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UK edges closer to the end of Brexit’s beginning 
 

Last week we summarised the revised EU deal – see Europe Strategy -  UK enters critical Brexit phase as 

economy slows and this short chart pack covering recent Brexit developments. 

 
Withdrawal bill accepted ‘in principle’ by UK parliamentarians 
Yesterday, the three-and-half year Brexit saga took a significant step forward, giving the UK a clearer sense of 
direction and reducing uncertainty for investors and others. However, the process also took a step backwards in 
terms of timescale. MPs in the UK’s House of Commons backed PM Johnson’s Withdrawal bill ‘in principle’ by 
329 votes to 299. This was the fourth attempt at passing a Brexit deal but the first successful one. But in a 
simultaneous blow to Prime Minister (PM) Johnson, MPs voted against the ‘programme motion,’ which would 
have enabled the PM to push his deal through in an accelerated timeframe this week. This latter motion was 
defeated by 322 to 308 votes, reflecting MP’s concern over the limited time they have to scrutinise the long and 
complex legislation before them.   
 

EU extension beyond 31 October 2019 expected 
Following the vote yesterday, European Council President Tusk noted that he supported the EU’s granting the 
UK’s request for a further membership extension. The question remains how long the extension will be. In turn, 
this will determine whether a general election is held within the extension period. We assume that the new 
extension date will be until 31 January 2020, the date specified in the Benn Act (which forces PM Johnson to seek 
a further extension). However, there may be a proviso that an earlier exit is acceptable if the UK is in a position to 
do so, perhaps alongside further conditions. 
 

Growing likelihood of general election  
Assuming a longer extension, the PM has a choice of either progressing with legislation for the existing 
Withdrawal Agreement, or keeping the deal ‘in limbo’. The former would involve taking the deal through a multi-

 The UK’s new EU withdrawal agreement – which now contains no Irish ‘backstop’ – won ‘in principle’ 
approval from UK lawmakers. A bill passed with a majority of 30 even without the support of Northern 
Ireland’s DUP. 

 ‘No deal’ economic risk has been easing for several months. The ‘no deal’ probability is now very low. 

 The EU is likely to agree an extension to UK membership beyond the 31 October 2019 deadline. The 
extension is unlikely to go beyond 31 January 2020 and could be even shorter. 

 With or without a general election before the end of the new extension deadline, our expectation is that a 
Conservative-led government is likely to pass legislation for the Withdrawal Agreement. This would mark the 
end of stage one of Brexit. 

 Stage two is the transition period, during which future UK-EU trade arrangements are negotiated, and 
currently is due to end in December 2020. 

 While the UK’s way ahead now looks clearer, reducing uncertainty for investors, the precise roadmap 
remains fluid. We continue to advise buying the British pound and UK equities upon any weakness. 
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stage legislative process, which would be difficult for the PM to sustain given his party’s lack of a parliamentary 
majority. Pro-EU lawmakers could seek to add amendments for elements like entering a customs union with the 
EU and a second referendum on EU membership. As a result, the PM’s likely preferred route is to keep the deal 
‘in limbo’ and push for an election victory, thereby giving him a mandate and the parliamentary votes to pass his 
deal. 
 
One quick route to an election would be a successful ‘no confidence’ motion in PM Johnson’s government, 
initiated by the opposition Labour Party. The Labour leader, Jeremy Corbyn, has previously said he would do 
exactly this once the possibility of ‘no deal’ Brexit had been eliminated completely. Another possibility is that the 
PM himself triggers a no confidence motion in his own government. The third possible route to a general election 
would be the PM attempting to change the terms of the Fixed Term Parliament Act, which currently requires two-
thirds of MPs to vote for an election before an election can be called.  
 
If an election is held as we expect, the likeliest election date is 12th December. The PM will not be able to deliver 
on his commitment to leave the EU ‘do or die’ on 31st October. However, this is unlikely to hurt his standing with 
voters, given that he is widely perceived as having been blocked by parliamentarians. A recent YouGov opinion 
poll, which includes polling following last weekend’s events, shows the Conservatives maintaining their lead with 
37%, followed by Labour on 22%, the Liberal Democrats (19%), and the Brexit Party (11%) – figure 1. Should 
these numbers be maintained into a general election, the Conservatives should gain a comfortable working 
majority in parliament. This assumes they grab a significant share of support from the hard-line anti-EU Brexit 
Party. Another YouGov poll also highlighted that 43% of people felt Boris Johnson would make the best Prime 
Minister, with only 20% saying the same of Labour leader Jeremy Corbyn.  
 
However, opinion polls are likely to be fluid as the election will be highly contentious and polarised around the 
issue of Brexit. Emphasizing this polarization, the official LibDem policy that will be front and centre of their 
campaign, is not to change the Brexit deal but to revoke Article 50 and remain in the EU. The Brexit Party, 
meanwhile, will likely agitate for a far harder Brexit than the current deal offers. On balance, a Conservative 
majority seems likely, which would be positive for UK assets in two respects: First, it would mark the end of 
uncertainty relating to the divorce from the EU. Second, it would mean the Labour Party would not be able to 
enact socialist policies that would harm the interests of business and other investors. Our consistent view on the 
latter is that it has been an even bigger economic risk than Brexit. 
 

The UK economy  
Ongoing Brexit uncertainty has intensified economic pressures over the summer months. The most significant 
headwind from Brexit has been stagnant business investment. Overseas investors have chosen either to remain 
on the side-lines or alternatively allocate elsewhere. In August, the UK manufacturing index fell to its lowest level 
in seven years but saw a minimal rebound in September to a still contractionary reading of 48.3. The construction 
purchasing managers’ index fell to 43.3 in September, its fifth successive monthly contraction. In addition, 
consumer confidence indicators have recently fallen to close to lows last seen in 2013 – figure 2.  
 
After a decade of austerity for the UK – a process that reduced the country’s fiscal deficit to a manageable 1.1% 
of GDP – the next government should be in a position to boost spending in the months ahead. The current 
government has committed to a £13.8 billion increase in spending in 2020-2021. In addition, the Bank of England, 
which has consistently assumed a smooth Brexit underpinned by an exit deal as their base case, might shift to a 
more dovish interest rate stance, especially given the most recent weakening data.  
 
Longer-term, the EU trade negotiations during Brexit’s next stage will be critical. Ideally, the country will unite 
around a common desire and effort to secure a great trade deal. In addition, the PM needs to develop and 
communicate a long-term UK vision and roadmap that will buoy domestic confidence as well as foreign direct 
investment. 
 

Asset class views  

We turned more positive on the UK six weeks ago as both ‘no deal’ economic risk and ‘Corbyn’ economic risk 
receded. The moves higher in UK asset classes since then are supported by further Brexit and domestic political 
progress, and by valuations. We view an eventual deal and move into the transition phase as being the next 
positive factors that markets need to gradually discount.  



 

 

A positive Brexit resolution could also see mid-cap equities perform as domestic economic pressures ease. 
Mid-caps have outperformed in recent weeks on that basis. We think there is further to go – figure 3. A “soft” 
Brexit would likely see value stocks outperform growth and cyclicals outperform defensives as Sterling 
strengthens. For overseas investors, we advise focusing on US stocks with the greatest UK revenue 
exposure - Global Equity Strategy | UK Equities to Find Their Mojo, With Some Help From BoJo 

 Sterling: In the last two weeks, Sterling has jumped from near $1.22 to as high as $1.30 on rising optimism 
around a deal, largely driven by short-covering. The current $1.29 level is sustainable on a real effective 
exchange rate basis even as the EU deal is ‘in limbo’. In the weeks leading up to the election, Sterling can be 
expected to be volatile alongside polling, It may grind towards $1.35 if the Conservatives continue to hold 
their polling lead. Short-term volatility in Sterling is also at the highest level since the UK referendum – figure 
4.  

 Gilts: In the short-term, the 10-year gilt yield could potentially fall lower than the current 0.65%, in line with 

the broader global sovereign bond rally. However, there are important medium-term Gilt concerns, as the new 
government ends a decade of austerity and raises its projected expenditure. Both the Conservative and 
Labour parties are both planning increased spending, which would lead to a renewed deterioration in the 
fiscal deficit beyond the current 1.1% of GDP. 

 Fixed Income: Since the Brexit referendum in the summer of 2016, Sterling-denominated UK corporate 

bonds have traded at a premium to both Euro and US corporates. As optimism builds, we would expect UK 

corporate spread relationships to narrow. Yields in UK corporates (2.2%) are much higher than the average 

Eurozone yield of 0.4%, while UK HY yields are comparable to US HY yields. Financials, especially banks, 

dominate the UK IG market. However, cyclicals make up 30% of the high yield benchmark and this is the 

likely area of outperformance. - Global Fixed Income Strategy: Brexit, a little popcorn, and a box of UK 

corporates 

 

 
 

 Equities: The FTSE 100 is up 8% YTD. However, it is still only trading on a forward price-to-earnings of 13x, 
a meaningful discount to other global markets. Dividend yields look compelling at 4.9%, with pay-out ratios 
sustainable at 70%, dividend per share increases averaging 6% yearly over the past decade, with only 5% of 
UK companies cutting dividends per annum over that timeframe.  

 

Figure 1:  UK YouGov polling (%)   Figure 2: Falling consumer confidence 

 

 

Source: Bloomberg as of 21st October 2019 Source: Bloomberg as of 21st October 2019 

All forecasts are expressions of opinion and are subject to change without 
notice and are not intended to be a guarantee of future events. 
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Past performance is no guarantee of future results. Real results may vary. All forecasts are expressions of opinion, are not a 
guarantee of future results, are subject to change without notice and may not meet our expectations due to a variety of economic, 
market and other factors. Individuals cannot invest directly into an index.  
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Figure 3:  Recent mid-cap outperformance   Figure 4: Higher short-term Sterling volatility 

 

 

Source: Bloomberg as of 21st October 2019 
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