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Closing our hedged UK equities call 

 We close our hedged UK equities overweight with a gain of 11.1% and move the market 

down to neutral 

 The call was initiated in September (see link) with the view that continued political 

uncertainty surrounding Brexit would weigh on sterling 

 This in turn would boost earnings for UK-listed large caps deriving (in aggregate) 70% 

of their revenues from outside of the UK 

 The performance of UK equities tends to closely track the sterling-euro exchange rate 

(see chart below). I.e. when sterling weakens vs. the euro UK equities outperform 

Eurozone equities. More recently however, the relationship has broken down 

 Although sterling will likely remain under pressure, it is now less clear that this alone 

will be sufficient for investors to increase their holdings of UK equities 

 
      Source: Thomson Reuters 

 

Relationship between sterling and the equity market no longer holding 

Softening macro data coupled with high levels of political uncertainty has pushed sterling lower. However, 

recent hawkish comments by BOE governor Mark Carney have prevented further weakness in the exchange 

rate for the time being. Valuations for the market remain attractive and it is worth noting that global funds 

are underweight UK equities. However, unless the weaker sterling and FTSE 100 outperformance 

relationship reasserts itself, the major tailwind that the market has enjoyed has faded. We therefore 

remove our currency-hedged overweight recommendation on UK large cap stocks and bring the market 

back down to neutral. 
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Weaker GBP typically leads to FTSE 100 
outperformance

EUR-GBP (inverted) FTSE 100 vs. Euro Stoxx 50 (RHS)
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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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