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Upgrading UK equities to overweight 

 Within our asset allocation we have a long-standing underweight recommendation on 

equities. However, within the equity asset class, we upgrade UK large cap equities to 

overweight from underweight 

 FTSE100 companies derive c70% of their revenues from overseas, meaning that 

prolonged (and further) GBP weakness will support earnings for a large array of the global 

heavyweights which dominate the FTSE100 index 

 Key reasons to expect further GBP weakness are: 

o Continued easy monetary policy as the Bank of England attempts to cushion 

the economy from the Brexit-induced slowdown… 

o …as well as the UK’s sizeable external vulnerability; currency weakness 

supports capital inflows required to fund the current account deficit 

 Our preferred way to play this theme is via a dollar-hedged FTSE100 ETF (small caps have 

lower overseas revenues and therefore benefit much less from GBP weakness) 

Further currency weakness and loose monetary policy key supports 

Large cap UK equities (FTSE100) have been among the best performing stocks globally since the 
June 23rd Brexit referendum, rising 9% in local currency. The reasons for this relate mostly to 
pound sterling weakness as well as Bank of England policy reaction to the Brexit vote. To a large 
extent these two factors are intertwined given that easier monetary policy leads to currency 
weakness. However, the UK’s slowing economic growth and sizeable external vulnerabilities also 
call for a weaker currency. Despite the 14% depreciation in sterling against the US dollar already, 
we expect further pressure on the currency, not least because a cheaper GBP is required to 
maintain capital inflows in order to fund the 6% current account deficit.  

GBP weakness will continue to boost earnings for UK large cap stocks; c70% of FTSE 100 
companies’ revenues are derived overseas. UK listed global heavyweights such as Burberry, BHP 
Billiton, Rio Tinto, BP, Shell, GlaxoSmithKline, to name a few, generate only a small share of their 
profits in the UK. Repatriating their euro and dollar profits from abroad therefore translates into 
higher GBP-denominated earnings. Sectors likely to be negatively impacted by Brexit and/or GBP 
weakness are banks (due to uncertainty over so-called EU passporting rights), real estate (as 
weaker domestic property demand will likely more than offset higher foreign demand) as well as 
companies relying on imported goods or raw materials. Looking at the FTSE100’s sector 
composition (chart below) shows that banks and real estate are a relatively small share of the 
market. On the other hand, the share of defensive sectors (health care, staples, telecoms, utilities) 
and overseas revenue generators (resources, consumer discretionary) is very high. This is 
supportive of further outperformance in what remains a challenging environment for risk assets. 

 

Source: FTSE Russell 
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Sources 

All information in this report has been obtained from the following sources except where indicated otherwise: 

1. Bloomberg 

2. Wall Street Journal 

3. RTTNews 

4. Reuters 

5. Gulfbase 

6. Zawya 

 

Disclaimer 
This publication is intended for general information purposes only. It should not be construed as an offer, recommendation 

or solicitation to purchase or dispose of any securities or to enter in any transaction or adopt any hedging, trading or 

investment strategy. Neither this publication nor anything contained herein shall form the basis of any contract or 

commitment whatsoever.  Distribution of this publication does not oblige Abu Dhabi Commercial Bank PJSC (“ADCB”) to 

enter into any transaction.   

The content of this publication should not be considered legal, regulatory, credit, tax or accounting advice.  Anyone 

proposing to rely on or use the information contained in the publication should independently verify and check the accuracy, 

completeness, reliability and suitability of the information and should obtain independent and specific advice from 

appropriate professionals or experts regarding information contained in this publication. 

Information contained herein is based on various sources, including but not limited to public information, annual reports and 

statistical data that ADCB considers accurate and reliable.  However, ADCB makes no representation or warranty as to the 

accuracy or completeness of any statement made in or in connection with this publication and accepts no responsibility 

whatsoever for any loss or damage caused by any act or omission taken as a result of the information contained in this 

publication.  This publication is intended for qualified customers of ADCB. 

Charts, graphs and related data or information provided in this publication are intended to serve for illustrative purposes 

only.  The information contained in this publication is prepared as of a particular date and time and will not reflect subsequent 

changes in the market or changes in any other factors relevant to their determination. All statements as to future matters 

are not guaranteed to be accurate. ADCB expressly disclaims any obligation to update or revise any forward looking 

statements to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence 

of unanticipated events. 

ADCB does and may at any time solicit or provide commercial banking, investment banking, credit, advisory or other 

services to the companies covered in its publications.  As a result, recipients of this publication should be aware that any or 

all of the foregoing services may at time give rise to a conflict of interest that could affect the objectivity of this publication. 

Past performance does not guarantee future results.  Investment products are not bank deposits and are not guaranteed 

by ADCB.  They are subject to investment risks, including possible loss of principal amount invested.  Please refer to ADCB’s 

Terms and Conditions for Investment Services. 

This publication is being furnished to you solely for your information and neither it nor any part of it may be used, 

forwarded, disclosed, distributed or delivered to anyone else. You may not copy, reproduce, display, modify or create 

derivative works from any data or information contained in this publication. 
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