
 

FOR INTERMEDIARY USE ONLY – NOT SUITABLE FOR RETAIL CUSTOMERS 

FUND MANAGEMENT DIARY 

Meeting held on 25th September 2018 

Risk of a “no deal” Brexit rising 

 The European Union summit in Salzburg failed to provide a breakthrough in 

the Brexit negotiations and highlighted just how far apart the two sides are on 

some of the key issues 

 Theresa May’s press conference at the end of last week indicated that the 

chances of a “no deal” scenario have risen, causing the largest one-day fall in 

the pound in eleven months 

 Yet it is still expected that a deal will be reached at the eleventh hour, which 

could provide a boost to sterling in 2019 

 

Summit in Salzburg failed to provide a breakthrough in negotiations 

The summit in Salzburg last week served to highlight just how far apart the European 

Union and the United Kingdom remain on the key issues of the Irish border and the 

future trading relationship. The two day informal event was the first opportunity that 

Theresa May has had to present her Chequers plan to other European Union 

leaders as a whole. However, the summit failed to provide any sort of breakthrough 

in the Brexit negotiations. 

 

The key sticking points are the United Kingdom’s future trading relationship with the 

European Union and how to avoid a hard border between Northern Ireland and 

Ireland or between Northern Ireland and Great Britain. Theresa May rejected the 

European Union’s modified plan for the Irish “backstop”, which put greater emphasis 

on checking goods at factories and on ferries rather than at ports, as it still implied a 

customs border in the Irish sea.  

 

In response, Donald Tusk, the European Union’s President, said that the “proposed 

economic framework would not work” as it risked undermining the single market. In 

addition, he stated that there would be no withdrawal agreement without a legally 

binding Irish backstop and that the United Kingdom’s plans for the Irish border and 

trade needed to be “reworked and further negotiated”. 

 

Meanwhile, the European Union’s President suggested that the “political declaration” 

– which sits alongside the Withdrawal Agreement and is concerned with the 

framework of the future partnership – should have as much clarity as possible. This 

probably reduces the chances of a deal being struck given that a vague agreement 

had looked like Theresa May’s best chance for getting a deal through parliament. 
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Admittedly, there were a few promising statements at the summit, with Donald Tusk 

suggesting that there were some positive elements in the Chequers plan. And the 

European Union President commented that he was a “little bit more optimistic” about 

securing a Brexit deal, hoping that a deal would be in place by the October Council 

meeting. A possible extraordinary November summit could then be used to finalise 

and formalise a deal. Nevertheless, this will require significant progress on the key 

outstanding issues. Overall, the summit failed to provide any sort of breakthrough in 

the negotiations.  

 

Theresa May’s surprise press conference confirmed that the probability of “no 

deal” has risen 

Theresa May’s combative comments in a surprise press conference last Friday 

indicated that the chances of a no deal scenario have risen. The British Prime 

Minister took a harsher stance on Northern Ireland than recently reported in the 

press, saying that there would be no new regulatory checks on trade between 

Northern Ireland and the rest of the United Kingdom unless the Northern Ireland 

executive agrees. She also firmly stated that it was now up to the European Union to 

come up with a proposal to break the deadlock. 

 

The Prime Minister also took the opportunity to restate that there would not be a 

second referendum and that the United Kingdom would leave the European Union 

on 29 March 2019 as planned. 

 

It is not surprising that Theresa May should come out all guns blazing after the 

disastrous Salzburg summit. Presumably she felt under pressure to present a 

tougher stance in order to garner support from hard-line Brexiteer members of 

parliament ahead of the Tory party conference at the end of the month. Nonetheless, 

the pound still fell by more than one per cent against the United States dollar and the 

euro, its largest one-day fall this year. 

 

Indeed, rising demand from options protecting against a fall in sterling suggest 

investors see a no deal scenario as far more likely than just over a week ago. 

However, the demand for options has not surged by as much as it did before the 

referendum, suggesting that only a slim chance of a “no deal” is currently priced into 

the markets. 

 

Assuming that Theresa May stays in power after the Tory party conference (30 

September to 3 October), negotiations are likely to ramp up before the next 

European Council meeting in mid-October. But for now, it seems unlikely that a deal 

will be reached this year.  In such a scenario sterling could drop further by the end of 

this year. 
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A deal is still expected, but not until early in 2019 

We expect a deal to be struck at the last minute that secures status-quo transition 

period out to 2020. This is because, if it becomes clear that the United Kingdom will 

leave without a deal, it is more likely that the government will make further 

concessions or Parliament will step in and either vote to seek an extension to the 

negotiations or vote to remain in the customs union. 

 

This would then likely lead to significant gains in sterling which would be the result of 

an unwinding of “no deal” risk that is priced into markets.  This could also lead to a 

stronger than expected performance of the British economy, allowing the Bank of 

England to raise interest faster than is currently anticipated in financial markets. 

 

Strategy 

Future Money believes that although there are differences to be worked out on both 

sides and whilst it appears that a “no-deal” scenario could materialise, there is a high 

likelihood of a deal being agreed nearer to the end as both sides stand to lose out 

both economically and politically from a “no-deal” event. We will continue to monitor 

the situation closely. 
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Income 

No new changes are planned for Future Money Income, with the portfolio positioned 

well for the current environment.  Schroder Asian Income is performing well, 

providing relatively low risk exposure to the Asia Pacific ex Japan region, whilst also 

delivering an attractive yield. 

 
Real Value 

Following last week’s surprise increase in inflation and the subsequent boost to its 

performance, the position in the M&G UK Inflation Linked Corporate Bond will be 

reduced from approximately 7.5% to 5%.  The proceeds will be reinvested in the 

Vanguard and L&G short dated bond tracker funds currently held.  It is our view that 

there is limited prospect for further significant gains in UK inflation and therefore we 

expect that the lower cost tracker funds, with traditional, in place of index linked, 

bond exposure, are likely to provide more compelling opportunities going forward.  

Despite the reduction, a position is being maintained in the fund in order to maintain 

diversification amongst the large bond allocation of the portfolio. 

 

 



 

FOR INTERMEDIARY USE ONLY – NOT SUITABLE FOR RETAIL CUSTOMERS 

 

Real Growth 

Following last week’s surprise increase in inflation and the subsequent boost to its 

performance, the decision has been taken to remove the M&G UK Inflation Linked 

Corporate Bond from the portfolio.  The proceeds will be used to build a new position 

in the L&G Short Dated Sterling Corporate Bond index fund, which offers low cost 

exposure to short dated traditional corporate bonds, which we feel are more 

compelling given our view that there are limited prospects for further significant gains 

in UK inflation.   

 
 

 

Dynamic Growth 

The move out of Kames Investment Grade Bond fund and into BlackRock Corporate 

Bond 1-10 year tracker continues.  No further changes are currently being 

considered. 
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Important Information  
 
Please note that the contents are based on the author’s opinion and are not intended 
as investment advice. This information is aimed at professional advisers and should 
not be relied upon by any other persons.  
 
Any research is for information only, does not constitute financial advice or 
necessarily reflect the views of the author and is subject to change.  
 
It remains the responsibility of the financial adviser to verify the accuracy of the 
information and assess whether the fund is suitable and appropriate for their 
customer.  
 
Past performance is not a reliable indicator of future performance. The value of 
investments and the income derived from them can fall as well as rise and investors 
may get back less than they invested. 
 
Important information about the funds can be found in the Supplementary 
Information Document and NURS-KII Document which are available on our website 
or on request. 
 
For any information about the Future Money funds please contact the authorised 
corporate director, Margetts Fund Management Ltd, on 0121 236 2380, 
admin@margetts.com or at 1 Sovereign Court, Graham Street, Birmingham B1 3JR.  
A copy of their Terms of Business which relates to investments into the funds can 
also be obtained using these contact details.   
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