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UK exits EU

The UK is set to enter into a 
transition period with the EU 
whereby it negotiates its 
future economic relationship 
with the bloc

Given the tight timescale and 
a number of complex and 
politically contentious issues 
to be agreed on, there is 
uncertainty about how these 
talks will progress

Our views

UK growth performance 
remains hindered by 
Brexit-related uncertainty, 
which may continue 
during the transition 
period. Nevertheless, we 
estimate attractive UK 
equity valuations and
maintain our overweight 
view in a global multi-
asset portfolio context

The UK officially departs from the European Union (EU)
Over three and a half years after the UK voted to leave the European Union (EU) in a referendum, 
the country will officially exit the bloc (at 11pm GMT on 31 January). This follows the UK 
Conservative Party’s decisive election victory on 12 December 2019 that allowed UK Prime 
Minister Boris Johnson to ratify his Withdrawal Agreement (WA) in the UK Parliament. The EU 
completed its ratification of the agreement on 30 January. 

Transition period – what next?
The UK now enters into a transition period whereby it will no longer participate in EU decision 
making bodies, although will remain subject to EU law, continue to pay into the EU budget, and 
retain access to the EU customs union and Single Market. This period is due to end on 31 
December 2020, unless extended by one or two years before 1 July.
This period will be used to negotiate the future UK-EU relationship. The UK government has 
maintained talks will be completed this year, with EU officials – including Commission President 
von der Leyen – indicating that only a relatively limited deal can be agreed in this timeframe. A
number of complex and politically contentious issues are likely to be discussed, including:
• EU and UK workers visa requirements
• Harmonisation of state aid rules and environmental/labour protection standards. 
• The degree of future access to UK waters by EU fishermen
• The degree of supremacy of the European Court of Justice (ECJ) in various legal matters

UK economic outlook
Brexit-related uncertainty and soft global 
growth weighed on UK activity in 2019, 
with GDP growth in Q4 expected to have 
stalled. Positively, however, the household 
sector has proven to be fairly resilient, 
helped by rising wage growth and falling 
inflation boosting household real incomes.
Recent gains in sterling means inflation 
has the scope to remain low in 2020. 
Overall, consumer spending is expected to 
remain the key driver of growth.
Meanwhile, following the outcome of 
December’s general election, UK sentiment 
indicators have jumped higher (Figure 1).
This is likely due to (i) greater clarity on the future course of Brexit, (ii) the avoidance of perceived
business-unfriendly policies pledged by the UK Labour Party, and (iii) easing US-China trade 
tensions. Nevertheless, it is uncertain if this will translate into improved “hard” data in the coming 
months (i.e. data capturing actual activity). 
Also, business investment could remain subdued, reflecting ongoing uncertainty over the precise 
nature of the future UK-EU relationship, and the perceived risk of a “no-trade deal” departure from 
the transition period at the end of this year. Even with a trade deal in place, cross-border activity 
may be hit by any regulatory differences between the UK and EU that would imply non-tariff 
barriers (e.g. border checks), and a relationship on financial services that is limited in scope. 
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Figure 1: UK survey data

Source: Macrobond, Bloomberg, Data as at 31 January 2020.
Past performance is not a reliable indicator of future performance
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Market considerations 
Our risk premia framework suggests very favourable relative valuations for UK investment, and although Brexit-related uncertainty may continue to 
weigh on UK growth, the impact could be offset somewhat by policy support. This includes possible Bank of England easing this year, and higher 
government spending on infrastructure projects to be confirmed at March’s budget. Overall, we maintain our existing overweight view on UK 
equities in global multi-asset portfolios. 
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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.


