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What’s next in the seemingly never-ending Brexit Saga?
By Angelo Katsoras

Introduction
When it comes to Brexit, the only certainty, it appears, is that there will be more uncertainty. Political positions regarding deadlines,
elections and another referendum are in a state of flux.
The leaders of both major parties in the UK have recently been forced to make major policy reversals. Fears of mass Tory resignations,
including many cabinet ministers, compelled Prime Minister Theresa May to allow a parliamentary vote on delaying Brexit if her deal is
defeated. Jeremy Corbyn, the leader of the Labour Party, was forced to switch from opposing to now supporting a second referendum,
despite being a lifelong Eurosceptic, because he, too, feared that more of his own MPs would abandon his party.
This report will attempt to lift the fog of uncertainty surrounding Brexit and explain how it could play out over the short-and long-term.

ACT 1: Rejection followed by delay (March 2019)
Prime Minister May is likely not to get the UK Parliament to approve her Brexit deal, on which she has promised to hold a vote on March
12. Immediately following this rejection, the Parliament is likely to vote by a strong majority to push back the March 29 exit date.
The PM will then ask the European Union to extend the exit date. Even if this must be approved by all 27 member states, the EU is likely
to agree to postpone the UK’s withdrawal deadline by another 90 days or so (until late June). It will do so because it would like to avoid
a no-deal exit or, at the very least, to have more time to prepare for a hard Brexit, particularly with its economy slowing down.
The UK is unlikely to be granted a delay of more than 90 days in ACT 1 because it would increase legal pressure on the UK to participate
in the upcoming European parliamentary elections, which it is not currently scheduled to do. The elections are set for May 23-26, but
the new European Parliament will not be seated until July 2.

ACT 2: Negotiations to further modify exit agreement with EU are successful (June 2019)
During the 90-day extension period, the UK government and the EU continue negotiating a compromise over the issue that has proved
the deal breaker: the Irish border backstop. This is meant to ensure that there will be no return to a hard border after Brexit between
Northern Ireland, the British province, and Ireland, the EU member.
The backstop is designed to remain in place until a new trade relationship between the UK and the EU renders it unnecessary. As long
as it is in effect, the UK is prevented from negotiating its own free-trade deals and is forced to comply with all EU regulations. It is this
point that prompted many Tories and their coalition partner, the Democratic Unionist Party (DUP) of Northern Ireland, to vote against
May’s EU Brexit agreement last January.

MPs rejected May’s Brexit withdrawal deal by 230 votes last January

A potential compromise agreement with the EU could include a codicil, or legal appendix, to the exit agreement, stipulating that the
backstop is not to be used unless absolutely necessary and then only for the shortest period of time possible.

ACT 3: The make or break moment (late June 2019)
Prime Minister May takes the latest compromise agreement negotiated with the EU back to the UK Parliament for a vote sometime in late
June.

Scenario 1: The UK parliament narrowly votes yes (60% probability)
The pro-Brexit faction of the governing coalition concludes that the appendix added to the withdrawal agreement stipulating that
the backstop is not to be permanent has sufficient legal standing. Their desire to vote yes has perhaps even more to do with the
growing fear of either a never-ending extension or another referendum reversing Brexit. (Labour has recently come out in support of
holding another referendum.)
While under this scenario the story ends here, the societal divisions surrounding Brexit remain. Indeed, even with the parliament having
voted to approve the deal, a future subplot could be certain political parties running in the next election on a platform of holding
another referendum.

Scenario 2: The UK parliament votes no (40% probability)
A critical mass of MPs from the governing coalition vote against the deal because they feel the appendix does not have sufficient legal
standing. That is, it does not have the power to impose an end to the backstop should the two sides fail to agree on a border
arrangement between the two Irelands.
There are 650 elected MPs in the House of Commons. However, the speaker, three deputy speakers and seven Sinn Fein MPs do not, in
practice, cast votes. There is also one vacant seat. This reduces the number of voting members to 638 and gives the coalition
government, which includes 10 members of DUP, an effective working majority of only eight. Three Conservative MPs recently defected
to the Independent Group made up of former Labour members.
The vast majority of Labour MPs, also, vote against the latest exit deal because they want another election and/or referendum.

Extending the official Brexit date past July 2, when the new European Parliament session is to begin, is technically illegal. However,
the EU is likely to find a way to legally get around this limitation if a second referendum and/or UK election appears imminent.

ACT 4: (if needed): Potential aftermath of a third no vote (July 2019 until well into 2020)
A rejected deal would dramatically raise the chances of a new referendum and prolong uncertainty well into 2020. It took Parliament
seven months in 2016 to agree on previous referendum legislation, including the question. The law also requires a minimum 10-week
campaign period.
Finally, it is important to note that another referendum would be highly divisive, with close to 50% of the population guaranteed to be angry
with the outcome. The “remain” side is currently leading in the polls.
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Source: What UK thinks, February, 2019

The strong possibility of a new election being held
While the official election date is set for May 2022, a June vote against the renegotiated Brexit deal will probably force Prime Minister
May to resign, cause the coalition government to collapse, and force new elections.
Polls indicate that the new pro-EU political party, Independent Group, made up of MPs from the two main parties, has hurt Labour
more than Conservatives in the polls. This in turn has put the Conservatives in a good position to win the next election. But Labour’s
surprisingly strong performance in the last election and the ever-changing political environment means no outcome can be discounted.
Indeed, Labour went from being behind 20% in the polls when the 2017 election was first called to only finishing 2.3 points behind the
Conservatives. A new mainstream pro-EU Labour leader could also significantly change the political landscape.
Up until Labour’s poll numbers fell recently, many analysts argued that the greatest risk facing the UK markets was not Brexit, but rather
the election of a Corbyn-led Labour government.
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Conclusion
While we continue to feel that an exit deal is ultimately more likely than a hard Brexit in the short-term, deal or no deal, the political
impact of a Brexit will be long-lasting and substantial.
The greatest political divide is no longer between Labour and Conservative supporters, but between proponents and opponents of
Brexit. This in turn risks further fragmenting UK’s political landscape, a trend that has already deeply impacted continental Europe.
Regardless of the outcome of the Brexit negotiations, increased tensions with the EU appears inevitable. The EU in particular will remain
torn between wanting to make life more difficult for the UK to discourage other countries from following its lead and the realization that
hurting the world’s fifth-largest economy and a major trading partner will only add to the EU’s many political and economic challenges.
Finally, the UK’s 2016 vote on Brexit is part of a larger trend of European countries holding referendums on major issues. Other countries
or regions that have recently held referendums include: Greece 2015 (bailout conditions), Catalonia 2017 (disputed independence
referendum), Italy 2016 (constitutional reforms), and Scotland 2014 (independence vote). More often than not, the referendums left these
regions and countries more divided than before.

4

Economics and Strategy
Montreal Office
514-879-2529
Stéfane Marion

Toronto Office
416-869-8598
Matthieu Arseneau

Warren Lovely

Chief Economist and Strategist Deputy Chief Economist

MD & Head of Public Sector Strategy

stefane.marion@nbc.ca

matthieu.arseneau@nbc.ca

warren.lovely@nbc.ca

Krishen Rangasamy

Paul-André Pinsonnault

Marc Pinsonneault

Senior Economist

Senior Fixed Income Economist

Senior Economist

krishen.rangasamy@nbc.ca

paulandre.pinsonnault@nbc.ca

marc.pinsonneault@nbc.ca

Kyle Dahms

Jocelyn Paquet

Angelo Katsoras

Economist

Economist

Geopolitical Analyst

kyle.dahms@nbc.ca

jocelyn.paquet@nbc.ca

angelo.katsoras@nbc.ca

General
This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of
National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may be
subject to change without notice. The information is current as of the date of this document. Neither the author nor NBF assumes any obligation to update the
information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis and
interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this Report
constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual
circumstances. In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace
any due diligence or analytical work required by you in making an investment decision.
This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.
National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.
National Bank Financial Inc. or an affiliate thereof, owns or controls an equity interest in TMX Group Limited (“TMX Group”) and has a nominee director serving on the
TMX Group’s board of directors. As such, each such investment dealer may be considered to have an economic interest in the listing of securities on any exchange
owned or operated by TMX Group, including the Toronto Stock Exchange, the TSX Venture Exchange and the Alpha Exchange. No person or company is required to
obtain products or services from TMX Group or its affiliates as a condition of any such dealer supplying or continuing to supply a product or service.
Canadian Residents
NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its affiliates may also be
contrary to any opinions expressed in this Report.
NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases
and/or sales of these securities from time to time in the open market or otherwise. NBF and its affiliates may make a market in securities mentioned in this
Report. This Report may not be independent of the proprietary interests of NBF and its affiliates.
This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.

UK Residents
This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of
investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice. NBF and/or its
parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may
have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as
market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker
with respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount
invested. Past performance is not a guide to future performance. If an investment is denominated in a foreign currency, rates of exchange may have an adverse
effect on the value of the investment. Investments which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about
their value or the extent of the risks to which they are exposed. Certain transactions, including those involving futures, swaps, and other derivatives, give rise to
substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for
distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority). Persons who are retail clients should not act or rely upon the
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for
the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.
This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 71 Fenchurch Street, London, EC3M 4HD.
NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.
U.S. Residents
With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by the Financial
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact
their NBCFI registered representative.
This report is not a research report and is intended for Major U.S. Institutional Investors only.
This report is not subject to U.S. independence and disclosure standards applicable to research reports.
HK Residents
With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”)which is licensed by the Securities and Futures
Commission (“SFC”) to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers,
NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume
any loss suffered by you in reliance of such information.
The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)). If
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus
for full details.
There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which
are managed by NBCFMA or its affiliates that may purchase or sell such securities and instruments.
No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) hold
themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public.
Copyright
This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information,
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF.

