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UK MACRO UPDATE: DANGERS FROM APING UKIP 

Berenberg Macro Flash 

Copying United Kingdom Independence Party (UKIP) policies comes with consequences. Over the weekend, Der 

Spiegel reported, citing sources in the government, that German Chancellor Angela Merkel considers it possible that the UK 

could leave the EU. A mild statement, but with the implicit message that there are clear limits to how far she would go to 

keep Britain in. Ultimately, we expect the UK to remain in the EU, because popular support for EU membership is now at a 

23 year high, because the plausible leaders of the next UK government are more Europhile than sceptic, and because we 

expect the EU to offer some sweeteners to keep the UK in. But there are limits to those possible sweeteners, as the recent 

reports show. While we do not expect Brexit, the risk is rising as surging support for UKIP prompts Prime Minister David 

Cameron to contemplate more extreme policies.  

 

UK politicians seem to put a lot of store in Germany: because Germany has a strong interest in keeping the UK in the EU, 

chancellor Merkel will eventually make the UK a good offer to keep the UK in. That widely-held assumption remains cor-

rect. But it misses a major point. One key reason why Berlin wants the UK to stay in is that Germany wants the UK to 

strengthen the free-market camp within the EU against more protectionist or interventionist leanings in other countries 

such as France. The free movement of labour is one of the four pillars of the free market in the EU. With demands to re-

strict the free movement of labour, possibly even through quotas, the UK has moved from the liberal to the protectionist 

camp in one major aspect of EU policy. A UK that wants to violate rather than strengthen key principles of the EU com-

mon market will meet a much frostier reception for its demands in Berlin. Aping UKIP comes with ugly consequences. 

 

While we expect the status quo to endure, we need to watch these political risks very carefully. Next May’s election of a new 

UK government and a potential referendum on leaving the EU by 2017 offer the opportunity for Britons to continue put-

ting the hardship of the past seven years firmly behind them. But those events also offer the chance of significant new pains. 

Rising support for UKIP is at the root of the problems. It makes an unstable government in the May 2015 general election 

more likely and is driving more Eurosceptic promises from the governing Conservatives. 

 

That rising UKIP support means that despite disastrous approval ratings for Labour leader Ed Miliband and a growing 

economy, Cameron is struggling to make much ground in the polls. Seemingly imploding support for the opposition Labour 

party in Scotland, which provides 42 of Labour’s current tally of 258 MPs, has opened another flank to the political uncer-

tainty. With those Scottish MP’s, Labour would have a better than evens chance of becoming the largest party in parliament 

after the 2015 election. Without them Labour would probably end up with fewer parliamentarian’s than the Conservatives, 

although neither party is likely to garner enough support to get a majority of MP’s. The Scottish National Party (SNP), 

which is taking the Scottish votes from Labour, could hold the balance of power. The SNP would most likely prop up a 

minority government, rather than formally joining a coalition. Such a minority government would be inherently unstable 

 

In that scenario, a Conservative minority government might seem the most plausible. But the SNP stand against much of 

what the Conservatives are now agitating for: border controls, EU exit, welfare and government spending cuts. Conservative 

infighting over Europe could seriously ramp up in that scenario, hurting their chances in a subsequent election. The chances 

of the tail risk of more serious political uncertainty from the 2015 General Election seems to be rising then, which would 

have meaningful knock-on effects for the economy if it transpired.  

 
All this uncertainty is ironic in a way. Huge stimulus from the Bank of England along with now relatively mild austerity has 

put the UK economy firmly on an upward trajectory. Unemployment is dropping fast and pay is on the cusp of improving. 

We look for close to 3% GDP growth in 2015 and 2016, on the assumption that a relatively stable coalition government is 

formed next May. Yet arguments over the EU and voter dissatisfaction with the main parties could yet seriously set back 

that improvement. 

 


