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UK MACRO UPDATE: HEADING FOR THE EXIT? 

Berenberg Macro Flash 

Is the UK heading for a life of isolation out of the EU, heard by no-one and nursing a damaging economic model? 

Those risks will be raised if reports over the weekend turn out to be true, and David Cameron does soon propose under-

mining the free movement of people across the single market by imposing effective limits on immigration from the EU. 

Rising support for the anti-EU United Kingdom Independence Party (UKIP) also boosts the chances. The slow grind up 

the agenda of these issues continues. But ultimately we do not expect the UK to follow that path. 

 

Our base case remains that the UK will stay in the single market. As the acute euro-crisis faded after mid-2012 Britons’ 

views shifted to, by mid-2014, favouring (just) continued EU membership. The plausible leaders of the next government are 

more Europhile than Eurosceptic. And Britons tend to prefer the status quo to seismic change. Faced at the ballot box with 

the exit option supported by quotable but opportunistic UKIP leader Nigel Farage, we expect Britain to draw back from the 

brink. A recent YouGov poll reported that more than 60% of UK voters disagree that the anti-EU party is more trustwor-

thy than the main parties, while 51% believe UKIP party is “full of oddballs and extremists.” The Farage seal of approval 

may not be all it’s cracked up to be. 

 

While we expect the status quo to endure, politics is one of the top risks we see to the UK recovery. Next May’s election of 

a new UK government and a potential referendum on leaving the EU (Brexit) by 2017 offer the opportunity for Britons to 

continue putting the hardship of the past seven years firmly behind them. But those events also offer the chance of signifi-

cant new pains. Rising support for UKIP is the clear and present danger. Not because the insurgent populist party is close to 

winning power, as Britain’s skewed first-past-the-post voting system means UKIP would do well to take 10 of the 650 par-

liamentary seats. Rather, because UKIP’s surge makes an unstable government in the May 2015 general election more likely 

and because that surge is driving more Eurosceptic promises from the governing Conservatives. 

 

UKIP pressures 

Prime Minister David Cameron needs to sound Eurosceptic enough to hold his party together and fight off UKIP. But be 

too Eurosceptic and he risks turning off voters – for most, ‘Europe’ is not a top concern – and Britain’s European partners 

whose help Cameron will need to keep the UK in the EU. 

 

The Conservatives just lost one parliamentary seat to UKIP when one of the former’s MPs defected to the populist party 

and won the ensuing ‘by-election’ in Clacton. UKIP support is touching new highs since that vote. The defection of a se-

cond Conservative to UKIP, Mark Reckless, has prompted another by-election scheduled for 20 November in the Kent 

constituency of Rochester and Strood. That is less fertile UKIP ground than Clacton. But one poll puts UKIP ahead and 

losing could prompt further Conservative defections. It is a key event to watch. 

 

It is an event that also seems to be prompting the Conservatives to contemplate more extreme policies. Recent reports 

suggest that to prevent a loss Cameron is considering proposing limiting immigration from the EU, which would almost 

certainly fall foul of EU treaties. That sets him up for trouble if he wins power with such a promise but then very likely fails 

to get other EU countries to agree. Cameron also faces a crunch parliamentary vote soon on opting in to some EU policing 

and justice powers. According to reports, perhaps up to 100 Conservative MPs would vote against the government’s plans. 

And in an example of the risks Eurosceptics are prepared to take, some have reportedly gathered legal opinion showing that 

opting in to such powers would count as a significant enough transfer of powers to Brussels to trigger a referendum. We 

cannot comment on the veracity of the legal arguments, but the Eurosceptic volume is dialing up a notch or two.  

 

What does all this mean? 

Risk number one is an unstable government, or a Labour government. By eating into the main parties’ support, UKIP raises 

the chances of no single party gaining a majority of seats in parliament. UKIP is hurting the Conservatives more than La-

bour, which helps Labour’s chances relatively speaking. In our view the most likely outcome of the May 2015 general elec-
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tion is that Britain’s skewed electoral system provides the opposition Labour party with the most parliamentary seats, alt-

hough not a majority of the 650 parliamentarians. The most likely coalition then is Labour-Liberal Democrats, if the latter 

manage to hold on to enough seats in the face of anger over their broken promises in government and the UKIP onslaught, 

which is not a given. 

 

Labour leader Ed Miliband’s policy platform leaves a lot to be desired from an economic perspective, in our view. More 

intervention in markets seems to be his answer to most problems, a position that we would expect, on balance, to damage 

the UK. The big Miliband risk is that his platform so far morphs into wider ranging intervention if he gains power. He may 

face legitimacy problems if Labour gains a third of the popular vote – a plausible level of support required for Labour to win 

a majority of seats in parliament – but nevertheless attempts to impose fundamental reforms. The current parties in the 

coalition government gained 59% of the vote between them in the 2010 election. 

 

Brexit 

Ultimately markets could cope with mild political uncertainty. What they could not live happily with would be Brexit, given 

the uncertainty, disruption and damage it would cause. The Conservative party have guaranteed a Brexit referendum by 2017 

if they win power next year. Cameron meanwhile seems to be risking alienating some of the European partners that will be 

needed to provide sweeteners to keep the UK in the EU come 2017. As a tail risk, could Cameron end up injecting enough 

poison into the system to seriously harm the UK’s chances of staying in the EU? Alternatively, losing the election – or look-

ing likely to lose it – could be enough to bring simmering tensions over Europe to the boil in the Conservative party, raising 

the volume of Euro scepticism further. A future Labour government potentially lacking a strong democratic mandate may 

also eventually give in on calls for a referendum on EU membership as well. 

 

We do not expect armageddon 

These are risks worth watching carefully. They are risks that are rising in importance. But they are not our base case. We 

expect the Conservatives to hold together until the general election, where we put their chances of winning below 50%. 

UKIP could gain 10 seats, not enough to make them a major voice. If Labour cobble together a workable coalition and do 

not expand their planned intervention wildly, which would be hard if they have only a weak democratic mandate, the UK 

economy should continue growing solidly, albeit a bit slower in the long-term. The protest vote should fade somewhat. 

There is significant potential, however, for this to go wrong. For instance, if UKIP wins in Rochester, not fertile UKIP 

ground, the discussion may heat up further. A degree of political uncertainty is here to stay. Whether it becomes seriously 

disruptive is the tail risk to watch. 
 


