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The Bank of England (BoE) raised rates for the first time in more than a decade and the
pound dropped. What is your reading of this?
BD: The reaction of the pound to the MPC (Monetary Policy Committee) has been very
negative. The pound experienced its biggest daily loss versus the Euro since the Brexit
referendum and the UK 10 year declined by around 10 bps on the announcement. Globally,
we have a bearish view on the pound. The Brexit negotiations are falling behind and the risks
of failure are rising gradually. The BoE itself states that “There remain considerable risks to the
outlook, which include the response of households, businesses and financial markets to
developments related to the process of EU withdrawal.” The uncertainties linked to the Brexit
are already weighing on the macro indicators, which will prevent the BoE from pursuing a
standard rate tightening cycle and this environment is negative for the currency. We also should
underline that the UK is one of the countries with the largest current account deficit in the world
as there has been little improvement of the current account dynamics despite the pound
depreciation that followed the referendum. The latest data indicates that the market is only
slightly short GBP and we think that this view is too optimistic.

What is your assessment of UK economy?
TP: The initial resistance of the UK economy to the result of the June 2016 Brexit referendum
was much stronger than anticipated. Helped by a large GBP depreciation, GDP growth
remained strong in H2 2016 whereas many observers had expected a recession. However,
since the beginning of this year, cracks have appeared. Over the 3 first quarters of 2017,
despite a small upward surprise in Q3, the underperformance relative to the Eurozone has
been significant (with a real GDP advance of +0.9% vs +1.8%).
High inflation, directly related to the GBP depreciation, is eroding consumers’ appetite while,
despite a very low unemployment rate, there is still no acceleration in wages. Looking forward,
even though inflation should gradually decline, we are expecting Brexit-related uncertainty to
weigh heavily on investment decisions, both from corporations and households (the latter
regarding real estate, which would also be vulnerable to further increases in interest rates).
While the risk of a “very hard” Brexit (with no agreement) is not our base scenario, its perceived
probability may increase, at least temporarily, in the coming months. More generally, as with a
number of other developed economies well advanced in the current expansion cycle, there are
also major interrogations about whether the current very low unemployment rate really means
that the economy is running near its full capacity, a key question for monetary policy.

From a Multi-Asset perspective do you see any opportunities on UK assets?
FS. At this stage, we believe investors should keep a cautious view on UK assets. We believe
that the recent move of the BoE comes at the wrong time and further increases the risk of
stagflation in the UK, with CPI at 3% - the highest level in five years - and a weak GDP growth.
As we expect the pound to continue to be under pressure, we believe investors should remain
short GBP vs Euro and USD. In the fixed income space, we believe that real rates should be
lower than the current level, so investors should keep a short view on real rates. On the equity
market, we have a neutral view: while a weaker pound is a tailwind for exporters, the outlook
for internal demand is weaker. In Equity, we prefer other markets: Eurozone (favoured by the
European renaissance story), Japan and selectively on EM.
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Important Information

Unless otherwise stated, all information contained in this document is from Amundi Asset Management and is as of November 3, 2017.
The views expressed regarding market and economic trends are those of the author and not necessarily Amundi Asset Management , and are subject to change at any
time based on market and other conditions and there can be no assurances that countries, markets or sectors will perform as expected. These views should not be relied
upon as investment advice, as securities recommendations, or as an indication of trading on behalf of any Amundi Asset Management product. There is no guarantee that
market forecasts discussed will be realized or that these trends will continue. These views are subject to change at any time based on market and other conditions and
there can be no assurances that countries, markets or sectors will perform as expected. Investments involve certain risks, including political and currency risks. Investment
return and principal value may go down as well as up and could result in the loss of all capital invested.
This material does not constitute an offer to buy or a solicitation to sell any units of any investment fund or any services.

Date of First Use: November 3, 2017.

AMUNDI INVESTMENT INSIGHTS UNIT
The Amundi Investment Insights Unit (AIIU) aims to transform our CIO expertise, and Amundi’s overall investment knowledge, into actionable
insights and tools tailored around investor needs. In a world where investors are exposed to information from multiple sources we aim to
become the partner of choice for the provision of regular, clear, timely, engaging and relevant insights that can help our clients make
informed investment decisions.

Discover Amundi investment insights at our Research Center

http://research-center.amundi.com/


