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Why do we like UK equities?

We believe 
pessimism on the 
UK economy has 
probably been 
overdone

Our views

In a multi-asset 
portfolio context, we 
are still comfortable 
with our overweight 
view on UK equities. 

The combination of 
expensive valuation 
and possible UK 
fiscal easing backs 
up our underweight 
view on UK gilts 

Since early spring, our house view has been positive on UK equities. The rationale has 
been driven by our ongoing preference for risky asset classes, as well as our view that UK 
equities look attractive in their own right, from a valuation perspective. 

At this juncture it is worth asking if our view is challenged by evidence of a slowdown in the 
UK economy – including negative Q2 growth – and the risk of a “no-deal” Brexit in October.

UK growth: not as bad as it seems

The first estimate of UK Q2 GDP showed the first quarterly contraction since 2012 at -0.2% 
quarter-on-quarter (qoq). This has raised concerns in the media that the UK could be 
heading for a “Brexit recession”. In our view, this pessimism is overdone, for three reasons:

1. Q1 growth was boosted by stockpiling ahead of the original Brexit date of 31 
March. With the Brexit deadline extended to 31 October, many businesses 
unwound their inventories in Q2, weighing on growth (Figure 1). In Q3, we could 
see renewed stockpiling adding to growth again.

Figure 1: Contribution of changes in inventories to UK GDP growth

Source: UK Office for National Statistics, data as of 14 August 2019

2. Manufacturing sector output in Q2 saw a drag from carmakers bringing their 
annual summer shutdowns forward to April. Many car plants operating in August,
when they would be usually closed, should support Q3 growth.

3. Consumer spending growth remained resilient in Q2. This is perhaps 
unsurprising in the context of a strong UK labour market. UK wage growth is 
edging up, closing in on 4% year-on-year (yoy), well above the rate of inflation.  

We should also consider the global growth context. The industrial sector has been 
performing poorly this year, across many economies. Rising global uncertainty has 
weighed on firms’ investment plans, of which Brexit is only one part of the story.
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A “no-deal” Brexit is 
a key risk for the UK 
economy, but looser 
fiscal policy could 
mitigate some of the 
effects…

…while the Bank of 
England would also 
be likely to loosen 
monetary policy

What about a no-deal Brexit?

UK Prime Minister (PM) Boris Johnson has entertained the possibility of a no-deal Brexit. In 
our view, such an outcome is a downside risk to the UK economy as it may result in:

1. Trade disruption at the UK-EU border (e.g. customs and regulatory checks);

2. Confidence and uncertainty shocks to households and businesses; 

3. Declines in the pound sterling, which could raise UK inflation and weigh on 
household disposable income and consumer spending.

However, there remains much uncertainty on how political developments will play out 
between now and the current Brexit deadline of 31 October. 

In the event of a no-deal Brexit, we would expect policy measures to mitigate some of the 
impact on growth. PM Johnson has signalled a substantial package of fiscal easing 
measures made possible by the UK’s significantly improved fiscal position (Figure 2).

Meanwhile, the Bank of England (BoE) would likely cut interest rates, with some BoE 
officials suggesting they could go down to 0% from 0.75% at present. The BoE could also 
potentially restart its programme of bond buying and offer cheap loans to banks.

Figure 2: UK fiscal position

Source: UK Office for Budget Responsibility, data as of 14 August 2019. This measure excludes interest 

payments and is adjusted for effects of the economic cycle

What does this mean for our UK asset class views?

Figure 3 summarises our latest views on UK assets in a multi-asset portfolio context.

Figure 3: UK asset class views

Equities Gilts (UK government bonds)

Overweight Underweight

Growth Recent data appears to have been distorted by “Brexit stockpiling” and other 
one-off effects. The labour market remains a key support for growth

Valuation

The UK equity risk premium (excess 
return over cash) remains comfortably 
above the equity risk premium for
developed market (DM) equities

Our estimate of prospective risk-
adjusted returns for gilts is extremely 
low

No-deal 
Brexit

A no-deal Brexit is likely to hit growth. 
But policy support – particularly fiscal 
– may offset some of the effects

The supply of gilts is likely to 
increase in the coming years

Sterling (GBP) would probably decline. 
This may support the earnings 
performance of UK based
multinationals with foreign currency 
revenues

A fall in GBP is likely to push up UK 
inflation, which could put downward 
pressure on bond prices
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Equities Gilts (UK government bonds)

Overweight Underweight

Brexit with 
Withdrawal 
Agreement

A negotiated Brexit is likely to lift some 
uncertainty, supporting corporate 
investment. Higher UK growth may 
support domestically oriented stocks

Gilts would look vulnerable from less 
uncertainty and better growth 
(reduced “safe-haven” demand), and 
potentially more hawkish BoE policy

Risks to our 
view

A much more significant deterioration 
in UK growth and corporate 
fundamentals would be a major 
challenge for equities

A significant deterioration in UK 
growth could support gilts, as could
Fed and ECB policy easing

Source: HSBC Global Asset Management, as of 13 August 2019 and subject to change.

Hussain Mehdi, Macro & Investment Strategist
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Important information:

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for 
any purpose. All non-authorized reproduction or use of this document will be the responsibility of the user and may lead to legal 
proceedings. The material contained in this document is for general information purposes only and does not constitute advice or a 
recommendation to buy or sell investments. Some of the statements contained in this document may be considered forward looking 
statements which provide current expectations or forecasts of future events. Such forward looking statements are not guarantees of 
future performance or events and involve risks and uncertainties. Actual results may differ materially from those described in such 
forward-looking statements as a result of various factors. We do not undertake any obligation to update the forward-looking 
statements contained herein, or to update the reasons why actual results could differ from those projected in the forward-looking 
statements. This document has no contractual value and is not by any means intended as a solicitation, nor a recommendation for 
the purchase or sale of any financial instrument in any jurisdiction in which such an offer is not lawful. The views and opinions 
expressed herein are those of HSBC Global Asset Management Global Investment Strategy Unit and HSBC Securities (USA) Inc. at 
the time of preparation, and are subject to change at any time. These views may not necessarily indicate current portfolios’ 
composition. Individual portfolios managed by HSBC Global Asset Management primarily reflect individual clients’ objectives, risk 
preferences, time horizon, and market liquidity.

The value of investments and the income from them can go down as well as up and investors may not get back the amount originally 
invested. Past performance contained in this document is not a reliable indicator of future performance while any forecasts, 
projections and simulations contained herein should not be relied upon as an indication of future results. Where overseas 
investments are held the rate of currency exchange may cause the value of such investments to go down as well as up. Investments 
in emerging markets are by their nature higher risk and potentially more volatile than those inherent in some established markets. 
Economies in Emerging Markets generally are heavily dependent upon international trade and, accordingly, have been and may 
continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative currency values and other 
protectionist measures imposed or negotiated by the countries with which they trade. These economies also have been and may 
continue to be affected adversely by economic conditions in the countries in which they trade. Mutual fund investments are subject to 
market risks, read all related documents carefully. Please consider the investment objectives, risks, charges and expenses 
carefully before investing. The prospectus, which contains this and other information, can be obtained by calling an HSBC 
Securities (USA) Inc. Financial Advisor or call 888-525-5757. Read it carefully before you invest.

Investment and certain insurance products, including annuities, are offered by HSBC Securities (USA) Inc. (HSI), member 
NYSE/FINRA/SIPC. In California, HSI conducts insurance business as HSBC Securities Insurance Services. License #: OE67746. 
HSI is an affiliate of HSBC Bank USA, N.A. Whole life, universal life, term life, and other types of insurance are provided by 
unaffiliated third parties and offered through HSBC Insurance Agency (USA) Inc., a wholly owned subsidiary of HSBC Bank USA, 
N.A. Products and services may vary by state and are not available in all states. California license #: OD36843. Investments, 
Annuity and Insurance Products: Are not a deposit or other obligation of the bank or any of its affiliates; Not FDIC insured 
or insured by any federal government agency of the United States; Not guaranteed by the bank or any of its affiliates; and 
subject to investment risk, including possible loss of principal invested. 

All decisions regarding the tax implications of your investment(s) should be made in consultation with your independent tax 
advisor.


