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UK cabinet approves draft Brexit deal

The cabinet of the UK 
government has backed a draft 
withdrawal treaty outlining 
terms for the UK’s departure 
from the European Union (EU)

This represents a significant 
milestone in securing a smooth 
Brexit. Nevertheless, there 
remain significant hurdles, 
including ratification by UK 
parliament

If the agreement is rejected by 
UK parliament, and the Article 
50 negotiating period is not 
extended beyond next March, 
there could still be a “no deal” 
Brexit

Our views

There is still uncertainty 
over whether the UK 
parliament will ratify the 
agreement. For multi-asset 
portfolios, valuations point 
us to remain neutral UK 
equities, and underweight 
in gilts

Democrat House, Republican Senate
The cabinet of the UK government has backed a draft withdrawal treaty outlining 
terms for the UK’s departure from the European Union (EU). This ends months of 
uncertainty over whether or not the UK and EU could agree the exit terms, ahead of 
the UK’s scheduled exit from the bloc on 29 March 2019. Table 1 outlines some of the 
provisions contained in the draft agreement, based on initial media reports.
Table 1: The draft UK withdrawal agreement

What next?
The confirmation of the draft agreement by the UK cabinet represents a significant 
milestone in securing a smooth Brexit. Importantly, it opens the way for a special 
Brexit summit of European leaders on 25 November where the agreement would be 
expected to be formalised.
Nevertheless, there remain significant hurdles. Most significantly the agreement 
also needs to be ratified by UK parliament. This is far from guaranteed. Theresa 
May’s government has a slim working majority in the UK parliament (13). Implied in 
this calculation is full support from her party members and 10 Democratic Unionist 
Party (DUP) MPs, who are aligned to the government. 
Full support from both these camps will be tricky to secure. Pro-Brexit Conservative 
party members have raised issue that the deal does not allow the UK to unilaterally 
exit the customs arrangement backstop. Other concerns have included that the UK will 
remain locked into EU rules and regulations, with no decision-making powers. 
Meanwhile, pro-Remain conservative party members may rebel against the 
government in the hope of securing a second referendum, or a deal which involves 
closer alignment with the EU.
There is also a significant risk that the DUP vote against the government because the 
agreement includes specific backstop agreements for Northern Ireland, which they 
believe undermines Northern Ireland’s position in the UK. 
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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

• UK fully pays into EU budget in 2019-20, and contribute towards liabilities thereafter 
• UK accepts liabilities incurred while it was a member 

Financial
settlement

• Maintains existing residence and social security rights of 3 million EU citizens living 
in UK, and 1 million UK nationals living in continental EuropeCitizen rights

• The UK retains EU membership rights until at least December 2020, as a rule-taker
• This transition period can be extended by mutual agreement

Transition 
period

• NI tied to goods single market/EU customs code as "backstop" against hard border
• Mainland UK minimises regulatory divergence with NI to avoid trade frictions

Northern 
Ireland (NI)

• UK/EU remain in customs union to maintain frictionless trade/avoid NI hard border
• UK follows EU competition rules & sticks to other existing laws (e.g. taxation, labour)  

Customs 
Union
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If the agreement is rejected by UK parliament, and the 
Article 50 negotiating period is not extended beyond next 
March, there could still be a “no deal” Brexit. 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
Although the UK cabinet has agreed the draft deal, there is 
still uncertainty over whether the UK parliament will ratify it. 
With this in mind, and given that we think the prospective 
reward to bearing UK equity risk remains unattractive 
compared to other markets (such as Asia and the 
eurozone), we retain our neutral stance in this asset class in 
the context of multi-asset portfolios.

Meanwhile, uncertainty over the ability of the deal to be 
ratified will likely continue to weigh on the British pound 
(GBP). However, successful ratification would likely support 
a bounce in the currency, continuing to support our view of 
partially hedging GBP portfolios against this risk.  
Finally, in terms of the outlook for the Bank of England’s 
(BoE) policy, a fully ratified Brexit deal could imply a more 
rapid tightening cycle, particularly in the context of a recent 
pick up in wage growth amid modest fiscal easing in the 
coming year. This supports our underweight view on UK 
gilts in multi-asset portfolios, which offer us relatively poor 
prospective return..
.
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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 offered through 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. Investments, 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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