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2017 outlook 
 

 Brexit negotiations continuing to weigh on sterling. As the complexities of the 
negotiations between the UK and the European Union unfold, we expect the ensuing 
uncertainty to continue to put pressure on the pound relative to other major 
currencies. This should act to stimulate exports as UK goods and services become 
more competitive overseas; as a result, both the Neptune UK Mid Cap and UK 
Opportunities funds are focused on those companies that we deem to be winners as 
a result of weaker sterling. The weak pound should also act to stimulate further M&A 
activity as overseas buyers see a reduction in the foreign currency price of UK 
assets. We have already seen signs of this starting to play out with the Japanese 
takeover of ARM, as well as overseas approaches for Poundland, Premier Farnell 
and Brammer further down the market cap spectrum in the post-Brexit period. 
 

 Inflation continuing to gather steam. A by-product of sterling weakness is inflation, 
and we expect this to continue to gather steam over the coming months with energy 
and food prices the hardest hit. The full impact of sterling weakness is yet to impact 
the prices paid by consumers due to the hedging arrangements that many importing 
companies have in place; these result in a lag between the pound weakening and its 
effects being felt in the wider economy.  

 

 Consumer confidence taking a turn for the worse. Consumer sentiment bounced 
back sharply post-referendum, which is perhaps unsurprising as the UK has been 
given the ‘medicine’ of looser monetary policy without Brexit having actually 
happened yet. If above-target inflation persists in the medium term, this may 
necessitate the Bank of England raising interest rates, which would undoubtedly be 
negative for the UK consumer. We are avoiding domestic cyclicals, which are valued 
relatively highly given this uncertain backdrop. Instead we are focusing on overseas 
earners and those domestically focused companies that are exposed to non-
discretionary spending within both UK funds.  
 

2016 review 
 

 Markets were caught off guard by the Brexit vote – but rallied regardless. After a 
shaky start to the year - as investors acknowledged the possibility that the UK might 
vote to leave the EU - the mood lightened as referendum day approached and many 
believed that a vote to Remain was a done deal. When the shock Brexit result came 
in markets fell sharply, but within a week the FTSE All-Share was back above pre-
referendum levels. A second shock victory for populism came with Donald Trump’s 
election as the next President of the United States – but once again UK markets (and 
in fact the US dollar) were relatively sanguine in the face of the news. 
                      

 The pound fell sharply, favoring overseas earners. While equity markets were 
strong, it is sterling that carries the scars of the Brexit vote, down close to 20% 
against the dollar at its trough. This move caused investors to seek out export-
focused companies, in many cases shunning mid-caps based on the view that the 
FTSE 250 is populated by domestic players. In reality, the mid-cap index generates 



 

half of its revenues outside the UK, and the sell-off created exciting opportunities for 
mid-cap investors. 

 

 Inflationary pressure starting to build. A consequence of the falling pound is a rise 
in the cost of imports, creating inflation in the UK economy for the first time in several 
years. The impact of this will be felt most acutely by domestic companies with 
significant foreign denominated costs, including many of the retailers. While the Bank 
of England has indicated it will “look through” inflation driven by currency moves and 
allow CPI to move above its 2% target in the short term, ultimately this could result in 
increases to the base rate with a negative impact on consumer sentiment and 
discretionary spending.  
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Investment risks 
 
Neptune funds may have a high historic volatility rating and past performance is not a guide 
for future performance. The value of an investment and any income from it can fall as well as 
rise and you may not get back the amount originally invested. A majority of the investments 
made by the Fund may be in securities of small and medium sized companies. Such 
securities may involve a higher degree of risk than would be the case for securities of larger 
companies. References to specific securities are for illustration purposes only and should not 
be taken as a solicitation to buy or sell these securities. Please remember that forecasts are 
not a reliable indicator of future performance. These are Neptune’s views and as such this 
document is deemed to be impartial research. The content of this article is formed from 
Neptune’s views and we do not undertake to advise you as to any change of our views. 
Neptune does not give investment advice and only provides information on Neptune products. 
Please refer to the Prospectus for further details. 
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