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sharp fall  of Sterling to its current record low. Expressed in 
euros, the performances of the FTSE 100 and FTSE 250 are 
down to a mere +2.4% and -1.8% respectively since 23 June 
2016. In dollar terms, both have unprecedented 
underperformances against the MSCI World. 

In terms of valuation, the MSCI UK shows valuation ratios 
close to long-term historic averages, including a PE ratio of 
14.6 as against 14.9 for the MSCI Europe ex UK on 
aggregate. This overall picture masks striking divergences, 
however, between international corporations with little 
exposure to the UK market, which share prices have adjusted 
to fluctuating exchange rates, and those exposed mainly to 
the domestic market. The valuation of so-called domestic 
stocks is often skirting close to historic lows, and sometimes 
prices an economic recession scenario along the lines of 
2009. This is particularly true with stocks linked to consumer 
goods or industrial services.  

In this context, our METROPOLE Sélection and 
METROPOLE Avenir Europe portfolios are currently under-
sensitive to the risk of a further downturn in the UK 
economy, as they hold mainly stocks with relatively little 
exposure to the UK economy, such as BP, GlaxoSmithKline 
or Vodafone among the large caps and GKN, Senior or 
Morgan Advanced Materials among the small caps. We 
also hold UK domestic stocks such as Lloyds, 
Marks&Spencer or transport company First Group as their 
valuations have already factored in the risk of recession. 
Since the announcement of Brexit, we have also added a 
number of heavily discounted stocks to our portfolios, 
including small or mid-caps such as TalkTalk, EasyJet, 
Mitie, Berendsen, Weir and Aggreko. 

The uncertainty seems likely to persist until March 2019, the 
official date set for the UK’s exit from the European Union. 
This uncertainty, linked to the negotiations between the UK 
government and the European authorities,    puts the  UK 
economic performance at risk and will be a source of market 
volatility. Times like these are favourable to investment 
opportunities, especially when risk aversion dominates the 
markets and business valuations are side-lined and 
underestimated. There are also reasons to consider a less 
pessimistic scenario. The negotiations may go better than 
expected. The United Kingdom will almost certainly continue 
to play an important role in Europe. This reasonable scenario 
is one that the markets do not seem to have taken into 
account. 

What opportunities in the UK equity market?  

Over a year has passed since Brexit was announced on 23 June 
2016. With a little more hindsight, we can now begin to measure 
the real initial impacts of this decision on the UK economy and 
financial markets. Apart from sterling depreciation, these 
impacts appear to be fairly limited for the time being. Despite 
defiance and a maximum level of uncertainty that might be set to  
last very long , the valuation of UK equities, which account for 
some 28% of the major European stock market indices, seems to 
have been unaffected overall. From stock picking standpoint, this 
major event has nonetheless resulted in certain opportunities 
among UK domestic stocks.  

At the macroeconomic level, the Brexit announcement seems to 
have had no immediate effect on UK economic activity in the 
second half of 2016, apart from a 17% slump in sterling against 
the US dollar.  GDP growth continued to be high and close on 
+2% year on year in the second half of last year, consumer 
spending held steady and the unemployment rate currently stands 
at 4.4%, close to full employment. Finally, the Manufacturing 
PMI indicator is at a level suggesting continued sustained 
economic growth and indeed, actually higher than at the time of 
the Brexit announcement.   

 However, signs of a slowdown have begun to emerge over the 
course of 2017: firms are cutting back on investment and 
manufacturing production has stalled at +0.9% since June 2016 
despite theoretical positive effect on exports of a weaker pound. 
Household consumer spending has finally been impacted by a 
reduction in purchasing power. A number of retailers, including 
Next and Carphone Warehouse, have even issuing significant 
profit warnings and downgraded their outlook. The consensus 
among economists, for what it is worth, predicts an economic 
slowdown with GDP growth at 1.2% in 2018. The likelihood of 
a recession seems remote at this stage.   

As far as equity markets are concerned, the UK’s market indices 
recovered swiftly from the initial shock of the unexpected 
outcome of the referendum. The MSCI UK net return index 
shows a rise of +23% since 23 June 2016 compared to +16% for 
the MSCI Europe ex UK net return index in local currency. The 
findings are similar for both the small and mid-caps, despite their 
greater exposure to their domestic market. On average, FTSE 
250 stocks derive some 50% of their revenue from the UK 
market, compared to just 25% in the case of FTSE 100 stocks.  
And yet the FTSE 250 has achieved an almost equivalent 
performance, up by 18% in sterling terms since 23 June 2016. 

The impact of Brexit on UK equities is essentially linked to the 
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