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UK ELECTION: AFTERMATH

In this updated edition of Indepth, Daniel Murray, Deputy CIO and Global
Head of Research, EFG, examines the aftermath of the UK’s snap general
election, which confounded the pollsters as the young turned out to vote.
Commenting on a surprise UK election result is getting to
be something of a habit. A summary of the outcome and
the outlook is provided below:
—— No party has won an overall majority though the
Conservatives remain the party with the largest number
of seats.
—— The Conservatives lost 12 seats with Labour gaining 29.
The other big loser was the Scottish National Party
which has seen the number of its MPs reduced from 56
to 35.
—— The Conservatives took over 42% of the vote, an
increase of about 6% and the highest share since at
least 1983. Ordinarily this would have been considered
a good result yet the Labour Party saw its share
increase by about 10% to 40%. The UK Independence
Party saw its share of the vote fall from over 12% to
under 2%.

—— Theresa May has indicated she will form a minority
government with the backing of the Northern Irish
Democratic Unionist Party (DUP), which won 10 seats.
Combined with the Conservative MPs this will provide a
very small majority. No details of their arrangement
have been made public but it is not thought to be a
formal coalition, rather a “confidence and supply”
arrangement whereby the DUP agrees to support the
Tories in exchange for certain – as yet unspecified –
concessions.
—— This will in theory allow the Conservatives to govern
though it leaves the government vulnerable to dissent
from a very small number of backbench MPs. It has
been suggested by various people, including Leader of
the Opposition Jeremy Corbyn as well as some
Conservative MPs, that Mrs May should resign.
Nonetheless May is at present holding fast in her
conviction to remain Prime Minister.
2. Minority government is vulnerable

—— Taken together the two largest parties attracted the
highest share of the vote since 1970.
1. Combined Conservative + Labour share of the vote
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—— A complicating factor is that Brexit negotiations are due
to start in 11 days’ time. In theory these could be
delayed though that would result in the already short
negotiating window being compromised further. The EU
representatives in those negotiations will rightly
question the durability of the UK’s negotiating team
and therefore the validity of any decisions they take.
—— We see two broad negotiation scenarios: (i) May is able
to limp on as PM and so the composition of the
negotiating team should remain largely unchanged
from today (ii) elections take place such that a new
government is formed which appoints a new
negotiating team. In both cases we expect the rhetoric
associated with Brexit to soften.
—— However, this will depend to some extent on the EU’s
negotiating stance. There have already been very public
disagreements over the size of the UK’s exit bill and the
order in which the negotiations take place. Regardless
of whether or not the UK’s position moderates, it is
possible the EU negotiators will persist with
unpalatable proposals unacceptable to any British
government. No doubt the EU negotiators are rubbing
their hands with glee at the favourable shift in the
balance of bargaining power resulting from the UK
election result.

—— Sterling was off by about 2% overnight though has
recovered marginally during the day. This was to be
expected (see EFG Indepth - UK Election: Déjà vu 6th
June, 2017). UK equities with exposure to foreign
markets, many of which are large caps, have rallied
whilst those with more exposure to domestic markets,
mostly small caps, have sold off. Gilts have barely
moved. There has been very little impact on
international markets.
—— The uncertainty brought about by this election and the
complicating factor of Brexit negotiations has two
implications: (i) it threatens the relatively robust UK
economy as confidence – both consumer and business
– is hit, and (ii) it delays the debate at the Bank of
England regarding when it will be appropriate to start
tightening monetary policy.
—— It is ironic that David Cameron’s downfall was his
success in the 2015 general election which forced his
hand in going ahead with the Brexit referendum. Had
the 2015 election produced a result similar to that
achieved overnight, it seems likely another coalition
with the Liberal Democrats would have been formed,
the Brexit referendum would not have taken place and
the current situation would have been avoided.
3. UK Asset market performance
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—— We still believe there are good odds of another election
later this year although the situation is highly fluid and
uncertain. In our view Theresa May’s position has been
irrevocably damaged by the poor Conservative election
showing. Furthermore, her ability to govern will be
compromised by the necessity of relying on full support
from her own party - which cannot be guaranteed plus unswerving support from the DUP. Any small act of
rebellion will lead to difficulties in passing legislation.
Personal and local issues therefore have the propensity
to influence national politics, something that will make
it difficult to govern effectively. We will be watching
events closely in this regard.
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