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The macro outlook

• Global growth is set to strengthen in 

2018, but has Trump’s trade war put 

paid to that?

• The Brexit deadline is looming, what 

could no deal mean for UK and 

Euroland growth?

• China have complained to the World 

trade Organisation about the US’s tariffs 

on Chinese imports, are they worried 

about growth? Should they be?

• Is there the risk of an emerging market 

crisis as the US ratchet up trade tariffs 

and sanctions on perceived 

undesirables?

2016 2017 2018f 2019f

US 1.5 2.2 2.9 2.5

Euroland 1.8 2.4 2.0 1.9Euroland

UK 1.8 1.7 1.4 1.5UK

India 7.1 6.7 7.3 7.4

China 6.7 6.9 6.6 6.2

Japan 1.0 1.7 1.1 0.9

World 3.2 3.7 3.7 3.7

GDP

Source: IMF World Economic Outlook, Oct 2018
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Source: Thomson Reuters Datastream

Monetary policy – the end of emergency measures?

US Fed funds, %

UK BOE Bank rate, %

EUR ECB refi rate, %

• The Fed have now hiked rates on 8 occasions, 
taking the upper bound to 2.25%. A further hike 
is priced in for the December FOMC.

• The UK BOE raised interest rates in August, but 
have indicated that further hikes (about 1 per 
year) are about the right pace for further 
monetary tightening.

• The ECB have confirmed that their asset 
purchase program will cease at the end of the 
year. Hikes in the refi rate aren’t expected until 
post summer 2019.

• The process of policy ‘normalisation’ is 
underway.
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The labour market – where’s the inflation?

Source: NWM/Datastream

EUR

UK

US

Unemployment rates, % Average earnings/wage & salaries, %y/y
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But is inflation low?

Source: NWM/Datastream

CPI inflation rates, %

EUR

UK

US

Based on recent history, during 
the globalisation of the 2000s, 
it is not clear that inflation is 
abnormally low, although 
interest rates were significantly 
higher then vs now.
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Brexit – Going to the wire on negotiations

January FebruarySeptember October November December March

Central Bank 
Meetings

13-14 December 
EU Summit

TBA: March
UK Spring Statement

29 March
UK leaves the EU 

17-18 October
The EU Summit
(seen initially as the deadline for the 

UK/EU withdrawal agreement)

November: 
Potential emergency EU Summit
if the withdrawal agreement is not in 

place 

Oct 29:
UK Budget

TBA
Potential UK withdrawal 
agreement vote in 

Parliament and the House of 

Lords

13th

26th

25th

1st

8th

13th

19th

29th20th

24th 7th

7th

19th

21st

September October November December January February March

Market 
Expected 
EUR/GBP 

Volatility

Risk
Events

21-22 March
Final EU Summit with the 
UK as a member

6 November
US Mid-term elections
for the House and the Senate

Source: NatWest Markets Analytics
Data correct at 3 Aug 2018

30 Sep-03 Oct
Conservative Party 
conference
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Brexit – do past events give any clues for the risks going forward

The possible downside risks – Brexit vote and 2010 general election

UK 2010 general 
election

Immediate aftermath 
of hung parliament/ 
coalition negotiations

GBP/USD exchange rate (Jan ’10 - Dec ’11)

Source: Thomson Reuters Datastream

GBP/USD exchange rate (Jan ’16 - Dec ’17)

Brexit Vote

Flash crash
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Brexit – do past events give any clues for the risks going forward

The possible upside risks – 2015 general election and 1997 BoE independence 

GBP/USD exchange rate (Jan ’15 - Dec ’15)

Surprise Conservative 
overall majority

GBP/USD exchange rate (Jan ’97 - Dec ’97)

BoE independence

Source: Thomson Reuters Datastream
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Fiscal policy – loosening

month

£
b

n

UK public sector net borrowing (ex public sector 
banks, £bn, fiscal year cumulative)

Source: NWM/Bloomberg

• UK public finances are continuing to 
improve, despite slowing growth.

• For the UK, this provides the 
government with more room for 
spending/tax cuts.

• There is a similar improvement in parts 
of Euroland, particularly Ireland & 
Germany, where the budgets are 
broadly in balance, and expected to 
move into surplus.

• In the US, the recent tax cuts and 
spending increases have prompted a 
strengthening in growth, but worsening 
budget balances. 
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The UK property markets - Residential

Source: Nationwide Q3 2018 House Price Index

Source: Nationwide Oct 2018 House Price Index
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The UK property markets - Commercial

Source: RICS Commercial Market Survey
Q3 2018

UK Commercial space availability, change in quarter (% balance)
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FX Forecasts

Source: NWM UK Macro Strategy weekly –26th October 2018
• Politics/event uncertainty remains a key 

driver of FX markets.

• Brexit remains a critical influencer of the 
GBP, in my view.

• The fundamentals have taken a back seat 
to such short term political risk events.

• Trade wars are threatening to further harm 
the emerging markets, to the benefit of the 
USD.

• But, China retaliation could increase US 
inflation and lower growth, an unattractive 
package for the USD in the medium to 
longer term.

• US tax cuts haven’t been as growth +ve as 
hoped for, but are likely to increase the 
budget deficit, which could be USD 
negative.

2018

Q4 Q1 Q2 Q3 Q4

GBP/USD 1.34 1.36 1.41 1.46 1.45

EUR/USD 1.17 1.17 1.20 1.25 1.25

GBP/EUR 1.15 1.16 1.18 1.17 1.16

EUR/GBP 0.87 0.86 0.85 0.86 0.86

USD/JPY 115 115 115 115 110

GBP/JPY 155 157 162 168 160

GBP/AUD 1.82 1.84 1.81 1.87 1.77

GBP/SEK 11.7 11.6 11.5 11.2 10.9

GBP/NOK 10.3 10.2 10.1 9.8 9.8

GBP/CNY 9.14 9.25 9.47 9.81 9.52

USD/CNY 6.82 6.80 6.72 6.72 6.57

forecasts are end period

2019
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Summary

• The economy is pressured by the uncertainty of Brexit outcomes. This has undermined 
investment/hiring decisions, in my view.

• UK interest rates are moving up, albeit very slowly in comparison to the US.

• The BoE Governor has suggested that they could accelerate rate rises on the back of a 
‘positive’ Brexit outcome. 

• Brexit – Is the GBP still vulnerable? This depends on what outcome (Hard or Soft Brexit, 
Orderly or Disorderly). Under some outcomes, the GBP could rally, since the markets are 
braced for a Brexit of the harder variety, in my view. What might that mean for foreign 
investment in the UK’s commercial & residential sectors?

• What of the changing trends of consumption? What does this mean for the real estate 
mix?

• UK fiscal policy – the loosening may prove a short term support for the UK economy, but 
certainty is likely to drive larger economic gains.
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Disclaimer

This communication has been prepared by NatWest Markets Plc, and should be regarded as a Marketing Communication, for which the relevant competent authority is the UK Financial Conduct Authority.

Please follow the link for the following information https://www.natwestmarkets.com/natwest-markets/regulation/mar-disclosures.html:

MAR Disclaimer
Conflicts of Interest statement

Glossary of definitions
Historic Trade ideas log

This communication has been prepared by NatWest Markets Plc, NatWest Markets N.V. or an affiliated entity (“NatWest Markets”). 
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desks that trade as principal in the instruments mentioned herein. This commentary is therefore not independent from the proprietary interests of NatWest Markets, which may conflict with your interests. Opinions expressed may differ from the opinions expressed by other 

business units of NatWest Markets. The remuneration of the author(s) is not directly tied to any transactions performed, or trading fees received, by any entity of the RBS Group, for example, through the use of commission-based remuneration. 

This material includes references to securities and related derivatives that the firm's trading desk may make a market or provide liquidity in, and in which it is likely as principal to have a long or short position at any time, including possibly a position that was accumulated on the 

basis of this analysis material prior to its dissemination. Trading desks may also have or take positions inconsistent with this material. This material may have been made available to other clients of NatWest Markets before it has been made available to you and is not subject to 

any prohibition on dealing ahead of its dissemination. This document has been prepared for information purposes only, does not constitute an analysis of all potentially material issues and is subject to change at any time without prior notice.  NatWest Markets does not undertake 

to update you of such changes.  It is indicative only and is not binding. Other than as indicated, this document has been prepared on the basis of publicly available information believed to be reliable but no representation, warranty, undertaking or assurance of any kind, express 
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