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• If the Prime Minister pursued a no deal Brexit on 31st October he would probably lose a vote of no confidence, 
 perhaps on the 22nd October.

• The most likely scenario seems to be that there is another delay to Brexit.

• There won’t be an election before 31st October in UK. 

Key Market Theme

Macro Analysis

The upshot is that the risk of a no deal at the end of October cannot be 

entirely dismissed. No Deal on 31st October is the default until a delay is 

agreed with the EU or there’s a deal. And Boris Johnson could ignore the law, 

the courts might not intervene, the opposition might fail to work together to 

form a new Government, or Johnson could refuse to recommend the would-

be Prime Minister to the Queen. 

There is speculation that the Prime Minister will find a way to circumvent the 

law. If the Prime Minister breaks the law or finds a loophole it is likely there 

would be an emergency court case which could force his hand. But we don’t 

know what the verdict would be, or if it would be delivered before 31st 

October. 

Prime Minister Johnson will attempt to reach a deal with the EU while 

Parliament is suspended, although how earnestly he does so is open to 

question. The EU Council meeting of heads of state on the 17th/18th October 

appears to be one of his last chances to get a deal.

Either way there looks set to be an election. The opposition parties have said 

they will agree to one after Brexit has been delayed. Alternately, if the Prime 

Minister pursued a no deal Brexit on 31st October he would probably lose a 

vote of no confidence, perhaps on the 22nd October. The opposition could 

then attempt to form a temporary coalition Government in order to delay 

Brexit until 31st January. 

The recently passed law that attempts to rule out no deal says that unless a 

deal is approved by Parliament or Parliament has voted for no deal by 19th 

October, the Prime Minister has to seek to delay Brexit until 31st January. As a 

result, unless a deal is reached at the EU Council meeting and ratified the day 

after (which would require Parliament to sit on Saturday 19th) the PM would 

have to ask the EU to delay Brexit again. 

There is an outside chance this coalition goes further and holds a referendum 

on something similar to the existing deal and “Remain”. It is more likely, 

though, that this caretaker Government exists only to delay Brexit and trigger 

a general election in the hope that the latter breaks the Brexit impasse. 

The first thing to point out is that there won’t be an election before 31st 

October. Parliament turned down the Prime Minister’s proposal of a snap 

election for a second time on Monday. There has to be at least 25 working 

days between an election being called and polling day. With Parliament now 

suspended until 14th October, the earliest an election can be held is 20th 

November.

But the most likely scenario seems to be that there is another delay to Brexit, 

explaining the recent rise in the pound and gilt yields and in keeping with our 

“repeated delays” scenario. In that case we forecast that the economy will 

grow by 1.3% this year. Indeed, the GDP and labour market data released this 

week suggest the economy has remained resilient to the political crisis. 

Moreover, if Brexit continues to be put off, that the MPC may even raise 

interest rates slightly next year. 

The economy could swing onto a different path after an election. According to 

the polls a Conservative majority (perhaps facilitated by a pact with the Brexit 

party) or a hung Parliament are the most likely outcomes.  The former would 

probably usher in a no deal Brexit and a recession thereafter, albeit a mild one. 

A hung Parliament might see Brexit continue to be delayed. If an anti-no deal 

coalition can be formed, or there is a surprise Labour victory, that would steer 

the economy towards our deal scenario. However, we think the initial boost to 

the economy from a resolution to Brexit would be offset in the longer term by 

Labour’s anti-business policies were it able to follow through with them. 

Variables Forecast Latest

Pound/Dollar 1.1800 1.2490

Brexit Extension Uncertainty 

Bank Rate 0.75% 0.75%

GDP 1.30% 1.80%

CPI 2.40% 2.10%

Year end Forecast

Source: You Gov
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Market Data

- - - - -

USD US Federal Funds Rate 23:30 <2.25% <2.00% <2.00%

GBP UK CPI y/y 14:00 2.10% 1.80% 1.70%

 IST Previous Median  SMC's Forecast

FX Majors CMP 1W 1M

GBPUSD 1.2489 1.30% 3.00%

EURUSD 1.1067 0.53% -0.17%

USDJPY 108.24 0.39% 1.52%

FX Cross INR CMP 1W 1M

GBPINR 89.29 1.17% 3.07%

JPYINR 66.06 -0.49% -1.42%

USDINR 71.50 -0.11% 0.07%

EURINR 79.13 0.40% -0.10%

Global Yields 10Y-Yield 1W(bps) 1M (bps)

Germany -0.47 16.10 21.13

US 1.81 25.50 25.14

India 6.72 13.00 17.40

UK 0.69 18.92 22.71

FIIs (INR Crs) -808.29 -914.56 -6375.55

Flows DTD WTD MTD

Note: 1W refers to 1 week change from CMP      1M refers to 1 month change from CMP

Economic Data

USD/INR (SEP) 71.92 71.75 71.59 71.42 72.08 72.25 72.41

JPY/INR (SEP) 66.53 66.40 66.26 66.13 66.66 66.79 66.93

GBP/INR (SEP) 89.29 89.07 88.89 88.67 89.47 89.69 89.86

EUR/INR (SEP) 79.36 79.11 78.89 78.64 79.58 79.82 80.05

Currency  Pivot S1 S2 S3 R1 R2 R3

Pivot Levels
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