stock market, one will require a structured approach owing to the dynamic, complex, and policy-driven character of relationships among macroeconomic and financial variables. Stock markets are not affected by inflation and interest rates in a vacuum, but the effects are mediated by investor expectations, signals of the monetary policy, sensitivity in the sector, and the overall state of the economy. Hence, it is essential to pick out a suitable methodological approach in order to measure these multidimensional interactions.
[bookmark: _Toc220875031]3.2 Research Design: Overview Using Saunders’ Research Onion 
The research design is a general approach that incorporates various methodological elements to make sure that the research questions are answered in a logical and consistent way (Ghazinoory, et al., 2025). In order to organize this research in a systematic way, the Research Onion by Saunders is taken as the outline. The research onion is a popular methodological framework that defines the concept of research design as a complex of interconnected layers that have each other starting with philosophical assumptions and then approach, strategy, time horizon, and data collection methods (Melnikovas, 2018). Such a stratification allows for transparency and consistency in methods to be applied in the research.

Figure 4: Saunders' Research Onion
Source: (Self-Created)
The research philosophy is the most distant segment of the research onion, and it establishes the assumptions regarding the knowledge and reality, on which the study is based. Such studies are based on the interpretivism approach, which assumes that economic and financial phenomena, including stock markets responses to changes in inflation and interest rates, are influenced by human interpretation, expectations, and contextual influences as opposed to objective laws. The second layer is the research method, in which inductive approach is followed (Melnikovas, 2018). As opposed to testing the established hypotheses, the research develops understanding and insights based on patterns found in literature and existing policy data, which is correct in the current macroeconomic environment in the UK that is changing.
The study design is a qualitative mono-method study design. The decision is in line with the focus of the study on interpretation, synthesis, and critical analysis of secondary sources and not numerical modelling (Vivek and Nanthagopan, 2021). The study methodology used is a systematized literature review and documentary analysis of scholarly works, central bank publications and publications of financial markets. Through these strategies, it is possible to analyze the previous trends, policy choices and sectoral reaction in the UK stock market.
The study has a cross-sectional view with historical contextualisation in the time horizon in that it employs evidence in more than one time period to capture changes before and after significant economic events like Brexit and the COVID-19 pandemic. Lastly, the techniques and procedures level entails the process of secondary data collection and thematic analysis that allows identifying the recurring themes which refer to inflation, interest rate transmission, investor behaviour, and market performance (Ansari, et al., 2026).
[bookmark: _Toc220875032]3.3 Research Philosophy: Interpretivism 
Research philosophy can be defined as the beliefs and assumptions regarding the knowledge creation process and the understanding of reality of a study. The philosophy followed in this research is interpretivist, that is, the approach that focuses on interpreting the meanings, perceptions, and contextual influences through making sense of social and economic phenomena instead of objectively measuring them. Interpretivism presupposes that reality is a socially constructed one and that human behaviour, expectations, and interpretations take a centre-stage in determining the outcomes observable (Pervin and Mokhtar, 2022).
Interpretivism is specifically suitable in the research on the inflation, interest rates and the performance of the stock market in the UK. Stock markets are not programmed in such a way that they respond to changes in macroeconomic variables, but rather to the interpretation of inflation by investors, future expectations of actions of the monetary policy, and expectations of the future economic situation (Khan, et al., 2024). On one hand, a rise in interest rate can be interpreted as an economic indicator of economic health or as an indicator of economic health as a threat to borrowing, and national growth depending on the mood in the market. Such subtle interpretations cannot be assumed and predictable and can only be investigated by an interpretivist philosophy in which the researcher does not necessarily know how to respond.
Conversely, a positivist philosophy which is often the synonym of quantitative financial modelling is concerned with objective reality and statistical regularities (Su, 2018). Though these methods are useful in the measurement of correlations, they can fail to capture the behavioural, institutional and contextual aspects, which are important in the study of market dynamics. Since this research is based on secondary qualitative data, such as scholarly exegeses, policy reports, and market surveys, interpretation is a better philosophical premise to adopt.
In addition, interpretivism conforms to the purpose of the study, which is synthesising the existing literature to be able to comprehend the impact of inflationary pressures and interest rates changes on the behaviour of the stock market within the sector and time span in the UK. It allows critically comparing divergent opinions in the literature, identifying conflicting empirical results, and decoding policy stories released by institutions, including the Bank of England (Pervin and Mokhtar, 2022). Taking an interpretivist position, the research recognizes the fact that financial markets are influenced by economic fundamentals as well as human judgement and therefore the philosophy is very pertinent to the research.
[bookmark: _Toc220875033]3.4 Research Approach: Inductive Approach 
The research method defines the way how theory is created or checked in a research and defines the logical course of the research process. This paper takes an inductive research methodology, which consists of constructing an understanding and making conclusions based on the patterns of the available information instead of testing the previously developed hypotheses. An inductive research usually starts with observations and moves towards more generalisations or conceptual understandings (Okoli, 2023).
Inductive approach is especially appropriate in this research since the phenomena of inflation, interest rates, and stock market performance in the UK are complicated, dynamic, and situational (Famubode and Ali, 2024). The available literature shows to be contradictory and at times mixed in terms of the impact of inflation and changes in interest rates on equity markets depending on the time period, economic climate, as well as industry. Instead of applying strict theoretical framework, this study aims at synthesising and interpreting patterns that emerge as a result of previous empirical researches, policy reports and market studies to build a refined picture of these connections.
In addition, the macroeconomic environment in the UK has experienced many structural shifts during the recent years with the uncertainty in the context of Brexit, the COVID-19 pandemic, and severe monetary tightening by the Bank of England (Gupta, et al., 2023). These changes have changed the conventional transmission methods of inflation and interest rates and theory-building has become more befitting than hypothesis testing. This is because an inductive approach will enable the research to be flexible and responsive to these changing conditions to come across insights that will occur naturally as part of the reviewed evidence.
The qualitative nature of the study fits in the inductive approach, as well (Yuwono and Rachmawati, 2023). Through secondary sources like scholarly publications, central bank publications, and financial market publications, the researcher is able to determine the recurring themes of the investor sentiment, policy credibility, and costs of lending and sensitivity of the sector. It is based on these themes that a consistent explanation of the manner in which inflation and interest rate fluctuations determine the behaviour of the UK stock market is built.
[bookmark: _Toc220875034]3.5 Research Method: Qualitative Research Method 
The research method is defined as the particular methods employed to gather and analyse data to answer the research questions. The research design of this project is the qualitative research approach providing a focus on non-numerical data meaning interpretation, patterns, and relationships. Qualitative studies are especially useful when the task is to have a deep insight into the complex phenomena and not to quantify the relationships based on statistical methods (Ahmad, et al., 2019). A qualitative approach would be applicable in this study since inflation and interest rate changes affect the performance of the stock market in various ways, such as investor expectation, policy signalling, behavioural reaction and industry specific features (Wankhade, 2025). These processes cannot be exhaustively described by means of numerical indicators. Qualitative analysis, instead, can be used to study the manner in which market participants and institutions perceive the macroeconomic signals as well as the way in which this perception is incorporated into the behaviour of the stock markets over time.
This research does not seek to predict the returns on stocks or estimate the causal coefficients as is the case with quantitative studies, which strongly depend on econometric models. Instead, it attempts to explain and generalise available knowledge on the academic literature, central bank communications and financial market analysis to know more about wider implication of inflation and monetary policy modifications in the context of the UK. The qualitative approach allows the assimilation of various opinions, such as theoretical assumptions, empirical data, and policy opinions (Yuwono and Rachmawati, 2023). Also, qualitative research will enable me to explore differences in stock market responses depending on the sector, and this is one of the main aims of this research. The various industries respond to the changes in inflation and interest rates in different ways based on their cost base, buyer power and external financing needs. Qualitative approach enables such differences to be addressed in further detail which is more informative than statistical analysis in which numbers are aggregated (Yuwono and Rachmawati, 2023).
[bookmark: _Toc220875035]3.6 Data Collection Method: Secondary Data Collection
[bookmark: _Toc220875036]3.6.1 Chosen Data Method
Secondary data is information that is already gathered, examined, and published by other scholars or organisations to use in a different research than the one being conducted (Olabode, et al., 2019). In scholarly studies, the secondary data often refers to peer-reviewed journal articles or policy reports and official publications by established institutions. The case study is based on secondary data only because the topic of the research is macroeconomic and was conducted to analyze the issue of inflation and movements in interest rates in the UK and the performance of the stock market in the country. This type of macro-financial relationships need historical data, policy based data as well as the large scale evidence that cannot be effectively produced using primary data collection techniques like surveys or interviews.
[bookmark: _Toc220875037]3.6.2 Sources of Data
Peer-reviewed academic papers were located in reliable scholarly databases, such as Google Scholar, Scopus, ScienceDirect, JSTOR, and SSRN (Levine-Clark and Gil, 2021). These databases were chosen because they cover extensive research work of a high standard in the field of economics, finance and monetary policy. Official and publicly available publications of the Bank of England, the Office for National Statistics (ONS), the International monetary fund (IMF), and the Organisation for Economic Co-operation and Development (OECD) were searched to find policy-oriented and macroeconomic evidence. The choice of these institutions was due to their authority and credibility, general relevance of these institutions to the UK inflation, interest rate policy, and financial markets.
[bookmark: _Toc220875038]3.6.3 Systematic Literature Review Strategy
Systematic Literature Review (SLR) methodology was used to guarantee transparency, rigour, and replicability of the data collection procedure (Rogge, et al., 2024). The review was presented in line with PRISMA (Preferred Reporting Items to Systematic Reviews and Meta-Analyses) framework, according to which the selection process is organized into four stages: identification, screening, eligibility, and inclusion.
Predefined keywords including the following were used in the search strategy; UK inflation, changes in interest rates, monetary policy, stock market performance, and FTSE index, and effects of monetary policy transmission. The search results were refined using the Boolean operators (AND/OR). The review was restricted to studies that were published after 2018, to make sure that they were relevant to the current macroeconomic developments, such as the uncertainty about Brexit, the COVID-19 pandemic, and the recent cycles of monetary tightening in the UK.
[bookmark: _Toc220875039]3.6.4 Identification, Screening, and Selection of Studies (PRISMA Process)
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Figure 5: PRISMA Process 
Source: (Self-Created)
At the identification phase, the preliminary search in the database retrieved 146 academic records. Once 31 duplicate articles were eliminated, 115 unique studies were left. During the screening phase, titles and abstracts were checked to determine their relevance to the topic of research. Only research literature that included the UK, inflation, interest rates, and the stock market performance was included (Alzoubi, 2022). At this point, 85 articles were eliminated because of their irrelevance or improper area of focus, and 30 articles were taken to full-text analysis.
The full contents of these 30 articles were analyzed during the eligibility procedure and 20 articles were rejected because of the lack of methodological rigour or excessive coverage of non-equity markets, obsolete data or the absence of explicit connection with the UK stock market. Therefore, 10 academic articles peer-reviewed were included in the final systematic review.
[bookmark: _Toc220875040]3.6.5 Inclusion and Exclusion Criteria
Clear inclusion and exclusion criteria were applied to ensure consistency and quality.
Studies were included if they:
· Focused on the UK economy or UK stock market
· Examined inflation, interest rates, or monetary policy effects
· Were peer-reviewed academic articles or official institutional reports
· Provided empirical, analytical, or policy-relevant insights
Studies were excluded if they:
· Focused solely on non-UK markets without comparative relevance
· Were opinion-based, non-academic, or non-peer-reviewed
· Lacked methodological transparency
· Used outdated data with limited relevance to current UK conditions
Secondary data is suitable in this study because it has macroeconomic levels of inflation investigation and interest rates analysis that demand long term and system-wide evidence. A primary data collection would not result in significant information about the way monetary policy changes would be received by the national stock markets (Bernanke, 2020). The 10 academic articles chosen provide a balance between analytical and methodological viability, which is appropriate in accordance with the qualitative and interpretivist research design of the study. Moreover, secondary data usage reduces the level of ethical issues, transparency, and promotes a sound thematic analysis of the way inflation and interest rate changes affect the performance of the stock market in the UK.
[bookmark: _Toc220875041]3.7 Data Analysis Method: Thematic Analysis 
The process of analysis of the collected data in order to distinguish patterns, meanings, and relationships, which can be used in accordance with the research goals, is called data analysis (Mezmir, 2020). Due to the qualitative and secondary characteristics of the current research, thematic analysis is chosen as the data analysis tool. Thematic analysis is a qualitative analysis tool that has been applied to identify, analyse, and interpret common themes or patterns in textual data (Naeem, et al., 2023). It comes in handy especially in the synthesis of results of varied sources and the formulation of consistent interpretations of different studies.
The thematic analysis is also appropriate to this study because it will enable the combination of academic literature, policy reports, and financial market analysis on the UK inflation, changes in the interest rate, and stock market performance. Instead of numerical estimation, thematic analysis helps to gain a detailed insight into the effects of such macroeconomic variables on market behaviour due to policy transmission mechanisms, investor sentiment and sectoral developments (Gupta and Sharma, 2022).
The analysis of the themes used in this study is systematic. The initial phase is familiarisation with the data during which it is proposed to read the selected articles, reports, and documents repeatedly to understand the content in general (Gupta and Sharma, 2022). The second phase is initial coding where major ideas and concepts, including the inflation shocks, interest rate transmission, cost of borrowing, investor expectation, and sensitivity in the sector are marked and labeled. These codes are then clustered into wider themes in the third step, including the effect of inflation on corporate profits, the importance of monetary policy signalling, dissimilar responses of sectors and the difficulties of the investors and policymakers.
The fourth step entails discussion and rehearsal of themes in order to enable continuity, clarity, and progression to the research questions. Lastly, the themes are then interpreted and synthesised in discussing the effects of inflation and interest rate variation on the performance of the stock market in UK. Such thematic methodology enables the research to make useful conclusions based on the available evidence and to signify common trends and points of difference in the literature (Gupta and Sharma, 2022).
[bookmark: _Toc220875042]3.8 Ethical Considerations
Academic research involves ethical considerations as a necessary part of the research, that is, it is important that the studies are carried out in a responsible, transparent, and ethical manner (Kishan and Gupta, 2024). The study belongs to the category of ethically low-risk since it will use the sole secondary data sources, which will be publicly accessible and dependable. No primary data is involved, and there are no human subjects of the research.
Avoidance of plagiarism is one of the major ethical considerations of this study. The sources that were utilized in the study are credited as well and cited in accordance with the proper academic referencing criteria. Caution is observed to make sure that ideas, findings and interpretations generated using available literature are recorded and not misappropriated. This ensures the integrity of the academics and preserves intellectual property rights.
The other relevant ethical issue is associated with the credibility and transparency of data (Thiruma Valavan, 2023). The academic articles, the official publications, and reports of the recognised institutions like the Bank of England and the Office of National Statistics are used as only peer-reviewed academic articles. This minimizes chances of misinformation and makes the conclusions to be made on valid and verifiable facts. Furthermore, the researcher does not engage in selectivity when reporting as she critically evaluates research studies that contradict the results.
The use of no personal, confidential, and sensitive data means that the problem of informed consent, anonymity, and data protection are irrelevant (Kishan and Gupta, 2024). The study, however, follows the ethical principles of institutions in conducting secondary research, such as data responsible management, and the honesty in reporting the results. These ethical principles will make the research credible, trustworthy, and in line with acceptable standards of academic practice.
[bookmark: _Toc220875043]3.9 Reliability, Validity, and Research Limitations 
The key elements of evaluating the quality and reliability of research results are reliability and validity (Haq, et al., 2023). Reliability is used to indicate the consistency and repeatability of the research process and validity is used to discuss how well the study answers its research questions and objectives. The reliability that is applied in this study is the systematic and transparent method of collecting data. The sample of secondary sources is selected according to well-explained inclusion and exclusion criteria, and the information is accessed in the well-known academic databases and authoritative institutions (Olabode, et al., 2019). This helps in uniformity in kind and quality of data utilized and enables other researchers to reproduce the study with the aid of related sources and processes.
The high correspondence between the research goals, methodology decisions, and analysis approaches allows validity. The purpose of the study that is supposed to determine the effect of inflation, and changes in interest rates on the performance of the stock market in the UK is very much related to the interpretivist philosophy, inductive approach, qualitative approach and thematic analysis. The critical comparison of findings through various sources ensures that the interpretations do not have any basis and represent the larger literature (Gupta and Sharma, 2022). Although these strengths are present, the study has some weaknesses. To start with is the fact that by using secondary data, the study is limited to the scope, quality and availability of the available studies. Second, there is no primary data or economic modelling that could be used to test the causal relations statistically. Third, there exists the possibility of having publication bias since studies that contain substantial or new findings would be more likely to be published.


[bookmark: _Toc220875044]Chapter 4: Data Analysis and Findings
[bookmark: _Toc220875045]4.1 Introduction 
This chapter reveals the data analysis and study results that were obtained after the systematic review of ten peer-reviewed scholarly works that explored the correlation between inflation, changes in interest rates, and the performance in the stock market with the specific UK context in mind. Since this study has qualitative and interpretivist orientation, the analysis is based on thematic synthesis approach, and not statistical aggregation. Each study derives key findings which are used to establish recurring patterns, mechanisms and difficulties with respect to monetary policy transmission and inflation dynamics in equity markets. The chapter starts with a methodological, core findings, and analytically relevant keywords data extraction table. These keywords will be used to create further themes, and the findings will be directly related to the goals of the study in terms of roles, influencing factors, impacts, and challenges in the UK stock market.
[bookmark: _Toc220875046]4.2 Data Extraction Table 
	Citation
	Methodology 
	Key Findings & Relevance 
	Extracted Keywords 

	Ma (2024)
	OLS with Newey–West errors (FTSE 100, 2018–2023).
	CPI inflation has limited direct effect on stocks; labour market conditions and exchange rates drive equity response.
	Labour market conditions; exchange rate effects; indirect inflation transmission

	Zhang (2025)
	VAR, Granger causality, impulse response (1990–2025).
	Interest rate shocks reduce stock returns through higher discount rates; inflation persistence affects valuation.
	Discount rate channel; interest rate shocks; inflation persistence

	Christober (2025)
	Structural VAR (UK results).
	UK equities respond strongly to policy tightening due to forward-looking expectations and institutional credibility.
	Policy credibility; forward-looking expectations; monetary tightening

	Li et al. (2025)
	Wavelet time–frequency analysis.
	Inflation becomes the dominant driver of stock volatility during crisis periods, especially post-COVID.
	Inflation-driven volatility; crisis periods; structural regime shifts

	Braun et al. (2024)
	High-frequency event study (UKMPD).
	Bank Rate and QE announcements cause immediate equity price adjustments.
	Monetary policy announcements; signalling effects; immediate market reaction

	Kaminska et al. (2020)
	High-frequency yield decomposition.
	Stock market response depends on expected interest rates and term premia, not only actual rate changes.
	Expectations channel; term premia effects; financial market pricing

	Miranda-Agrippino & Nenova (2022)
	High-frequency identification of policy shocks.
	Monetary tightening increases risk aversion and leads to equity market declines.
	Risk-taking channel; investor risk aversion; tightening shocks

	Barria & Pinter (2023)
	Transaction-level inflation pricing analysis.
	Inflation mispricing distorts expectations and increases valuation uncertainty in equity markets.
	Inflation expectation mispricing; valuation uncertainty; information inefficiency

	Chiang (2023)
	APARCH volatility modelling.
	Inflation expectations raise stock market volatility and negatively affect returns.
	Inflation uncertainty; volatility transmission; return instability

	Neifar & Harzallah (2024)
	Time-series and panel Fisher hypothesis tests.
	Stocks fail to provide consistent inflation hedging, particularly during economic stress.
	Inflation hedging failure; crisis sensitivity; investor protection limits



[bookmark: _Toc220875047]4.3 Theme Development Table 
	Keywords (from Data Extraction Table)
	Theme (Complete Answer Statement)

	Monetary policy announcements; discount rate channel; policy credibility; forward-looking expectations
	Interest rate decisions and monetary policy signalling play a central role in shaping UK stock market behaviour through discount rate adjustments and expectation formation.

	Labour market conditions; exchange rate effects; expectations channel; term premia effects; financial market pricing
	Labour market dynamics, exchange rate movements, expectations, and term premia are key economic and market factors influencing the inflation–interest rate–stock market relationship.

	Inflation-driven volatility; risk-taking channel; inflation uncertainty; tightening shocks; return instability
	Inflation and interest rate changes increase market volatility and risk aversion, leading to predominantly negative effects on UK stock market performance during tightening periods.

	Inflation expectation mispricing; valuation uncertainty; inflation hedging failure; crisis sensitivity
	Mispricing of inflation expectations and the failure of stocks to hedge inflation create significant challenges for investors and policymakers, particularly during economic crises.


[bookmark: _Toc220875048]4.4 Thematic Analysis and Findings
Theme 1: Interest rate decisions and monetary policy signalling shape UK stock market behaviour through discount rate adjustments and expectation formation
The literature reviewed gives well-founded and consistent statistical information to the effect that interest rate decision-making and monetary policy signalling by the Bank of England has a prevailing effect on the behaviour of the UK stock market, which is mostly achieved through discount rate adjustments and the development of investor expectations. Various empirical research, employing VAR, structural VAR and high-frequency event-study designs, demonstrates that it is the unexpected monetary policy shocks rather than observed inflation outcomes that prompt the strongest response among equity markets. In a long-sample VAR model of 1990-2025, Zhang (2025) concludes that contractionary monetary policy shocks have statistically significant negative impulse responses on UK stock returns, and the effect of these policies starts instantaneously and lasts up to six quarters. The indicators of the impulse response functions show that the largest sharpnesses of equity decreases appear during the first two quarters after the shock, which proves the effectiveness of the discount rate channel. Notably, decomposition findings indicated that monetary policy shocks describe a higher percentage of stock returns variance than inflation shocks, which demonstrates that interest rate policy is a more effective determinant of equity value than inflation itself.
This conclusion is further reinforced by high frequency evidence. Braun et al. (2024) adopt an event-study design, which is based on the announcements of the Monetary Policy Committee and prove that unexpected changes in the Bank Rate and policy communication shocks are associated with statistically significant intraday changes in equity indices in the UK. Their results show that the expected policy action causes insignificant returns in the stock market, but unexpected shocks cause instant price changes. This asymmetry substantiates that equity market responses are caused by the errors in expectations and not only by the actions of the policy. The duration of these effects is determined by the kind of policy signal. Braun et al. (2024) demonstrate that communication shocks, e.g. forward guidance or QE announcements, are frequently more likely to produce the long-lasting equity reactions, compared to mechanical adjustment of the interest rates, and that policy discourses affect long-term forecasts more effectively than mechanical interest rate alterations. This supports the effects of monetary policy signalling in the stock market behaviour.
This is a significant detail brought about by the evidence presented by Christober (2025). The authors use structural VAR model to conclude that in some cases, UK stock markets give short-run positive reactions to tightening of monetary policy, especially when the tightening is regarded as a plausible commitment to maintain inflation. Such short-term profits are short-term in nature. The impulse responses in the medium term become negative and this implies that the contractionary valuation of an increase in interest rate can be offset temporarily but not removed by the policy credibility.
The difference between the expected and unexpected policy actions is thus of paramount importance. Italicized interest rate movements are mostly reflected in the prices of the assets by the market expectations and through the forward guidance leading to dampened equity reactions. On the contrary, unexpected changes in policy shock introduce sudden changes in discount rates resulting in rapid repricing of equities. It is verified that an equity valuation is forward-looking, as Zhang (2025) confirms that the stock market reaction to unexpected shocks is usually much vigorous.
Theme 2: Labour market conditions, exchange rate movements, expectations, and term premia moderate the inflation–interest rate–stock market relationship
Although the interest rate policy is an important factor, it is evident in the literature that the correlation between inflation rate, interest rate and the performance of the UK stock market is conditional to a number of moderating economic and market factors. The empirical evidence shows that inflation has not a pronounced direct effect on equities when labour market conditions, exchange rates, expectations and term premia are considered. Ma (2024) employs the OLS regression with NeweyWest standard errors on the 2018-2023 period to reveal that the direct effect of CPI inflation on FTSE 100 returns is not significant but unemployment and exchange rate variables are significant at the traditional confidence level. The unfavourable coefficient on unemployment implies that labour market slack undermines the equity performance by lowering the earnings expectations and exchange rate appreciation favours the stock returns due to the favourable foreign investment flows and the import cost dynamics. These findings are a statistical finding to support the existence of indirect impact of inflation on equities through real economic channels.
This relationship is further moderated by the financial market expectations. Kaminska et al. (2020) break down the monetary policy surprises into expected interest rate and term premiums with the help of the high-frequency yield data. Their findings demonstrate that equity values are sensitive to the variation in either or both of the two elements, which reflects that the stock markets are not only sensitive to the anticipated future policy rates, but also to alterations in the risk compensation in the term premia. It shows that the effects of inflation and interest rate are not passed through the financial market pricing mechanisms but they are not passed through a mechanical process. The dynamics are also further conditioned by structural regime shifts. Li et al. (2025) use wavelet time-frequency analysis and conclude that the prevailing movement in the stock market is interest rates at the stable economic cycles and inflation shocks at the crisis period due to the COVID-19 pandemic as the predominant source of volatility. This is a regime dependent behaviour which shows that inflation is applicable to equity markets when it poses a threat to monetary stability and induces tightening expectation.
These moderating factors are united through the role of expectations. Strength of labour markets reflects wage pressure and enduring demand, depreciation in exchange rate increases risks of imported inflation, and the persistence of inflation reflects on future tightening expectations. Ma (2024) demonstrates that despite the statistically insignificant CPI inflation, indicators of the labour market still affect the equity returns, which supports the necessity to base the expectation formation on the actual economic fundamentals instead of the headline inflation.
Theme 3: Inflation and interest rate changes increase volatility and risk aversion, leading to predominantly negative stock market outcomes during tightening cycles
One of the key conclusions of the literature reviewed is that inflationary stresses and tightening of monetary policy have the largest impact on the UK stock market in the form of volatile market and africtive distrust in investors leading to mostly adverse equity performance. Instead of lowering returns by affecting its immediate earnings, inflation and changes in interest rates act via uncertainty, risk premia and behavioural transmission mechanisms, and exaggerate instability in markets when tightening takes place. Miranda-Agrippino and Nenova (2022) present sound statistical results that the monetary tightening shock induces risk premiums with considerable magnitude and causes the sudden fall of equity prices. Their impulse response functions are that after a contractionary policy shock, there is an immediate and persistent decline in equity prices, and the signs of risk appetite are worsening. Notably, even after output and inflation responses are included these effects have a significant statistical significance, which shows that the risk-taking behaviour is an important transmission mechanism. This explains the finding that this would allow investors to reconsider downside risks and not respond only to the changes in expected cash flows.
The dynamics of volatility also support this channel. Chiang (2023) uses APARCH volatility model in various markets and concludes that expectations of inflation has statistically significant positive impact on stock market volatility and increased volatility is related to reduced expected returns. This observation is especially applicable to the UK scenario, whereby it implies that uncertainty in inflation, as opposed to inflation rates, results in equity markets. The coefficient of statistical significance of inflation expectations establishes that uncertainty is a booster of risk, which enhances needed returns and slows down equity prices. The results are reinforced with evidence by Li et al. (2025) that introduces a structural aspect to the results. Based on the wavelet time-frequency analysis, the authors demonstrate that during a period of crisis time, stock market fluctuations are dominated by inflation shocks in both medium and long-term horizon, particularly in the post-COVID. Conversely, the impact of interest rates is more observed in the short-term. This means that the volatility effects created by tightening cycles activated by ongoing inflation have longer-term effects, and put pressure on the stock markets in the aftermath of immediate policy announcement.
Asymmetry between the tightening and the easing cycles is also statistically clear. By using the responses of VAR impulses, Zhang (2025) shows that contractionary policy shocks have a bigger and more sustained negative equity reaction as compared to expansionary shocks which have a positive equity reaction. Such an asymmetry implies that markets are risk-averse and risk-adverse to downside risks and uncertainty more than to the signals of accommodative policy, which is in line with the behavioural finance theories. In the UK, though, as Christober (2025) notes, tightening produces positive equity reactions in the short-run, these are short-lived. The medium-term impulse reactions go back to the negative side and this is a confirmation that any positive market view of tightening is short lived but expectation-related but not fundamentals-based.
Theme 4: Inflation expectation mispricing and unstable inflation hedging create challenges for investors and policymakers during economic shocks
The last theme is the practical and structural difficulties of inflation and interest rate dynamics to investors and policymakers. One of the challenges that are observed in the literature is the false-pricing of inflation expectation that compromises the accuracy of equity valuation and reduces the efficiency of monetary policy transmission especially in times of economic stress. Barria and Pinter (2023) support the mispricing of inflation expectations using well-structured statistical evidence on transaction based data on inflation linked markets. They find the sustained under- and over-reaction of market-implied inflation expectations to realised inflation that there is inefficient inflation pricing. These mispricings are statistically significant and are greater in the event of volatile periods, which puts valuation uncertainty on equities that are dependent on inflation expectations in discounting future cash flows. Equity markets can therefore either overreact or underreact to the news of inflation and this makes investment decisions more difficult.
These issues are also worsened by the instability of inflation hedging. Neifar and Harzallah (2024) empirically test the hypothesis of Fisher and test it through time-series and panel models and conclude that stocks do not always hedge against inflation, especially in times of crisis. They find that the long-run correlation between stock returns and inflation is found to be less strong or even breaks down completely during economic shocks, which despite the assumption that equities offer natural inflation protection. This observation is statistically justified by insignificant or unstable coefficients of inflation among sub-samples. Incidentally, this means that inflation hedging using equities is not reliable on portfolio strategies in case of high inflation uncertainty. It is an indicator to policymakers that market-based inflation expectations can be inaccurate indicators of underlying inflation dynamics that lowers the efficacy of forward guidance.
These have been compounded by behavioural reactions to tightening. Miranda-Agrippino and Nenova (2022) demonstrate that the tightening of money supply leads to a higher risk aversion that can be reinforced with the effect of expectation mispricing to enhance instability in the market. When investors also underestimate inflation risks, and take less risk, the equity prices will be less informative and more volatile. The crisis state only makes policy transmission weak. Li et al. (2025) illustrate how, in the period of inflationary regimes, the conventional interest rate instruments no longer have any stabilising effects on the equity markets. Inflation persistence and uncertainty in expectations help lower the predictability of the policy outcome compelling the policymakers to trade off between price stability and financial market volatility.
[bookmark: _Toc220875049]Chapter 5: Discussion
The Inflation and Interest rate policy’s role in determining the behaviour of the UK stock markets
The literature review had pointed out that inflation and interest rate policies are the key macroeconomic instruments that affect the performance of the stock market, especially via the transmission mechanisms of money and the expectation of the investors. Some of the works in the literature underlined the fact that the adjustment of interest rates influences the equity value by changing the cost of borrowing and future cash inflows, and inflation influences the market sentiments and policy actions.
The thematic analysis reinforces these arguments with a lot of force albeit it gives more clarity to the readers in terms of relative importance. Zhang (2025) depicts that the effect of interest rate shocks on the UK stock returns produces statistically significant and long-lasting effects, as compared to inflation shocks which interpret a lesser portion of variation in the market. This result narrows down the literature review to show as interest rate policy has a more direct and dominant influence on stock market behaviour than inflation itself.
Likewise, the issues of the significance of the policy communication and expectations were addressed in the literature review. Empirically, this has been proven by Braun et al. (2024), who discover that unforeseeable announcements by the Bank of England elicit instant responses in the equity market, whereas foreseeable decisions elicit subdued responses. This analogy means that the policy signalling focus in the literature is confirmed by recent empirical findings. Christober (2025) also adds to this literature by demonstrating that the short-term favourable market responses to tightening may take place in case monetary policy is deemed credible. But the thematic results also reveal that these effects are short-term as there is also an indication that policy credibility is only a short term stabilising effect on equity markets in the medium-term.
Generally, the literature review and the thematic analysis show that the interest rate policies, and not inflation, are the key determinants of the behaviour of the UK stock market, and inflation has a significant impact on the markets, but in this case, through the expectations of the policy.
Market and Economic Factors that are important in the relationship between inflation and interest rates and the stock market.
The literature review has revealed a number of economic and market variables including labour market conditions, exchange rates and expectations that influence the effect of inflation and interest rates on the stock market performance. These works claimed that inflation is not a solo agent but it relates itself with macroeconomic factors. This argument is empirically verified using the thematic analysis. An illustration is that Ma (2024) establishes that the direct impact of CPI inflation on FTSE 100 returns is not statistically significant when the contributions of the labour market and exchange rate variables are removed. This result is in line with the literature review which indicated that inflation tends to reflect the economic conditions in the background as opposed to an immediate influence on equity price.
On the same note, the expectations and financial market pricing were addressed in the literature review. The empirical evidence that expectations, as well as term premia, play a role in the responses of asset prices to monetary policy, is quite strong (Kaminska et al., 2020). This proves the fact in the literature that the inflation-interest rate-stock market relationship is moderated by the pricing of future risks by financial markets and not by alone the current macroeconomic indicators. Li et al. (2025) build on this point to reveal that the relative significance of inflation and interest rates through different economic regimes differs. This supports the argument in the literature review that the macroeconomic context is important in influencing market reactions. Collectively, the results indicate a high degree of consistency between theory and empirical research, which supports the opinion that the inflation-interest rate-equity relationship is indirect and conditional.
Effective and Adverse Consequences of Rising and Fall in Inflation and Interest Rates on the UK Stock Market
The literature review indicated that inflation and interest rates shifts may have either positive or negative impacts on stock markets, depending on the expectations, uncertainty and economic status. Specifically, the volatility and low returns on equity were coupled with inflation uncertainty and tightening cycles. This point of view is firmly supported by the thematic analysis. Chiang (2023) concludes that inflation expectations are very high, and they contribute to high volatility in stock markets, and consequently have a negative impact on returns. This directly contributes to the argument that is put across in the literature that uncertainty and not inflation levels alone is detrimental to equity performance.
On the same note, Miranda-Agrippino and Nenova (2022) demonstrate that tightening of money will foster investor risk aversion, which will result in a weakening of equity prices. This observation supports the discussion of risk-taking behaviour as one of the transmission channels in the literature review. Zhang (2025) also reveals that contractionary policy shocks have greater and more enduring negative impact on stock returns than the expansionary shocks have positive impacts. Nevertheless, asymmetries in the short run are also narrowed down to the thematic analysis of the literature. According to Christopher (2025), there are short-term positive stock market effects of tightening in high policy credibility. Although this is in line with the literature argument that credible policy can stabilise markets, thematic results show that these positive effects are short lived and they are overwhelmed by negative effects on a medium term basis.
Therefore, although the literature review considered the presence of mixed effects, the thematic analysis proves that negative effects are prevailing in practise, especially at times when the tightening cycles are taking place.
Issues faced by Investors and Policymakers 
Inflation and the changes in the interest rate have been noted as having several issues as shown in the literature review such as unstable inflation hedging, management of expectations, and effectiveness of the policies during a crisis. The conventional beliefs on equities as effective inflation hedges were also challenged. These concerns are highly supported by the thematic analysis. Neifar and Harzallah (2024) conclude that stocks are not always hedge against inflation, particularly when there is crisis. This observation contradicts the assumptions presented in the literature review and identifies the practical constraints of investors.
Barria and Pinter (2023) also reveal that the inflation expectations are often mispriced thus raising the valuation uncertainty in the equity markets. This helps in the discussion of the information inefficiencies and distortions of the expectations that is in the literature review. To policymakers, Miranda-Agrippino and Nenova (2022) demonstrate that the tightening of the belt raises the risk aversion, undermining monetary policy in the time of high uncertainty. On the whole, the literature review and the thematic analysis allow concluding that inflation and management of interest rates are a major issue to investors and policymakers, especially when the economy is shocked.
Thus, the findings discussion illustrates a robust and consistent consistency between the literature review and the thematic analysis, as well as developing the current understanding of the effects of inflation and changes in interest rates on the UK stock market by performance. In all goals, the fact remains that the association is not simple, and conditional, and mostly because of monetary policy mechanisms, instead of inflation by itself. One of the main findings that come to focus during the joint analysis is that interest rate policies have prevailed in determining the behaviour of the UK stock markets. Although the literature review admitted the significance of both the inflation and interest rates, the thematic analysis offers more empirical evidence of the argument that the interest rate shocks and policy signalling have more immediate and long-lasting effects in the equity markets. By comparison, inflation seems to affect the performance of the stock market mostly because of the effects it has on the expectations and subsequent policy reactions. This result narrows down previous literature where inflation is considered a direct factor of equity returns, rather than being an indirect factor that tries to affect returns through the monetary transmission channels.
Moderation of the economic and market factors is also important as noted in the discussion. The literature review and the thematic analysis both come to the point of view that inflation is not a solitary phenomenon and it is affected by the labour market situation, exchange rates, financial market sentiments, and term premia. Theoretical arguments that macroeconomic context is important are supported by empirical evidence that indicates the insignificance of headline inflation when these factors have been considered. This highlights the point that inflationary and interest rate responses on stock markets are not uniform and tend to change in different economic regimes and times of economic stability or crisis.
With regard to market performance, the combined results are that negative impacts prevail especially in tightening periods. Although the literature acknowledged both positive and negative effects, thematic analysis establishes that the increment of interest rates, as well as uncertainty caused by inflation, is the main cause of volatility and risk aversion among investors, which results in poor equity performance. There are short-term beneficial responses to tightening, which are related to policy credibility, but only short-term and are overridden by negative medium-term effects. This lop-sidedness enhances the point that tightening stages are more dangerous to stock market stability compared to easing stages, which are advantageous.
The discussion also shows that there are major practical difficulties to investors and policymakers. All the evidence points to the fact that equities are not always hedging the inflation and that the inflation expectations are often under- or over-priced and especially in times of economic stress. The results cause a challenge to the conventional assumptions addressed in the literature and expose the shortcomings in the portfolio strategies and the effectiveness of monetary policy. Heightened risk aversion in the tightening cycles further undermines policy transmission making it a challenging task to stabilise markets.
The cumulative analysis has revealed that the combined effects of the change of inflation and the interest rates on the UK stock market would be best interpreted in terms of a monetary-policy-based expectation-driven model and not in terms of a straightforward inflation-return curve. Combining the theoretical information with current empirical results, the work will allow adding to the more comprehensive picture of macroeconomic factors affecting equity markets in the United Kingdom and give a solid ground to the conclusions and recommendations made in the study.
The study addresses the RQ “What is the joint impact of inflation and changes in interest rates on the performance of the stock market in the UK?” The combined evidence from the literature review and thematic analysis shows that interest rate changes exert a direct and dominant influence on UK stock market performance, primarily through discount rate adjustments and expectation formation. Inflation, while important, affects stock markets mainly indirectly by shaping expectations, uncertainty, and monetary policy responses. Together, inflation and interest rate changes increase volatility, alter risk premia, and influence investor behaviour, with negative effects dominating during tightening and high-uncertainty periods.
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This chapter identifies the final findings of the research as the summary of the most important results obtained during the data analysis and the interpretation of the results in the form of a topic. It also covers all the objectives of the research and gives practical recommendations on the findings. The chapter as well brings out the implications of the study to policy makers and investors, directions in which future research should be taken and strengthens how the study fits in the understanding of how inflation and varying interest rates affect the performance of the UK stock market.
[bookmark: _Toc220875052]6.2 Conclusion
As per objective 1, the interest rate policies are more direct and influential relative to inflation in affecting the stock market behaviour of the UK. The data analysis proves that the alterations of the Bank of England policy rate and monetary policy signalling have a great impact on the stock market performance due to the change of the discount rate and creation of expectations. The thematic analysis demonstrates that the reactions of equity markets to unexpected interest rates are high, meaning that expectations-based forward-looking and credibility of policies are at the core elements of market responses. Contrastingly, inflation does not always have a direct effect on stock market returns. Rather, it has mostly an indirect impact, via its impact on monetary policy expectations and uncertainty. This implies that inflation is only applicable in the behaviour of the stock market when it causes tightening of policies or change of expectations about future interest rates. The results thus narrow down the conventional assumptions that assume the same effect on inflation and interest rates. On the whole, the conclusion of this purpose is that the performance of the UK stock market is mainly influenced by interest rates choices and communication on the part of the central bank, and inflation is a secondary variable that leads to the development of a set of expectations and does not directly affect equity values.
As per objective 2, there is a conditional and moderated relationship between inflation and interest rates and performance of UK stock market based on a number of economic and market variables. The analysis of the data reveals that the conditions of the labour market, exchange rate change, financial market expectations, and term premia are important determinants of the inflation and changes in interest rates conveyed to the stock market. The results indicate that the only intervention that fails to explain stock market variations when these moderating factors are taken into account is the headline inflation. Rather, other factors like the level of unemployment and dynamics of the exchange rates assume a more significant role in determining the investor expectations and the corporate earnings prospects. Also, expectations and term premia are important giving an implication that financial market pricing mechanisms play a significant role in gauging equity reactions to macroeconomic changes. It is also found during the analysis that structural conditions and economic regimes influence the relative weight of inflation and interest rates. Throughout periods of stability, interest rates prevail in the reaction of the stock market, and during periods of crisis, the uncertainty of inflation plays a bigger part. This study therefore concludes that in UK the inflation interest rate stock market relationship is not a linear one but influenced by the macroeconomic and financial environment.
As per objective 3, the total effects of inflation and interest rate changes on the performance of the UK stock market can be considered to be mostly negative and especially in the context of monetary tightening. The thematic results show that an increase in interest rates and the uncertainty that is caused by inflation makes stock markets volatile and investors unwilling to assume risk, which results in reduced returns on equity. Although temporary and positive market reactions can be witnessed when tightening is associated with high policy credibility, they are short-lived, and based on expectations. On medium to long terms, an increase in interest rates will increase discount rates and repress equity valuation, whereas uncertainty over inflation will increase volatility and undermine investor confidence. The evidence also indicates an asymmetry in market responses such that contractionary policy shocks have greater and more enduring negative impacts as compared to expansionary policies create positive impacts. Consequently, it can be concluded in the study that a negative effect prevails in the relationship between inflation, interest rate and stock market and volatility and uncertainty is at the focus of creating negative effects on UK equities particularly when the economy is under stress.
As per objective 4, there is a serious problem that investors and policymakers have to grapple with to deal with the impacts of the changes in the inflation and interest rates on the UK stock market. Using the information, it is evident that the inflation expectations are most of the time mispriced, which causes the valuation uncertainty and the lack of reliable market signals. This mispricing complicates the investment choices and decreases the performance of the monetary policy communication. Also, the discussion proves that equities and their effectiveness in hedging against inflation are not always consistent, especially when the economy is unstable. This says that it defies the conventional wisdom and makes investors vulnerable to worldly risk in the times of inflation. To policy makers, the tightening cycles result in greater risk aversion that undermines policy transmission and the stabilisation effect of interest rate instruments. Comprehensively, the study concludes that the control of the effects of inflation and interest rates is specifically challenged during periods of crisis since uncertainty and expectation distortion coupled with behavioural reactions increases market instability levels. These issues demonstrate the necessity of close attention to the expectations management and open communication with the policy developments in the UK context.
[bookmark: _Toc220875053]6.3 Recommendations
According to the conclusions made in this paper, there are some important recommendations that can be given to policy makers, investors, and future investigators in relation to the UK stock market. To the policymakers especially the Bank of England, the results reflect the fact that it is essential to have clear and transparent communication of monetary policies. Since expectations and policy signalling are increasingly the factors that drive stock markets rather than inflation levels themselves, forward guidance must be put in a well-considered manner that minimises uncertainty and unwanted volatility in the market (Khan, 2024). Complementary instruments of macro prudence should also be taken into account as a part of tightening policies so as to reduce the risk of overly high-risk aversion and instability in equity markets, particularly in recessionary times.
To the investors, the paper suggests going with dynamic and diversified investment plans instead of using equities as a predictable inflation hedge. Considering the volatility of inflation hedging found in the results, investors ought to keenly follow interest rates expectations, labour market and exchange rates when making decisions in their portfolios (Januja, et al., 2024). The inclusion of assets that are less sensitive to interest rate variations can be used to lower the volatility exposure in tightening periods.
Market wise, a better flow of macro economic information especially on inflation expectations and future monetary policy prospects can mitigate on the mispricing of expectations and valuation uncertainty (Akarsu and Aktug, 2025). Risk assessment of policy shocks and regime shifts should be developed by financial institutions and market analysts based on scenarios.
It is suggested that the UK market participants and financial regulators should enhance the application of forward-looking scenario and stress-testing frameworks, which clearly include inflation persistence and interest rate shock scenarios (Pantos, 2023). The inclusion of such tools in investment analysis and policy evaluation can be helpful in predicting the market volatility and systemic risk. This would contribute to improved preparedness in times of speedy tightening of the monetary requirements and better decision making in times of increased uncertainty in the macroeconomic environment.
[bookmark: _Toc220875054]6.4 Recommendation for future use 
The study could be adopted as a guideline in the analysis of macroeconomic effects of inflation and interest rate changes on the performance of the stock market in the UK. The methodology of the study can be used by future researchers on sector-level or firm-level data to measure the heterogeneous effects. The findings can also be used by policymakers and investors to enhance the management of expectations and risk assessment during times of tightening of the monetary policy and uncertainty in times of inflation.
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		Details of any other primary data collection method:
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If NO to every question, then the research activity is (ethically) low risk and may be exempt from some of the following sections (please refer to Guidance Notes).



If YES to any question, then no research activity should be undertaken until full ethical approval has been obtained. 



SECTION G: Intended Participants

If there are no participants then do not complete this section, but go directly to section H.



		

		Who are the intended participants:
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NO



		1

		Students or staff at the University?

		☐

		☒



		2

		Adults (over the age of 18 and competent to give consent)?

		☐

		☒



		3

		Vulnerable adults?

		☐

		☒



		4

		Children and Young People under the age of 18? (Consent from Parent, Carer or Guardian will be required)

		☐

		☒



		5

		Prisoners?

		☐

		☒



		6

		Young offenders?

		☐

		☒



		7

		Those who could be considered to have a particularly dependent relationship with the investigator or a gatekeeper?

		☐

		☒



		8

		People engaged in illegal activities?

		☐

		☒



		9

		Others. Please indicate the participants below, and specifically any group who may be unable to give consent.



		☐
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		Details of any other participant groups:
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		Participant numbers and source

Provide an estimate of the expected number of participants. How will you identify participants and how will they be recruited? 
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		How many participants are expected?
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		Who will the participants be?
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		How will you identify the participants?
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		Information for participants:

		

YES

		NO

		

N/A



		13

		Will you describe the main research procedures to participants in advance, so that they are informed about what to expect?

		☐

		☐

		☒



		14

		Will you tell participants that their participation is voluntary?

		☐

		☐

		☒



		15

		Will you obtain written consent for participation?

		☐

		☐

		☒



		16

		Will you explain to participants that refusal to participate in the research will not affect their treatment or education (if relevant)?

		☐

		☐

		☒



		17

		If the research is observational, will you ask participants for their consent to being observed?

		☐

		☐

		☒



		18

		Will you tell participants that they may withdraw from the research at any time and for any reason?

		☐

		☐

		☒



		19

		With questionnaires, will you give participants the option of omitting questions they do not want to answer?

		☐

		☐

		☒



		20

		Will you tell participants that their data will be treated with full confidentiality and that, if published, it will not be identifiable as theirs?

		☐

		☐

		☒



		21

		Will you debrief participants at the end of their participation, in a way appropriate to the type of research undertaken?

		☐

		☐

		☒



		22

		If NO to any of above questions, please give an explanation 
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		Information for participants:

		

YES

		NO

		

N/A



		24

		Will participants be paid?

		☐

		☐

		☒



		25

		Is specialist electrical or other equipment to be used with participants?

		☐

		☐

		☒



		26

		Are there any financial or other interests to the investigator or University arising from this study?

		☐

		☐

		☒



		27

		Will the research activity involve deliberately misleading participants in any way, or the partial or full concealment of the specific study aims?

		☐

		☐

		☒



		28

		If YES to any question, please provide full details 



		

		





(this box should expand as you type)







SECTION H: Anticipated Risks



		

		
Outline any anticipated risks that may adversely affect any of the participants, the researchers and/or the University, and the steps that will be taken to address them. 



If you have completed a full risk assessment (for example as required by a laboratory, or external research collaborator) you may append that to this form.  



		1

		Full risk assessment completed and appended? 

		Yes 

		☐



		

		

		No

		☒



		2

		Risks to participants

For example: sector-specific health & safety, emotional distress, financial disclosure, physical harm, transfer of personal data, sensitive organisational information



		

		Risk to participants:
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		How you will mitigate the risk to participants:







(this box should expand as you type)
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		If research activity may include sensitive, embarrassing or upsetting topics (e.g. sexual activity, drug use) or issues likely to disclose information requiring further action (e.g. criminal activity), give details of the procedures to deal with these issues, including any support/advice (e.g. helpline numbers) to be offered to participants. Note that where applicable, consent procedures should make it clear that if something potentially or actually illegal is discovered in the course of a project, it may need to be disclosed to the proper authorities



		

		



No
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		Risks to the investigator

For example: personal health & safety, physical harm, emotional distress, risk of accusation of harm/impropriety, conflict of interest



		

		Risk to the investigator:



No

		How you will mitigate the risk to the investigator:
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		University/institutional risks

For example: adverse publicity, financial loss, data protection



		

		Risk to the University:







No

		How you will mitigate the risk to the University:
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		6

		Environmental risks

For example: accidental spillage of pollutants, damage to local ecosystems



		

		Risk to the environment:







No

		How you will mitigate the risk to environment:
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		Disclosure and Barring Service



		

		If the research activity involves children or vulnerable adults, a Disclosure and Barring Service (DBS) certificate must be obtained before any contact with such participants.

		YES



		NO



		N/A





		7

		Does your research require you to hold a current DBS Certificate?

		☐

		☐

		☒



		8

		If YES, please give the certificate number. If the certificate number is not available please write “Pending”; in this case any ethical approval will be subject to providing the appropriate certificate number.

		







SECTION I: Feedback, Consent and Confidentiality



		1

		Feedback

What de-briefing and feedback will be provided to participants, how will this be done and when? 



		

		



NA



		2

		Informed consent

Describe the arrangements to inform potential participants, before providing consent, of what is involved in participating. Describe the arrangements for participants to provide full consent before data collection begins. If gaining consent in this way is inappropriate, explain how consent will be obtained and recorded in accordance with prevailing data protection legislation.



		

		



NA



		3

		Confidentiality / Anonymity

Set out how anonymity of participants and confidentiality will be ensured in any outputs. If anonymity is not being offered, explain why this is the case. 



		

		





NA







SECTION J: Data Protection and Storage



		

		Does the research activity involve personal data (as defined by the General Data Protection Regulation 2016 “GDPR” and the Data Protection Act 2018 “DPA”)?

		YES

		NO



		1

		“Personal data” means any information relating to an identified or identifiable natural person (‘data subject’). An identifiable natural person is one who can be identified, directly or indirectly, in particular by reference to an identifier such as a name, an identification number, location data, an online identifier or to one or more factors specific to the physical, physiological, genetic, mental, economic, cultural or social identity of that natural person. Any video or audio recordings of participants is considered to be personal data.

		☐

		☐



		

		If YES, provide a description of the data and explain why this data needs to be collected:
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(this box should expand as you type)



		

		Does it involve special category data (as defined by the GDPR)?

		YES

		NO



		3

		“Special category data” means sensitive personal data consisting of information as to the data subjects’ –

(a) racial or ethnic origin,

(b) political opinions,

(c ) religious beliefs or other beliefs of a similar nature,

(d) membership of a trade union (within the meaning of the Trade Union and Labour Relations (Consolidation) Act 1992),

(e) physical or mental health or condition,

(f) sexual life,

(g) genetics,

(h) biometric data (as used for ID purposes),

		☐

		☐



		

		If YES, provide a description of the special category data and explain why this data needs to be collected:



		4

		





(this box should expand as you type)







		

		
Will data from the research activity (collected data, drafts of the thesis, or materials for publication) be stored in any of the following ways?

		YES

		NO



		5

		Manual files (i.e. in paper form)?

		☐

		☒



		6

		University computers?

		☐

		☒



		7

		Private company computers?

		☐

		☒



		8

		Home or other personal computers?

		☐

		☒



		9

		Laptop computers/ CDs/ Portable disk-drives/ memory sticks?

		☐

		☒



		10

		“Cloud” storage or websites?

		☐

		☒



		11

		Other – specify:



		☐

		☒



		12

		For all stored data, explain the measures in place to ensure the security of the data collected, data confidentiality, including details of backup procedures, password protection, encryption, anonymisation and pseudonymisation:



		

		



(this box should expand as you type)







		

		Data Protection



		

		Will the research activity involve any of the following activities:

		YES

		NO



		13

		Electronic transfer of data in any form?

		☐

		☒



		14

		Sharing of data with others at the University outside of the immediate research team?

		☐

		☒



		15

		Sharing of data with other organisations?

		☐

		☒



		16

		Export of data outside the UK or importing of data from outside the UK?

		☐

		☒



		17

		Use of personal addresses, postcodes, faxes, emails or telephone numbers?

		☐

		☒



		18

		Publication of data that might allow identification of individuals?

		☐

		☒



		19

		Use of data management system?

		☐

		☒



		20

		Data archiving?

		☐

		☒



		21

		If YES to any question, please provide full details, explaining how this will be conducted in accordance with the GDPR and Data Protection Act (2018) (and any international equivalents, where appropriate):



		

		





(this box should expand as you type)



		22

		List all who will have access to the data generated by the research activity:



		

		NA



		23

		List who will have control of, and act as custodian(s) for, data generated by the research activity:



		

		NA



		24

		Give details of data storage arrangements, including security measures in place to protect the data, where data will be stored, how long for, and in what form. Will data be archived – if so how and if not why not.  



		

		NA



		25

		Please indicate if your data will be stored in the UWTSD Research Data Repository (see https://researchdata.uwtsd.ac.uk/ ).   If so please explain. (Most relevant to academic staff) 



		

		NA



		26

		Confirm that you have read the UWTSD guidance on data management (see https://www.uwtsd.ac.uk/library/research-data-management/)

		YES

		☒



		27

		Confirm that you are aware that you need to keep all data until after your research has completed or the end of your funding

		YES

		☒










SECTION K: Declaration

		

		The information which I have provided is correct and complete to the best of my knowledge. I have attempted to identify any risks and issues related to the research activity and acknowledge my obligations and the rights of the participants.



In submitting this application I hereby confirm that I undertake to ensure that the above named research activity will meet the University’s Research Ethics and Integrity Code of Practice which is published on the website: https://www.uwtsd.ac.uk/research/research-ethics/ 



		1

		Signature of applicant:

		

		Date:









For STUDENT Submissions:

		2

		Director of Studies/Supervisor:

		

		Date:



		3

		Signature:

		



		







For STAFF Submissions:

		4

		Academic Director/ Assistant Dean:

		

		Date:



		5

		Signature:

		



		







Checklist: Please complete the checklist below to ensure that you have completed the form according to the guidelines and attached any required documentation:

		☒

		I have read the guidance notes supplied before completing the form.



		☒

		I have completed ALL RELEVANT sections of the form in full.



		☒

		I confirm that the research activity has received approval in principle



		☒

		I have attached a copy of final/interim approval from external organisation (where appropriate)



		☒

		I have attached a full risk assessment (where appropriate)  ONLY TICK IF YOU HAVE ATTACHED A FULL RISK ASSESSMENT



		☒

		I understand that it is my responsibility to ensure that the above named research activity will meet the University’s Research Ethics and Integrity Code of Practice.



		☒

		I understand that before commencing data collection all documents aimed at respondents (including information sheets, consent forms, questionnaires, interview schedules etc.) must be confirmed by the DoS/Supervisor, module tutor or Academic Director.







		RESEARCH STUDENTS AND STAFF ONLY

All communications relating to this application during its processing must be in writing and emailed to pgresearch@uwtsd.ac.uk , with the title ‘Ethical Approval’ followed by your name.

You will be informed of the outcome of your claim by email; therefore it is important that you check your University and personal email accounts regularly.



		STUDENTS ON UNDERGRADUATE OR TAUGHT MASTERS PROGRAMMES should submit this form (and receive the outcome) via systems explained to you by the supervisor/module leader.







This form is available electronically from the Academic Office web pages: https://www.uwtsd.ac.uk/academic-office/appendices-and-forms/
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