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FLASH UPDATE 
 

Brexit Day – What Happens Now? 
 

The Summary 

 

After almost 42 months of uncertainty with repeated speculation about a second Brexit referendum, the Conservative 

party’s resounding election victory on December 12 finally resolved the debate, paving the way for formal departure from 

the European Union tonight, January 31st. The result was met with relief by UK businesses, with a rally back into expansion 

territory in this month’s confidence surveys of purchasing managers in manufacturing and services. What happens next? 

And what is the likely impact on business and markets? 

On Wednesday January 29, the European Parliament voted overwhelmingly in favour of the Withdrawal Agreement (WA) 

negotiated late last year, removing the last remaining obstacle to tonight’s departure. The WA covers three main areas: it 

confirms that the UK will pay a €39bn divorce bill, some of which has already been settled; it protects the rights of UK 

expatriates in the EU and EU workers in the UK; and it removes the need for physical border checks between Northern Ireland 

and the Republic of Ireland. 

During the transition period – which commences tomorrow February 1 and is due to run until year-end – the UK will retain 

many of the advantages of EU membership but much will begin to change. In the Deep Dive section of this report, we cover 

areas such as travel and residency, legal status and representation, trade, the regulatory context and the forthcoming 

negotiations. 

Business confidence has bounced in the wake of the December election and mortgage approvals jumped in January, leading 

the Bank of England (BoE) to keep interest rates on hold yesterday. Nonetheless, the market still assigns a 48% probability 

to a 25bp rate cut in May. This reflects the slowdown in the UK economy in 2019, with GDP growth slipping below 1% on slow 

business investment and sluggish productivity growth.  

However, the job market has been robust – unemployment currently stands at its lowest point since the 1970s – and wage 

growth has been strong. Moreover, the election was won on a platform of fiscal stimulus, in addition to the promise to deliver 

Brexit. This additional spending should combine with improving business confidence to foster a pick-up in activity this year, 

suggesting that the BoE may not need to cut rates after all. All in all, the consensus expects 2020 GDP growth at 1.1%. 

 

Bottom line. We expect 10-year UK sovereign yields to rise, but we hold government bonds largely as they are critical in 

offsetting risks from equities in multi-asset portfolios. Corporate bonds should continue to outperform UK sovereigns. 

Sterling remains sharply undervalued against the US dollar, as illustrated on the chart below. As negotiations advance 

throughout the year, we expect the pound to strengthen somewhat, reaching $1.35 to $1.40. Sterling strength is a headwind 

on large UK companies’ profits which are mostly earned overseas, meaning that mid-sized, more domestic stocks should 

outperform. 

 

 

The British pound looks attractive against the dollar 

GBP/USD exchange rate 

UK composite Purchasing Managers’ Index (PMI) is pointing up 

Markit Composite Purchasing Managers’ Index 

  
Sources: SGPB, Macrobnd, data as of 31/01/2020 Sources: SGPB, Macrobond, data as of 31/01/2020 
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The Deep Dive 

Travel and residency. Although no longer EU citizens, UK passport holders will still be able to travel freely within the EU. 

However, UK citizens living in EU member states will have to complete administrative requirements imposed by those states 

in order to obtain resident rights there. Moreover, they will no longer be able to able to move from one EU member state to 

another, given the loss of entitlement to freedom of movement.  

EU citizens who have lived in the UK for more than 5 years have until June next year to apply for settled status. If they have 

lived in Britain for less than 5 years, they can try to obtain pre-settled status, which would entitle them to live and work in 

UK for up to 5 years (this is only available to EU citizens who moved to the UK before December 2019).  

After transition period ends, there may be a need for visas for UK workers who wish to settle in an EU member state, and 

vice versa. However, both sides have said they plan visa-waiver schemes for visits of less than 90 days. 

Legal status and representation. Until transition ends, the UK will still be bound by EU laws, directives and regulations but 

will no longer be represented on EU institutions. Its MEPs will leave the European Parliament and the UK government will 

no longer sit on European Council, on inter-government meetings of ministers and no longer has a representative on the 

European Commission. During transition, the UK will continue to contribute to EU budget, the European Commission can 

still investigate potential breaches of its directives and the European Court of Justice can still impose fines. 

Trade. The UK will still be a member of customs union and single market, ensuring continuing friction-free, two-way trade 

in goods and services until the transition period ends. However, the UK will lose representation on EU bodies which are 

responsible for setting standards for various industries.  

After the transition ends, the UK will regain a “hard” border with the EU (i.e., one with clearly-defined and strictly-controlled 

crossing points for customs and identity checks). The sole exception to this rule will be the specific case of Northern Ireland. 

This was a bone of contention throughout the negotiations and indeed still remains so. The EU is insisting that border checks 

on goods moving from Great Britain to Northern Ireland are part of the Withdrawal Agreement and as such will be 

mandatory. Prime Minister Johnson, however, has gone on record as saying that there will be none. Clearly, agreement must 

be reached rapidly on this point to avoid unwelcome delays in the negotiations.  

Last year’s Political Declaration, which accompanied the Withdrawal Agreement, stated that fishing and financial services 

were priorities to be dealt with by July. This looks rather ambitious. 

Fishing, although a tiny sector, is highly politically sensitive. The sector generated only 0.04% of UK economic output in 2018 

whereas financial services added 7.1% (according to the Office of National Statistics).  At present, territorial waters, (where 

the UK retains exclusive fishing rights) reach 12 nautical miles from shore. After Brexit, the exclusive zone will be extended 

to 200 nautical miles, with a median line drawn between UK and EU shores where territorial waters overlap. Given that EU 

boats land 700,000 tonnes of fish in UK waters each year, this represents a touchy subject for fishing communities on both 

sides. Moreover, between half and 70% of the UK’s catch is exported to the EU. 

Financial services are a key sector in the UK economy and are scheduled to be excluded from the future trade deal. Their 

“passporting”, which enables firms from one member state to sell across the others, will end after the transition period. 

However, both parties have declared their intention to work on an “equivalence” basis. This means that the UK will develop 

a separate regulatory regime, which will diverge from the EU’s framework but ensuring equivalent levels of customer 

protection, for example, in order to avoid regulatory dumping. Nonetheless, Switzerland’s loss last year of access rights to 

EU stock exchanges for Zurich-listed companies suggests that the EU will remain very vigilant on these issues. 

Level Playing Field. As a precondition for a favourable deal on trade, the EU is insisting on a level playing field for rules and 

regulations, with dynamic realignment to changes in key EU standards. For example, it wants EU rules on state aid to 

continue to apply so as to avoid unfair competition from state-backed businesses. The new UK government on the other 

hand has declared its intention to become more interventionist in propping up failing industries, as witnessed by the recent 

bailout of the regional airline, Flybe. It should be noted however that the Withdrawal Agreement already stipulates that 

Northern Ireland will remain covered by EU state aid rules, meaning that plans which affect the province might have to be 

shared with EU.  

Rules for public procurement will be another battlefield, as shown by the EU’s insistence on opening access to tenders in its 

free-trade negotiations with Canada. The recent trade agreement with Mercosur highlighted yet another zone of friction, 

this time on environmental protection. And some EU governments are pushing for provisions on labour market standards 

to avoid dumping. 

The UK government has given mixed signals in recent weeks on regulatory divergence. The Chancellor and Home Secretary 

have told business to prepare for divergence whereas the Brexit Secretary has said there will be no divergence for 

divergence’s sake. For the EU, there will be some red lines on areas, such as carbon taxes, where standards must remain in 

lockstep. In others, the EU might tolerate some divergence under “non-regression” agreements, i.e., where the UK would 
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keep existing standards in place but without the need to update regulations when the EU does so. It will require deft 

negotiation by the UK to reach a favourable deal without sacrificing its avowed intention to break free from EU red tape. 

The negotiations. At present, the EU has no completely free-trade agreements (with zero tariffs and zero quotas on all 

products and services), reserving that advantage for EU members. The UK looks to be aiming for a “super-Canada” trade 

deal, that is to say a more favourable deal than achieved by Ottawa, removing tariffs and quotas on goods. However, such a 

deal is likely to come with strict conditions as outlined above. 

Moreover, the government has left little time for negotiations. There will be less than 9 months between the kick-off on 

March 3 and the deal’s presentation to the European Parliament in late November. In addition, previous EU tree-trade 

agreements have taken years to finalise – 6 years with Japan, almost 8 with Canada. Given that the UK is much more 

intertwined with the EU, there is a clear imperative to advance quickly, but it would be imprudent to underestimate the 

complexity of the task. 

Of course, the UK aims to use its new-found freedom to sign new free-trade deals globally, so as to benefit from trade with 

dynamic high-growth markets. However, EU remains the UK’s major trading partner, as suggested by academic studies 

which demonstrate that most trade is carried out with close neighbours. For example, 34% of US exports go to Canada and 

Mexico whereas the European Union and China, both much larger markets, receive only 19% and 7% respectively. Fully 47 

per cent of UK exports go to the EU, against 13 per cent to the US and 6 per cent to China. 

What might be the economic impact of a “super-Canada” free trade deal? According to the government’s own estimates 

(published in EU Exit, Long-term economic analysis in November 2018), it might reduce aggregate gross domestic product 

by around 4.9% over the long-term. While such estimates are subject to a high degree of uncertainty (the government 

estimated a range between -6.4% and -3.4%), it is clear that the government’s negotiators will have to work very hard on 

other free trade agreements to begin to compensate for the drag from reduced access to such an enormous neighbouring 

market. Moreover, it will need a successful conclusion to trade talks to avoid exiting after the transition period to trade on 

World Trade Organisation terms, an even more damaging scenario for long-term growth. It may still prove necessary to 

request an extension of the transition period. 

 

Timetable 

  
January 31 

2020 

Formal departure from EU at midnight CET 

 
February 1 Transition period commences 

 
March 1 Deadline for the EU to finalise its negotiating terms 

 
March 3 Negotiations on future relationship kick off 

 
June EU-UK summit to be held to review progress. This is the last chance for the UK     to request an 

extension to the transition period 

 
July Deadline for agreement on fishing and financial services 

 
End November Finalised trade deal to be presented to EU parliament to enable ratification by year-end. 

 
December 31 Effective Brexit. If no extension and no deal, then WTO terms will apply to EU-UK trade, including 

tariffs 

End June 2021 Deadline for EU citizens living in the UK to apply for settled status 

 

CA26/JAN2020 
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Important information – Please read 
 

 
This document is provided for information purposes only. It does not constitute and under no circumstances should it be considered 

in whole or in part as an offer, a solicitation, or a contract. It is intended to be used by the recipient only and may not be passed on or 

disclosed to any other persons and/or in any jurisdiction that would render the distribution illegal.  

 

It is the responsibility of any person in possession of this document to inform himself or herself of and to observe all applicable laws 

and regulations of the relevant jurisdictions. This document is in no way intended to be distributed in or into the United States of 

America nor directly or indirectly to any U.S. person. 

 

This document is intended to report solely on the services, products, investment strategies and opportunities provided by or identified 

by the Kleinwort Hambros group (“Kleinwort Hambros Group”). The services, products, investment strategies and opportunities 

described herein may not be suitable for all clients. Potential clients should consult their financial adviser to assess the suitability of 

any proposed transaction before taking any action.  

 

Financial Promotion 

This document is a Financial Promotion. 

 

Limitation  

Information herein is believed to be reliable, but the Kleinwort Hambros Group does not warrant its completeness or accuracy and it 

should not be relied on or acted upon without further verification. The Kleinwort Hambros Group disclaims any responsibility to update 

or make any revisions to this document. Opinions, estimates and expressions of judgment are those of the writer and are subject to 

change without notice. As such, the Kleinwort Hambros Group, Societe Generale and its other subsidiaries shall not be held liable for 

any consequences, financial or otherwise, following any action taken or not taken in relation to this document and its contents. 

 

Marketing 

If you do not wish to receive this document in the future, please let your private banker know or call us on +44 (0) 207 597 3000. 

Telephone calls may be recorded. 

 

Legal and Regulatory Information 

This document is issued by the following companies in the Kleinwort Hambros Group under the brand name Kleinwort Hambros: 

 

United Kingdom 

SG Kleinwort Hambros Bank Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct 

Authority and the Prudential Regulation Authority. The firm reference number is 119250. The company is incorporated in England and 

Wales under number 964058 and its registered address is 5th Floor, 8 St James’s Square, London SW1Y 4JU. 

 

Channel Islands 

SG Kleinwort Hambros Bank (CI) Limited is regulated by the Jersey Financial Services Commission ("JFSC") for banking, investment, 

money services and fund services business. The company is incorporated in Jersey under number 2693 and its registered address is PO 

Box 78, SG Hambros House, 18 Esplanade, St Helier, Jersey JE4 8PR.  

 

SG Kleinwort Hambros Bank (CI) Limited – Guernsey Branch is also regulated by the Guernsey Financial Services Commission ("GFSC") 

for banking, investment and money services business. Its address is PO Box 6, Hambro House, St Julian’s Avenue, St Peter Port, 

Guernsey, GY1 3AE. 

 

 The company (including the branch) is also authorised and regulated by the UK Financial Conduct Authority ("FCA") in respect of UK 

regulated mortgage business and its firm reference number is 310344. This document has not been authorised or reviewed by the JFSC, 

GFSC or FCA. 

 

Gibraltar 

SG Kleinwort Hambros Bank (Gibraltar) Limited is authorised and regulated by the Gibraltar Financial Services Commission for the 

conduct of banking, investment and insurance mediation business. The company is incorporated in Gibraltar under number 01294 and 

its registered address is 32 Line Wall Road, Gibraltar.   

 

 

 

 

 



Flash Update January 2020 

 

 5 
 

 

Compensation Scheme 

 

United Kingdom 

SG Kleinwort Hambros Bank Limited is covered by the Financial Services Compensation Scheme ("FSCS"). The FSCS can pay 

compensation to eligible depositors or investors if a bank is unable to meet its financial obligations. Most depositors and investors – 

including most individuals and businesses – are covered by the scheme.  

In relation to investment services compensation will be payable, however, only in circumstances where we have been in default to you 

of our obligations. It will not be available merely because your investments have not performed as well as you had expected unless we 

are somehow at fault. 

For further information about the schemes (including the amounts covered and eligibility to claim) please contact your Private Banker 

or refer to the FSCS website: www.fscs.org.uk. 

 

Channel Islands 

SG Kleinwort Hambros Bank (CI) Limited is a participant in the Jersey Bank Depositors Compensation Scheme (the “JBDC Scheme”). 

The JBDC Scheme offers protection for eligible deposits of up to £50,000. The maximum total amount of compensation is capped at 

£100,000,000 in any five year period. Full details of the JBDC Scheme and banking groups covered are available on the States of Jersey 

website www.gov.je/dcs or on request. 

 

SG Kleinwort Hambros Bank (CI) Limited – Guernsey Branch is a participant in the Guernsey Banking Deposit Compensation Scheme 

(the “GBDC Scheme”). The GBDC Scheme offers protection for “qualifying deposits” up to £50,000, subject to certain limitations. The 

maximum total amount of compensation is capped at £100,000,000 in any five year period. Full details are available on the GBDC 

Scheme’s website www.dcs.gg or on request. 

 

Please note the Channel Islands are not part of the UK and when you conduct business with SG Kleinwort Hambros Bank (CI) Limited 

you will not be eligible for: (a) the protections provided under the UK's Financial Services and Markets Act 2000 other than protections 

relating specifically to UK regulated mortgage business; or (b) referring complaints to the UK’s Financial Ombudsman Service.  However 

SG Kleinwort Hambros Bank (CI) Limited’s UK regulated mortgage business is covered under the UK's Financial Services Compensation 

Scheme ("FSCS"). You may be entitled to compensation from the FSCS if SG Kleinwort Hambros Bank (CI) Limited cannot meet its 

obligations in relation to UK regulated mortgage business. This depends on the circumstances of the claim. For further information 

about the FSCS (including the amounts covered and eligibility to claim) please contact your Private Banker or refer to the FSCS website: 

www.fscs.org.uk. 

 

Gibraltar 

SG Kleinwort Hambros Bank (Gibraltar) Limited is a participant in the Gibraltar Deposit Guarantee Scheme (the “Deposit Scheme”). 

You may be entitled to compensation from the Deposit Scheme if we cannot meet our obligations. Most deposits denominated in 

currencies of the European Economic Area and Euros are covered. Further details of the Deposit Scheme are available on request or 

can be found at www.gdgb.gi. The Deposit Scheme does not apply to fiduciary deposits. 

 

General  

Kleinwort Hambros is part of Societe Generale Private Banking, which is part of the wealth management arm of the Societe Generale 

Group. Societe Generale is a French bank authorised in France by the Autorité de Contrôle Prudentiel et de Resolution, located at 61, 

rue Taitbout, 75436 Paris Cedex 09 and under the prudential supervision of the European Central Bank. It is also authorised by the 

Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. 

 

Further information on the Kleinwort Hambros Group including additional legal and regulatory details can be found at: 

www.kleinworthambros.com 

 

Any unauthorised use, duplication, redistribution or disclosure in whole or in part is prohibited without the prior consent of Societe 

Generale. The key symbols, Societe Generale, Societe Generale Private Banking and Kleinwort Hambros are registered trademarks of 

Societe Generale.  

 

© Copyright the Societe Generale Group 2020. All rights reserved. 
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