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No Brexit deal (yet)

EU27 leaders have stated 
that not enough progress has 
been achieved on agreeing a 
withdrawal treaty for the UK’s 
exit from the EU

Talks remain deadlocked 
around the issue of how to 
avoid a hard border in Ireland 
after Brexit

There is still time for an 
agreement to be forged, but 
this probably needs to 
happen by the 13-14 
December European Council 
summit to be ratified in time

Our views

We believe UK equity 
valuations remain 
consistent with a neutral 
positioning amid 
downside risks to UK 
economic growth. 
Prospective returns for 
UK gilts also continue to 
look poor to us

Still no withdrawal agreement for UK exit from the EU
At a working dinner on 17 October 2018 – as part of the October 
European Council summit – EU27 leaders stated that despite intensive 
negotiations, not enough progress has been achieved on agreeing a 
withdrawal treaty for the UK’s exit from the EU. 
EU27 leaders confirmed a special summit – pencilled in for November –
to finalise a deal would not be going ahead. However, they would “stand 
ready” to call a special meeting when warranted. 

What’s the likely economic impact?
Talks remain deadlocked around the issue of how to avoid a hard 
border in Ireland (between Northern Ireland (NI) and the Republic of 
Ireland) after Brexit. Departing the EU with no new trading relationship 
in place would create more border checks because the UK is currently 
part of:

• The EU customs union, which is an agreement that entails no 
tariffs on goods travelling within the union and a common 
external tariff on all goods entering the union

• The EU single market, a system of rules and regulations 
which allows free movement of goods, services, people and 
capital

The EU has suggested that a suitable “backstop” solution to avoid a 
hard border after Brexit would involve keeping NI in the EU customs 
union and aligning the country to EU (single market) goods regulation. 
However, this crosses a “red line” for the UK Conservative governments’ 
ally, the Democratic Unionist Party (DUP), as it may require more border 
checks down the Irish Sea. 
The UK government has proposed an alternative solution of keeping the 
whole of the UK in a temporary customs union with the EU. But the EU 
believes this arrangement should be on an “indefinite” basis, and not 
negotiated before Brexit as it might prejudge negotiations on the future 
EU-UK trading relationship. The UK proposal does not address the 
issue of regulatory alignment.  
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This commentary provides a high level overview of the recent economic environment, and is for information purposes only. It is a marketing 
communication and does not constitute investment advice or a recommendation to any reader of this content to buy or sell investments nor 
should it be regarded as investment research. It has not been prepared in accordance with legal requirements designed to promote the 
independence of investment research and is not subject to any prohibition on dealing ahead of its dissemination
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What could happen next?
Michel Barnier, European Chief Negotiator for Brexit, 
originally stated his intention to wrap up talks by the 
October summit. Nevertheless, there still remains
time for an agreement to be forged and for it to be 
ratified before the UK officially leaves the EU on 29 
March 2019. 
It is possible that both the UK and EU sides will be 
more willing to compromise on key sticking points 
the closer we get to the 13-14 December 
European Council summit, after which the timetable 
for ratifying the agreement in the UK and EU 
parliaments becomes extremely tight. 
At the October summit, an option was floated to 
extend the transition period after March 2019, during 
which time the UK continues to observe EU rules, and 
negotiates a new trade deal. This may help unlock a 
deal on the Irish backstop, by reducing the probability 
of it being triggered.
If talks remain deadlocked, and the Article 50 
negotiating period is not extended beyond 29 March 
2019, the UK could exit the EU next March with no 
deal. But If there is an extension, the UK could face a 
second referendum or a general election to try and 
break the stalemate

Market Considerations
In the event of a no-deal Brexit, the imposition of 
tariffs on UK-EU trade (and other non-tariff barriers) is 
likely to disproportionately hit UK growth. With this in 
mind, and given that we think the prospective reward 
to bearing UK equity risk is unattractive compared to 
other markets (such as Asia and the eurozone), we 
retain our neutral stance in this asset class.
Meanwhile, Brexit related uncertainty is a likely factor 
for the apparent cheapness of the British pound
(GBP) at present. The UK’s FTSE 100 index is 
heavily weighted to multinational firms with foreign 
revenue flows, making GBP weakness a positive for 
GBP denominated portfolios. However, the possibility 
of a breakthrough in talks, and the scope for a bounce 
in the currency, supports our view that GBP portfolios 
should be partially hedged against this risk.  
Finally, similar to other developed market government 
bonds, prospective returns for UK gilts continue to 
look poor to us. In an environment of gradual policy 
tightening by the Bank of England, the US Federal 
Reserve and European Central Bank, we remain 
underweight in gilts. However, it is important to 
remember that gilts rallied in the aftermath of the 
June 2016 referendum vote. A similar performance is 
possible in the event of a “no deal” Brexit, with the 
Bank of England also possibly cutting interest rates to 
help offset the potential economic disruption in this 
scenario.
.
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Important information:

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in 
part, for any purpose. All non-authorized reproduction or use of this document will be the responsibility of the user and may 
lead to legal proceedings. The material contained in this document is for general information purposes only and does not 
constitute advice or a recommendation to buy or sell investments. Some of the statements contained in this document may 
be considered forward looking statements which provide current expectations or forecasts of future events. Such forward 
looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual results 
may differ materially from those described in such forward-looking statements as a result of various factors. We do not 
undertake any obligation to update the forward-looking statements contained herein, or to update the reasons why actual 
results could differ from those projected in the forward-looking statements. This document has no contractual value and is 
not by any means intended as a solicitation, nor a recommendation for the purchase or sale of any financial instrument in 
any jurisdiction in which such an offer is not lawful. The views and opinions expressed herein are those of HSBC Global 
Asset Management Global Investment Strategy Unit and HSBC Securities (USA) Inc. at the time of preparation, and are 
subject to change at any time. These views may not necessarily indicate current portfolios’ composition. Individual portfolios 
managed by HSBC Global Asset Management primarily reflect individual clients’ objectives, risk preferences, time horizon, 
and market liquidity.

The value of investments and the income from them can go down as well as up and investors may not get back the amount 
originally invested. Past performance contained in this document is not a reliable indicator of future performance while any 
forecasts, projections and simulations contained herein should not be relied upon as an indication of future results. Where 
overseas investments are held the rate of currency exchange may cause the value of such investments to go down as well 
as up. Investments in emerging markets are by their nature higher risk and potentially more volatile than those inherent in 
some established markets. Economies in Emerging Markets generally are heavily dependent upon international trade and, 
accordingly, have been and may continue to be affected adversely by trade barriers, exchange controls, managed 
adjustments in relative currency values and other protectionist measures imposed or negotiated by the countries with which 
they trade. These economies also have been and may continue to be affected adversely by economic conditions in the 
countries in which they trade. Mutual fund investments are subject to market risks, read all related documents carefully.
Please consider the investment objectives, risks, charges and expenses carefully before investing. The 
prospectus, which contains this and other information, can be obtained by calling an HSBC Securities (USA) Inc. 
Financial Advisor or call 888-525-5757. Read it carefully before you invest.

Investment and certain insurance products, including annuities, are offered by HSBC Securities (USA) Inc. (HSI), member 
NYSE/FINRA/SIPC. In California, HSI conducts insurance business as HSBC Securities Insurance Services. License #: 
OE67746. HSI is an affiliate of HSBC Bank USA, N.A. Whole life, universal life, term life, and other types of insurance are 
provided by unaffiliated third parties and are offered through Insurance Agents of HSBC Insurance Agency (USA) Inc., a 
wholly owned subsidiary of HSBC Bank USA, N.A. Products and services may vary by state and are not available in all 
states. California license #: OD36843.

Investment, Annuity and Insurance Products: Are not a deposit or other obligation of the bank or any of its 
affiliates; Not FDIC insured or insured by any federal government agency of the United States; Not guaranteed by 
the bank or any of its affiliates; and subject to investment risk, including possible loss of principal invested.

All decisions regarding the tax implications of your investment(s) should be made in consultation with your 
independent tax advisor.
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