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Brexit: Getting there
There has been significant progress in the Brexit negotiations in the last 48 hours. A
withdrawal deal has been agreed between the UK and European Union (EU). Whilst the
prime minister (PM), Theresa May, appeared to have the backing of her cabinet last
night, Dominic Raab, the Secretary of State for Exiting the EU has just resigned which
will create concerns about a leadership challenge and the deal when it reaches
Parliament. We continue to believe that no UK politician can secure a better deal simply
because there is no other solution to the Irish Border. Despite posturing, we expect the
PM to conclude the negotiation and the deal to pass through Parliament by the end of
the year.
What is “the deal”?
The deal constitutes three parts: the divorce bill, a period of transition to December
2020 (or possibly beyond) in which nothing changes so firms have time to adapt, and
the broadest heads of terms on the future long-term economic relationship between
the UK and the EU.
The sticking point throughout has been how to manage the UK’s ambition of having no
border on the island of Ireland nor a border in the Irish Sea, but at the same time
separating itself from the European single market and customs union to enable it to set
its own rules and trade agreements.
The simple fact is that there is no solution to the Irish border question, except that
Great Britain and Northern Ireland stay in the customs agreement for goods. That is the
stated ambition for the final relationship. Given the priority in the UK parliament of
maintaining the union between Great Britain and Northern Ireland and to respect the
Irish peace process, we have always expected the deal to land in this way (see On the
Minds of Investors – How will the Brexit negotiations conclude? 1). The ambition – and
compromise to certain members of the Conservative Party – will be that the UK pursues
a technological solution that, at some point in the future, allows for an invisible Irish
border and opens up some options for the UK in establishing other trade relationships.
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There is also enough in the wording to suggest that UK financial services will be able to
continue trading in the EU in much the same way today under an equivalence
framework. Importantly, these rights cannot be removed in an abrupt or arbitrary
manner.

1 On the Minds of Investors – How will the Brexit negotiations conclude?, Karen Ward, J.P. Morgan Asset Management, October 2018.

There is a ‘backstop solution’ which would come in to force
at the end of the transition period in December 2020 if a
broad trade deal encompassing the customs union cannot
be achieved. This does see some special arrangements for
Northern Ireland. The PM will need to reassure the DUP
that this is such an extremely remote possibility in order to
have their backing.
What’s next?
The PM has presented the deal to her cabinet. Whilst she
appeared to have the backing of her cabinet last night,
Dominic Raab, the Secretary of State for Exiting the EU has
just resigned which will create concerns about a leadership
challenge and the deal when it reaches Parliament. We
continue to believe that no UK politician can secure a
better deal simply because there is no other solution to
the Irish Border. We believe the PM will win any leadership
contest.
There is then likely to be another round of meetings in
Brussels to sign off on 25 November and then the bill
needs to be put to the UK parliament. This is the bit
investors have been most nervous about.
The specifics are that the government will lay a statement
in the Houses of Parliament saying that a deal has been
reached and then will submit a motion to the House of
Commons and schedule a time for a debate and vote. This
could be as little as five days after laying the statement.
It may not be voted through first time. It may take a
number of amendments to appease backbenchers (such as
specifics on the ambition for a technological Irish border
solution and how that could alter the deal in the future).
So there may still be back and forth as footnotes and finer
details are added to appease all sides. This process may
still generate considerable market volatility.

But it is important to remember that even if members
of the Conservative Party do not ‘like’ the deal, voting
against the PM raises the risk of political deadlock
that can only be resolved through either another
Brexit referendum (with the options this deal or stay
in EU), or a general election. That would be a
significant risk for backbenchers to take. We think the
bill will pass and most likely in the first week of
December.
All 27 remaining EU member states also need to pass
legislation (hence the need to get the deal wrapped
up well ahead of 29 March) but we see limited reason
for concern about that ratification process.
The UK formally leaves the EU on 29 March but
during the period of transition (running up to
December 2020 or beyond) nothing changes. The
transition period was designed to allow businesses
time to adapt to the new relationship. Negotiators will
continue to work during the period of transition on
the full aspects of the final partnership with the
ambition of having all the details filled in six months
ahead of the transition period ending.
What impact will it have on markets?
Whilst political headlines are likely to generate a lot
of volatility in the coming days on passage of the bill,
sterling is likely to rally. This may adversely affect the
FTSE 100 given the high proportion of FTSE earnings
that are repatriated. Going in to next year we expect
business investment to experience a relief rally and
higher sterling to depress inflation and lift real wages
so consumer spending would also accelerate. Given
the Bank of England (BoE) believes that the economy
is already at capacity, we think it will raise interest
rates at a faster pace than the market currently
expects (we see at least two 25 basis point increases
next year). When the BoE confirms this more hawkish
playbook, we expect sterling to rally further.

The Market Insights program provides comprehensive data and commentary on global markets without reference to products.
Designed as a tool to help clients understand the markets and support investment decision-making, the program explores the
implications of current economic data and changing market conditions. For the purposes of MiFID II the JPM Market Insights and
Portfolio Insights programmes are marketing communications and are not in scope for any MiFID II/MiFIR requirements specifically
related to investment research. Furthermore, the J.P. Morgan Asset Management Market Insights and Portfolio Insights programmes
as non-independent research have not been prepared in accordance with legal requirements designed to promote the independence of
investment research; nor are they subject to any prohibition on dealing ahead of the dissemination of investment research.
This document is a general communication being provided for informational purposes only. It is educational in nature and not designed to be as
advice or a recommendation for any specific investment product, strategy, plan feature or other purpose in any jurisdiction, nor is it a commitment
from J.P. Morgan Asset Management or any of its subsidiaries to participate in any of the transactions mentioned herein. Any examples used are
generic, hypothetical and for illustration purposes only. This material does not contain sufficient information to support an investment decision and
it should not be relied upon by you in evaluating the merits of investing in any securities or products. In addition, users should make an
independent assessment of the legal, regulatory, tax, credit, and accounting implications and determine, together with their own professional
advisers, if any investment mentioned herein is believed to be suitable to their personal goals. Investors should ensure that they obtain all
available relevant information before making any investment. Any forecasts, figures, opinions or investment techniques and strategies set out are
for information purposes only, based on certain assumptions and current market conditions and are subject to change without prior notice. All
information presented herein is considered to be accurate at the time of production, but no warranty of accuracy is given and no liability in respect
of any error or omission is accepted. It should be noted that investment involves risks, the value of investments and the income from them may
fluctuate in accordance with market conditions and taxation agreements and investors may not get back the full amount invested. Both past
performance and yields is not a reliable indicator of current and future results. J.P. Morgan Asset Management is the brand for the asset
management business of JPMorgan Chase & Co. and its affiliates worldwide.
This communication is issued by the following entities: in the United Kingdom by JPMorgan Asset Management (UK) Limited, which is authorized
and regulated by the Financial Conduct Authority; in other European jurisdictions by JPMorgan Asset Management (Europe) S.à r.l.; in Hong Kong
by JF Asset Management Limited, or JPMorgan Funds (Asia) Limited, or JPMorgan Asset Management Real Assets (Asia) Limited; in Singapore by
JPMorgan Asset Management (Singapore) Limited (Co. Reg. No. 197601586K), or JPMorgan Asset Management Real Assets (Singapore) Pte Ltd (Co.
Reg. No. 201120355E); in Taiwan by JPMorgan Asset Management (Taiwan) Limited; in Japan by JPMorgan Asset Management (Japan) Limited which
is a member of the Investment Trusts Association, Japan, the Japan Investment Advisers Association, Type II Financial Instruments Firms
Association and the Japan Securities Dealers Association and is regulated by the Financial Services Agency (registration number “Kanto Local
Finance Bureau (Financial Instruments Firm) No. 330”); in Korea by JPMorgan Asset Management (Korea) Company Limited; in Australia to
wholesale clients only as defined in section 761A and 761G of the Corporations Act 2001 (Cth) by JPMorgan Asset Management (Australia) Limited
(ABN 55143832080) (AFSL 376919); in Brazil by Banco J.P. Morgan S.A.; in Canada for institutional clients’ use only by JPMorgan Asset Management
(Canada) Inc., and in the United States by JPMorgan Distribution Services Inc. and J.P. Morgan Institutional Investments, Inc., both members of
FINRA; and J.P. Morgan Investment Management Inc.
In APAC, distribution is for Hong Kong, Taiwan, Japan and Singapore. For all other countries in APAC, to intended recipients only.
Copyright 2018 JPMorgan Chase & Co. All rights reserved.
0903c02a82434bed

