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The UK’s annual budget – setting out the government’s tax and spending plans – coincided this week with 

the Bank of England (BoE) Monetary Policy Committee. With Brexit now less than four months away, what 

is the outlook for the UK economy and its financial markets? 

One positive surprise in the UK this year has been the sharp increase in tax receipts, enabling a £68bn windfall 

in forecast borrowing requirements according to the Office for Budget Responsibility (OBR) and giving 

Chancellor Hammond room for manoeuvre ahead of the Budget. He duly announced an increase in public 

spending (notably for healthcare), higher personal income tax allowances, more generous welfare benefits and 

a 4.9% hike in minimum wages. This largesse provides near-term fiscal stimulus but also cancels out the 

forecast improvement in government borrowing needs. 

There were no surprises from the BoE on Thursday as rates were held steady at 0.75%. The bank indicated 

that a smooth Brexit would mean faster rate hikes, a more hawkish stance than expected. However, Governor 

Carney highlighted the risks of a disorderly Brexit, cautioning “there is little monetary policy can do” to mitigate 

the impact. We therefore expect the BoE to hold off from hikes until visibility improves. 

Carney’s wariness did little to stop sterling moving higher across the board as optimism strengthened in the 

UK that a Brexit deal was within reach. Brexit Secretary Dominic Raab suggested that a deal could be 

finalised by November 21, while a press article intimated that an agreement on equivalence in trade in 

financial services was likely. However, there is little sign that this optimism is shared in Brussels – no 

November summit has been called so far and EU negotiators continue to bemoan the lack of progress on 

the Irish border question. We would not set too much store on an imminent breakthrough – much remains 

to be settled before the arduous process of ratification by national governments can begin. 

Bottom line. Brexit uncertainties continue to cloud the skies over the UK and hamper business investment plans. 

Economic growth has slowed – the OBR cites studies suggesting that the UK economy is 2-2.5% smaller due to 

the Brexit vote – though the fiscal boost should provide some support. With the BoE on hold, we do not expect 

sharp rises in long-dated bond yields – however, inflation-adjusted yields are still negative. Sterling’s bounce 

against dollar this week has taken it back to the mid-point of the recent range at around 1.30. In this context, we 

maintain a neutral stance on UK equities, given the lack of catalysts for sustained outperformance. 
  

Yields remain negative in real terms  
Gilt nominal and real 10-year yields (%) 

Industry confidence weakened both in the eurozone and the UK 
Manufacturing PMIs 

  

   Sources: SGPB, Macrobond, data as of 31/10/2018         Sources: SGPB, Macrobond, data as of 31/10/2018 
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This week and next 
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• Q3 Gross Domestic Product (GDP) growth slowed from 0.4% QoQ 

to 0.2% on preliminary data, missing expectations for 0.4%. YoY 

economic growth is down from 2.2% to 1.7% and unlikely to reach 

the ECB’s 2% forecast for 2018. France grew 0.4% QoQ in Q3, twice 

as fast as in Q2, while Italy stagnated. German GDP will be released 

later this month. 

• Flash estimates for headline inflation rose in October from 2.1% 

YoY to 2.2%, driven by energy prices. Core inflation (excl. volatile 

items) outperformed expectations, up from 0.9% YoY to 1.1%.  

• Both economic sentiment and business climate indicators missed 

expectations in October, printing at their lows since mid-2017.  

• However, consumer confidence improved from -2.9 to -2.7, still 

well above its long-run average of -12.1. The September 

unemployment rate remained unchanged at 8.1%.  
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• PMI Manufacturing confidence slid 2.5 points to 51.1 in October, 

a 27-month low given weaker output growth, declining new order 

inflows and employment. 

• Bank of England members unanimously decided to keep rates 

unchanged at 0.75%. 

• Despite recent lower retail prices and rising wages, GfK consumer 

confidence declined from -9 to -10 in October as the prospect of 

a no-deal/hard Brexit still weighs on sentiment.  

• Despite the Brexit backdrop, the housing market is solid with 

additional £3.9bn in mortgage lending in September, up from 

£3.1bn in August. The annual growth rate in mortgage lending was 

unchanged at 3.2%.  

          

 

Next week’s key events Per. Prev. Cons. 

 

Next week’s key events Per. Prev. Cons. 

5 Nov Investors sentiment index Nov 11.4 -- 9 Nov GDP 3M/3M Sep 0.7% -- 

6 Nov Composite PMI (F) Oct 54.1 52.7  9 Nov Manufacturing output YoY Sep 1.3% -- 
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• Conference Board Consumer Confidence rose from 135.3 to 

137.9 in October, an 18-year high and above expectations.  

• Personal Consumption Expenditure (PCE) data for September 

showed real growth in consumer spending at 0.3% MoM after 

0.4% in August, taking YoY growth to 3.0%. Core PCE inflation – 

the Fed’s favourite measure – rose 2.0% YoY for the fifth 

consecutive month.  

• October ISM manufacturing confidence slid again to 57.7, still high 

but down from August’s 14-year high at 61.3.  

• Nonfarm unit labour costs rose 1.5% YoY in Q3, while labour 

productivity increased 1.3% YoY (output was up 3.7% while the 

number of hours worked rose 2.4%).  
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• Japan’s unemployment rate declined to 2.3% in September, just 

above the 26-year low reached in May, while retail sales rose 2.1% 

YoY in September, down from 2.7% in August. October PMI 

manufacturing confidence rose to 52.9, a 4-month high.  

• In China, manufacturing confidence surveys diverged in October. 

The Caixin PMI inched up from 50 in September to 50.1 while the 

national PMI series declined from 50.8 to 50.2.  

• Activity slowed sharply in South Korea with industrial production 

down -8.4% in September from August’s +2.5%.  

   I 

 

Next week’s key events Per. Prev. Cons. 

 

Next week’s key events Per. Prev. Cons. 

6 Nov Job openings (million) Sep 7.1 -- 6 Nov Japan: Household spending YoY Sep 2.8% -- 

9 Nov Uni. of Michigan consumer surveys Nov 98.6 -- 8 Nov China: Trade balance surplus 
($bn) 

Oct 31.7 36.3 

Sources: Datastream, Bloomberg, 2 November 2018, Note: YoY = year-on-year; QoQ = quarter-on-quarter; MoM = month-on-month, P = preliminary figure, A = advanced figure, F = final figure, 
seasonally adjusted, ECB = European Central Bank 

Our 3-month targets for currencies and commodities 
 

 

  

 

  

  

 

 Thursday close 3mth target 

 

EUR/USD 1.14 1.15 

GBP/USD 1.30 1.32 

EUR/CHF 1.14 1.09 

USD/JPY 113 110 

Brent $72.8 $80 

 Gold $1231 $1220 

Forecast figures are not a reliable indicator of future performance 

Our 3-month targets are 

unchanged this week.   
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Question time 

Past performance should not be seen as a guarantee of future returns. 

 

 

China has started to show signs of economic weakness following months 

of trade tensions with the Trump administration. The official Manufacturing 

PMI indicated weaker momentum with a sharp slide from 51.3 in August 

to 50.2 in October, its lowest level since July 2016. And after dipping to 

50 in September, the Caixin Manufacturing PMI edged back up to 50.1 

in October, only just above the 50-point threshold between expansion 

and contraction.  

The trade war has started to take its toll on the outlook with a significant 

drop in new export orders. However, the US trade deficit with China has 

barely narrowed so far as US importers have front-loaded imports ahead 

of the expected higher tariff rates effective from next January. In addition, 

US tax cuts stimulus has fostered private consumption, thus boosting 

demand for imports.  

Q3 was the weakest quarter for Chinese GDP growth since the financial 

crisis (6.5% YoY). The latest PMI numbers underline that the picture 

remains downbeat for the months ahead as the trade war is set to 

continue. As of January, the US has threatened to increase tariffs on 

USD200bn of imports from 10% to 25%, unless China bows to their 

demands. According to current estimates, if the US were to impose 25% 

tariffs on all imports from China, Chinese GDP growth could be cut by up 

to 1% per annum.  

In this context, it is hardly surprising that recent rumours that a possible 

trade deal could be unveiled at the G20 meeting in Buenos Aires this 

month have boosted markets. In addition, China recently conducted an 

auction in Hong Kong of CNH 10 billion in 3-month bills and CNH 10 

billion in 1-year bills, the first time it has used offshore markets to mop up 

liquidity in what looks like an attempt to defend the yuan’s exchange rate 

ahead of the summit. 

However, China has already begun to implement growth-supportive 

measures to mitigate the impact of the trade war, including: 

1. Yuan devaluation vs. dollar (-10.5% in the six months to 

October) to make exports more competitive – the currency 

recently neared 7 yuan per dollar. The yuan could see some 

further weakness in coming months despite People’s Bank of 

China (PBoC) fears that further devaluation could accelerate 

capital flight.  

2. Local bond issuance to prop up domestic growth via 

infrastructure investment. 

3. Four cuts to banks’ reserve requirement ratio (RRR) this year to 

14.5% to sustain credit growth and inject liquidity into the 

economy. 

4. Household tax cuts, such as deductions for healthcare, 

education, or mortgage interest expenses, to spur domestic 

consumption. President Xi also recently decided to cut 

corporate taxes, in particular for small-and medium-sized 

enterprises and start-ups.  

All in all, these measures should limit the downside to growth (which we 

do not expect to breach 6.0%) and China still has room to ease further if 

necessary –  i.e. no hard landing for China. 

  

Business surveys signal weakness in China  
China manufacturing PMIs 

 

 

 

Sources: SGPB, Macrobond, data as of 31/10/2018  
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Measuring the impact on the economy 
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Market performance 

Past performance should not be seen as a guarantee of future returns. 

 

 

Source: DataStream, on 01/11/2018. 1wk = 1-week change, 3mth = 3-month change, 12mth = 12-month change, YTD = year-to-date change, 
YoY = year-on-year change, BAML = Bank of America Merrill Lynch, JPM = JP Morgan, IG = Investment Grade, EM = emerging markets. * Price 
return for MICEX equity index. Equities; total return in local currency. Government bonds = 3-7 year returns. Figures are rounded.  

  

Interest rates Last 1wk 3mth YTD 12mth Government bonds* 1wk 3mth YTD 12mth

EONIA (EUR) -35 bp 2 bp  1 bp -1 bp 0 bp 0.1 %  0.3 % -1.0 % -1.4 %

3mth Euribor (EUR) -32 bp 0 bp  0 bp 1 bp 1 bp -0.1 %  0.6 % 0.0 % 0.5 %

3mth Libor (USD) 258 bp 7 bp  23 bp 89 bp 120 bp 0.0 %  0.3 % 0.4 % -0.2 %

3mth Libor (GBP) 83 bp 2 bp  2 bp 30 bp 38 bp 0.0 %  0.2 % -0.1 % 0.0 %

10-year US Treasury bond 314 bp 1 bp  rke 73 bp 77 bp

10-year German bond 40 bp 0 bp  -10 bp -3 bp 3 bp Equities* Last 1wk 3mth YTD 12mth

10-year French bond 76 bp -2 bp  -3 bp -3 bp -1 bp MSCI AC World 489 1.8 %  -5.2 % -2.5 % 0.7 %

10-year UK bond 145 bp 1 bp  7 bp 27 bp 11 bp Eurostoxx 50 3,204 1.3 %  -8.4 % -5.5 % -10.2 %

DAX 11,469 1.4 %  -10.0 % -11.2 % -14.8 %

Credit 1wk 3mth YTD 12mth CAC 40 5,086 1.1 %  -7.3 % -1.4 % -4.8 %

-0.1%  -0.3 % -0.7 % -1.3 % S&P 500 2,740 1.3 %  -2.1 % 4.1 % 8.3 %

0.2%  -1.1 % -1.1 % -1.7 % FTSE 100 7,115 1.6 %  -5.9 % -4.1 % -1.0 %

-0.1%  0.1 % -1.6 % -0.2 % SMI 9,017 3.6 %  -1.6 % -0.6 % 0.7 %

-0.3%  -0.9 % -3.5 % -2.8 % Topix 1,632 2.0 %  -7.0 % -8.4 % -6.7 %

-0.1%  -0.3 % 0.9 % 0.9 % IBOV Brazil 88,419 5.2 %  11.5 % 15.7 % 19.8 %

-0.1%  -2.2 % -6.2 % -5.3 % MICEX Russia * 2,359 1.2 %  1.9 % 11.8 % 13.3 %

MSCI EM 971 2.4 %  -10.1 % -14.0 % -11.5 %

Exchange rates Last 1wk 3mth YTD 12mth SENSEX 30 India 34,432 2.2 %  -8.0 % 3.0 % 3.7 %

EUR/USD 1.14 0.3 %  -2.2 % -5.0 % -1.8% Hang Seng (H-K) 25,416 1.7 %  -9.5 % -12.1 % -8.0 %

EUR/CHF 1.14 0.5 %  -1.2 % -2.3 % -1.9% Shanghaï Composite 2,606 0.1 %  -7.7 % -21.2 % -23.3 %

GBP/USD 1.30 1.5 %  -0.9 % -3.7 % -1.8%

USD/JPY 113 0.3 %  0.9 % 0.1 % -1.3% Commodities Last 1wk 3mth YTD 12mth

USD/BRL 3.70 -0.1 %  -1.3 % 11.7 % 13.3% Brent $73 -5.3 %  0.3 % 9.4 % 19.9 %

USD/CNY 6.92 -0.4 %  1.5 % 6.4 % 4.9% Gold $1,231 0.2 %  1.1 % -5.5 % -3.6 %

USD/RUB 65.7 0.1 %  4.2 % 13.9 % 12.7% Silver $14.7 0.5 %  -4.8 % -13.6 % -14.0 %

BAML US IG

BAML US HY

JPM Global EM Sov. Plus

BAML EURO Corp. IG

BAML EURO Corp HY

BAML GBP Corp IG

United States (3-7yr)

United Kingdom (3-7yr)

Germany (3-7yr)

Japan (3-7yr)
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Important information 

Kleinwort Hambros is the brand name of SG Kleinwort Hambros Bank Limited, which is authorised by the Prudential Regulation Authority and regulated by the 
Financial Conduct Authority and the Prudential Regulation Authority. The firm reference number is 119250. The company is incorporated in England and Wales 
under number 964058 and its registered address is 5th Floor, 8 St James’s Square, London SW1Y 4JU. Societe Generale Private Banking is a division of the 
Societe Generale Group operating through its head office within Societe Generale S.A. and its network (subsidiaries, branches or departments of Societe Generale 
S.A.) located in the countries mentioned hereafter which use the “Societe Generale Private Banking” and “Kleinwort Hambros” brands, and which distribute this 
document.  

 

Important Information 

This document is provided for information purposes only. It does not constitute and under no circumstances should it be considered in whole or in part as an offer, 
a solicitation, advice, a recommendation or a contract. It is intended to be used by the recipient only and may not be passed on or disclosed to any other persons 
and/or in any jurisdiction that would render the distribution illegal.  

It is the responsibility of any person in possession of this document to inform himself or herself of and to observe all applicable laws and regulations of the relevant 
jurisdictions. This document is in no way intended to be distributed in or into the United States of America nor directly or indirectly to any U.S. person. 

 

Financial Promotion 

This document is a financial promotion. 

 

Advice 

We offer restricted advice, which will be based on a limited analysis of different types of products which include (but are not limited to) financial instruments or 
products linked to entities in the Societe Generale Group.  We will advise and make a recommendation for you after we have assessed your needs. Please speak 
to your Private Banker for details of the range of products on which we provide advice. 

 

Legal, Tax and Accounting 

The information in this document does not constitute legal, tax or accounting advice. A potential investor should seek independent tax advice (where appropriate). 

 

Subject of the document 

This document has been prepared by experts of the Group Societe Generale, and more particularly of Societe Generale Private Banking division, to provide 
you with information relating to certain financial and economic data. In order to read and understand the financial and economic information included in this 
document, you will need to have knowledge and experience of financial markets. If this is not the case, please contact your advisor so that you no longer 
receive the document. Unless you do this, we shall consider that you have the necessary skills to understand this document. 

Please note that this document only aims to provide simple information to help you in your investment or disinvestment decisions, and that it does not constitute 
a personalised recommendation. Should you wish to make an investment, as the case may be and according to the applicable laws, your advisor within the 
Societe Generale Private Banking entity of which you are a client will check your eligibility for an investment and whether it corresponds to your investment 
profile.  

Should you not wish to receive this document, please inform your private banker in writing, and he/she will take the appropriate measures. 

 

General Warning 

The present information may change with market fluctuations, and the information and views reflected in this document may change. The Societe Generale 
Private Banking entities disclaim any responsibility for the updating or revising of this document. The document’s only aim is to offer information to investors, 
who will take their investment decisions without relying solely on this document. The Societe Generale Private Banking entities disclaim all responsibility for direct 
or indirect losses related to any use of this document or its content. The Societe Generale Private Banking entities do not offer no implicit or explicit guarantees 
as to the accuracy or exhaustiveness of the information or as to the profitability or performance of the asset classes, countries and markets concerned. 

The historical data, information and opinions provided herein have been obtained from, or are based upon, external sources that the Societe Generale Private 
Banking entities believe to be reliable, but which have not been independently verified. The Societe Generale Private Banking entities shall not be liable for the 
accuracy, relevance or exhaustiveness of this information. Information about past performance is not a guide to future performance and may not be repeated. 
Investment value is not guaranteed and the value of investments may fluctuate. Estimates of future performance are based on assumptions that may not be 
realised.  

This document is confidential. It is intended exclusively for the person to whom it is given, and may not be communicated or notified to any third party (with the 
exception of external advisors, on the condition they themselves respect this confidentiality undertaking). It may not be copied in whole or in part without the 
prior written consent of the relevant Societe Generale Private Banking entity. 

 

Specific warnings per jurisdiction 

France: Unless otherwise expressly indicated, this document has been issued and distributed by Societe Generale, a French bank authorised and supervised by 
the Autorité de Contrôle Prudentiel et de Résolution, located at 61, rue Taitbout, 75436 Paris CEDEX 09 under the prudential supervision of the European Central 
Bank (“ECB”), and under the control of the Autorité des Marchés Financiers (“AMF”). Societe Generale is also registered at ORIAS as an insurance intermediary 
under the number 07 022 493 orias.fr. Societe Générale is a French Société Anonyme with its registered address at 29 boulevard Haussmann, 75009 Paris, with 
a capital of EUR 1,009,897,173.75 on 11 December 2017 and unique identification number 552 120 222 R.C.S. Paris. Further details are available on request or 
can be found at www.privatebanking.societegenerale.fr/. 

Belgium: This document has been distributed in Belgium by Société Générale Private Banking SA/NV, a Belgian credit institution according to Belgian law and 
authorized and supervised by the National Bank of Belgium (“NBB”) and the Financial Services and Markets Authority (“FSMA”), and under the prudential 
supervision of the European Central Bank- ECB. Société Générale Private Banking SA/NV is registered as an insurance broker at the FSMA under the number 

http://www.privatebanking.societegenerale.fr/
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61033A. Société Générale Private Banking SA/NV has its registered address at 9000 Ghent, Kortrijksesteenweg 302, registered at the RPM Ghent, under the 
number VAT BE 0415.835.337. Further details are available on request or can be found at www.privatebanking.societegenerale.be.  

Luxembourg: This document has been distributed in Luxembourg by Societe Generale Bank and Trust (“SGBT”), a credit institution which is authorised and 
regulated by the Commission de Surveillance du Secteur Financier (“CSSF”) under the prudential supervision of the European Central Bank (“ECB”), and whose 
head office is located at 11 avenue Emile Reuter – L 2420 Luxembourg. Further details are available on request or can be found at www.sgbt.lu. No investment 
decision whatsoever may result from solely reading this document. SGBT accepts no responsibility for the accuracy or otherwise of information contained in 
this document. SGBT accepts no liability or otherwise in respect of actions taken by recipients on the basis of this document only and SGBT does not hold 
itself out as providing any advice, particularly in relation to investment services. The opinions, views and forecasts expressed in this document (including any 
attachments thereto) reflect the personal views of the author(s) and do not reflect the views of any other person or SGBT unless otherwise mentioned. SGBT 
has neither verified nor independently analysed the information contained in this document. The CSSF has neither verified nor analysed the information contained 
in this document. 

Monaco: The present document has been distributed in Monaco by Société Générale Private Banking (Monaco) S.A.M ., located 13-15 bld des Moulins, 
98000 Monaco, Principality of Monaco, governed by the Autorité de Contrôle Prudentiel et de Résolution and the Commission de Contrôle des Activités 
Financières. The Financial products marketed in Monaco can be reserved for qualified investors in accordance with Law No. 1339 of 07/09/2007 and 
Sovereign Ordinance No 1.285 of 10/09/2007. Further details are available upon request or on www.privatebanking.societegenerale.mc. 

Switzerland: This document has been communicated in Switzerland by Société Générale Private Banking (Suisse) SA (« SGPBS »), whose head office is 
located at rue du Rhône 8, CP 5022, CH-1211 Geneva 11. SGPBS is a bank authorized by the Swiss Financial Market Supervisory Authority (“FINMA”). 
Further details are available on request or can be found at www.privatebanking.societegenerale.ch. This document (i) does not provide any opinion or 
recommendation about a company or a security, or (ii) has been prepared outside of Switzerland for the « Private banking ». Therefore, the Directives of the 
Swiss Bankers Association (SBA) on the Independence of Financial Research do not apply to this document. This document has not been prepared by 
SGPBS. SGPBS has neither verified nor independently analyzed the information contained in this document. SGPBS accepts no responsibility for the accuracy 
or otherwise of information contained in this document. The opinions, views and forecasts expressed in this document reflect the personal views of the relevant 
author(s) and shall not engage SGPB's liability. This document is not a prospectus within the meaning of articles 652a and 1156 of the Swiss Code of 
Obligations. This document is issued by the following companies in the Kleinwort Hambros Group under the brand name Kleinwort Hambros: 

United Kingdom: SG Kleinwort Hambros Bank Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority 
and the Prudential Regulation Authority. The firm reference number is 119250. The company is incorporated in England and Wales under number 964058 and 
its registered address is 5th Floor, 8 St James’s Square, London SW1Y 4JU.  

Jersey: SG Kleinwort Hambros Bank (CI) Limited is regulated by the Jersey Financial Services Commission ("JFSC") for banking, investment, funds services 
and money services business. The company is also authorised and regulated by the UK Financial Conduct Authority ("FCA") in respect of UK regulated 
mortgage business. The firm reference number is 310344. The company is incorporated in Jersey under number 2693 and its registered address is PO Box 
78, SG Hambros House, 18 Esplanade, St Helier, Jersey JE4 8PR. This document has not been authorised or reviewed by the JFSC or FCA.  

Guernsey: SG Kleinwort Hambros Bank (CI) Limited – Guernsey Branch is regulated by the Guernsey Financial Services Commission ("GFSC") for banking, 
investment and money services business and by the Jersey Financial Services Commission ("JFSC") for banking, investment, fund services and money services 
business. Its address is PO Box 6, Hambro House, St Julian’s Avenue, St Peter Port, Guernsey, GY1 3AE. SG Kleinwort Hambros Bank (CI) Limited (including 
the branch) is also authorised and regulated by the UK Financial Conduct Authority ("FCA") in respect of UK regulated mortgage business. The firm reference 
number is 310344. The company is incorporated in Jersey under number 2693 and its registered address is PO Box 78, SG Hambros House, 18 Esplanade, 
St Helier, Jersey JE4 8PR. This document has not been authorised or reviewed by the JFSC, GFSC or FCA.  

Gibraltar: SG Kleinwort Hambros Bank (Gibraltar) Limited is authorised and regulated by the Gibraltar Financial Services Commission for the conduct of banking, 
investment and insurance mediation business. The company is incorporated in Gibraltar under number 01294 and its registered address is 32 Line Wall Road, 
Gibraltar. Kleinwort Hambros is part of Societe Generale Private Banking, which is part of the wealth management arm of the Societe Generale Group. Societe 
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