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The real test is the votein the House of Commons

According tomediareports, PM Theresa May andthe EU have reacheda (technical)
agreementon the UK’s withdrawal from the EU. The market responded accordingly by
strengthening the GBP and EUR/GBP fell to 0.866 but later recovered back above 0.87.
We had not expected PM Theresa May would be able to pull it off this week given she has
been under heavy fire from all sides of British politics, so this is a positive development.
We still do not knowthe exact content of the deal but, according to media reports, the
backstop will be UK-wide although Northern Ireland has to stay aligned with most
EU single-market rules.

The UK Cabinetwill meettoday at 15:00 CET to discuss the draft textand whether it
can supportitor not. Also, the EU ambassadors meet with the EU’s chief negotiator Michel
Barnier to have a look at the text. While we think itissmooth sailing for the EU to agree
on the text, it is more difficultto say how the UK Cabinet will react. Many ministers
have been very clear that they cannot say yes to a withdrawal agreement where the UK is
not able to leave the EU customs union unilaterally (see The Guardian for a full list of which
ministers may resign over the deal). They fear such an arrangement would leave the UK
inside the customs union forever, making them unable to make free trade deals with other
countries. M ediareports suggest that the deal includes a review/exit mechanism but not the
details of how it looks. It will also be interestingto see whether the deal includes an option
to extend the transition period beyond 31 December 2020, an idea which was floated last
month. We also do not know at this point whether the deal includes a ‘backstop to the
backstop’ (EU’s demand), which, however, seems likely if the UK is, in one way or another,
to leave the UK-wide backstop. As we mentioned in our latest Brexit monitor, this is also
the impression one gets fromthe letter PM Theresa May sent last week to DUP leader Foster.

If both the UK Cabinetandthe EU say yes to the deal, the EU will most likely call for
an extraordinary Brexit summit later this month (25 Nowvember has been
suggested),where the EU leaders will give their approval. However, as we argued in the
previous monitor, we think the real testwas not whether PM Theresa May could sign
a deal with the EU, but whether it can pass the UK House of Commons. We have to
listen closely to statements from different political parties (and not least different wings of
the parties) and top politicians. Leading Brexiteer Boris Johnson has already said he will
vote against the deal, as he argues it will make the UK a vassel state, see Daily Mail. Jacob
Regg-Moss has done the same. Brexit hardliners voting against the deal are probably a
least 25 persons but could easily be more. In a letter (Twitter), the DUP’s leader Arlene
Foster has stated the deal will weaken the Union and is not in the national interest.

The fact that we do not knowthe responses from the UK Cabinet, EU leaders and not
least whetheramajority in the House of Commonscan support the deal explains why
the GBP strengthening was only to a limited extent. This also means that the renewed
Brexit optimismmay fade again in the very near term, sending EUR/GBP higher. GBP is
likely set to stay volatile.

Important disclosures and certifications are contained from page 5 of this report.

Key dates

Today [14 November]: UK Cabinet
meets to discuss Brexit deal at
3pm. Willthe Cabinet support the
deal?

25 November: Extraordinary EU
summit on Brexit. Deal to be signed
(assuming Cabinet says yes)

10 December: Possible date before
House of Commons vote on Brexit
agreement

13-14 December: EUsummit

20 December to 7 January: House

of Commons recess dueto
Christmas

Key questions

What does the backstop look like?
Can the UK leave the Customs
Union unilaterally?

Can Theresa May’s Cabinet support
the deal?

Will EU politicians/leaders support
the deal?

Will the deal surviveavote in the
House of Commons? Can PM
Theresa May persuade the Labour
MPs to vote in favour of the deal?

What about the political declaration
on the future relationship?
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Besides the support from moderate Conservatives, PM Theresa May probably needs
support from Labour MPs to pass the deal. The question is whether she can persuade
enough of them? Every vote counts and the best strategy is probably what PM Theresa May
has already tried to do: telling the hard Brexiteers that by not voting in favour of the deal it
may very well end up that Brexit never happens at all and telling the remainers and soft
Brexiteers that the alternative is the bad ‘nodeal’ Brexit scenario. The Conservative Chief
Whip has said he is “confident” there will be a majority in the House of Commons. M ost
political analysts are having a hard time seeing the deal getting through the House of
Commons at the moment, but let’s see in the next couple of weeks whether momentum
may shift. The date for the vote in the House of Commons has been suggested to be 10
December, assuming the Cabinet gives its approval.

When we get more clarification that there is support for the deal — and again, most
importantly whether it has support in the House of Commons — the GBP should
appreciate more. We forecast EUR/GBP in 0.84 in 3M. For more, see Corporate
Hedger: Strong November could turn to cold December for GBP, 13 November.

Another interesting thing to look out for is the political declaration on the future
relationship, which we have not heard much about due to the discussions on the backstop.
How concrete and precise is it? Or are the details limited? Or have they not really started
discussing the future framework? The more vague andweak the political declarationis,
the more difficultitwill be to sellthe Brexit deal to the lawmakers. The problem is that
while the withdrawal agreement will be hundreds of pages, the political declaration will
probably be very short. The negotiations will continue during the transition period running
from 30 March 2019 to 31 December 2020. If no permanent agreement is found, the
backstop proposal will come into force. The problemis that two years is not a long time to
negotiate despite that the UK and the EU would start from a different starting point than
other negotiations, as everything is already aligned to begin with.
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Macro charts

Zero GDP growthin August and September PMI composite suggests growth had a weak start to Q4
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GDP growth still slower thanin the rest of the world Real wage growth still subdued
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Unemployment rate ticked higher to 4.1% in September Probably still some slack leftin the labour market
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Oil price increases since the bottom in 2016 have also driven
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