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on the principle of sovereignty not immigration. So a reasonable case can be 

made that a majority of the populace were not against free movement. 

However, the country is led by a Prime Minister who has spent the past 6 years 

as the minister responsible for delivering a policy of reducing immigration. The 

other main ministers leading the Brexit negotiations hold anti-immigration 

positions (except Boris Johnson). There isn't a leading UK politician who 

doesn't know that immigration has had a positive economic effect on the UK 

and raised the standard of living, so this position is ideological not naive. The 

result is that it prevents the UK from staying in the single market. 

When considering the EU, we have to think not of the collective position, but 

all the individual positions because any agreement will require a total 

consensus. For many of the core EU members the survival of the EU is the 

primary driver. If the UK achieves a simple and successful exit, it will destabilise 

the EU and give rise to parties in EU countries coming to power promising exit 

referendums. So the EU position will include those that favour a bad outcome 

for the UK even if it hurts the EU economically. The EU has a long history of 

putting politics ahead of economic self-interest. 

So those who focus on the economic justification for a reasonable Brexit 

outcome are likely to be disappointed because it will come down to the lowest 

common political considerations. Given the number of parties involved, the 

most likely outcome is no agreement. If the "Nash equilibrium" is worse than 

no deal then no deal will be the most probable outcome. 

One twist that could help is if there is a crisis in the EU that threatens its stability 

and the drawn out Brexit negotiations are considered to be adding to that risk; 

then the EU position could shift so that a quick deal is preferable and the Nash 

equilibrium would move closer to the UK's position. 

The UK is undermining its ability to negotiate by triggering an article that will 

cause an automatic expulsion after two years. What will happen then is unclear 

because the UK would still be a member of the WTO, but bound by EU 

commitments to the WTO including share of quotas. To change those 

commitments requires the agreement of all 164 members of the WTO 

including the EU 

When the UK is out of the EU it will be able to negotiate its own trade deals 

and it believes that it is interested in free trade. This is only partially true. A free 

trade agreement with China would see swaths of sensitive UK industries put 

out of business, like steel for example. The same goes for the US, which would 

wipe out much of UK agriculture. Whereas in the past the UK could protect its 

sensitive industries when negotiating as part of the world's biggest market (the 

EU) it has less bargaining power on its own. The result is likely to be messier 

and will take longer than currently envisaged. 

The consequence of the above is only gradual. The UK will receive less inward 

investment; London will be a slightly less attractive place to do business. We 

saw an example of this recently in a sector we know. The global no.2 and no.3 

in Vesuvius's industry merged, one Brazilian (Magnesita) and the other Austrian 

(RH!). The agreement was for the head office to be based in London, but after 

the Brexit vote this was changed to Amsterdam to stay in the EU The company 

though will be listed on the London Stock Exchange. We will see more of this. 

Nissan was about to build a new model and would have switched it to a factory 

inside the EU where most of the vehicles are destined, to avoid the quotas and 
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Regulatory Notice: 

Aurora shares are eligible to be invested in an ISA. Neither the Aurora Investment Trust nor Phoenix Asset Management Partners run such a 

scheme. You should consult a financial adviser regarding a suitable self-select ISA provider. 
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The data on this page  

reflects the track record  

of the Phoenix UK Fund.  

The investment strategy of the  

Aurora Investment Trust is the 

same as that of the Phoenix  

UK Fund. 
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