
LONDON: Financial markets are bracing for a highly unpre-
dictable British election next week that in a worst case scenario
could produce no workable government, a leading City
investor told AFP. But Luke Newman, European equities man-
ager at Henderson Global Investors, which manages around
Ä123.2 billion ($137.9 billion), said there was money to be
made whoever comes out on top.

Q: How do political events impact the markets?
A: I think history has shown that political changes have

had a real effect on markets, not only equity markets but also
currency and bond markets. A good recent example would
be in the UK the Scottish independence vote last year. As
investors started to worry that an independent Scotland
could lead to a push from England’s voters for more inde-
pendence themselves and maybe exacerbate cause for a
withdrawal from the EU, you saw not only an impact on bond
markets but very visibly on currency markets and since that
point sterling has been under pressure.

Q: How have you reacted to the situation?
A: I view this election in two different ways. First as a UK citi-

zen, I’m very worried, but as a manager of an equity long/short
fund looking to generate absolute returns, and with the ability
to make money with share prices falling as well as rising, I’m
very excited. Because of the fracturing of political parties, the
risk is that we end up not only with a weak government that
doesn’t have the mandate to exercise its manifesto or promis-
es, but the real risk is we end up with no workable government
at all. Leaving aside political views... markets are concerned and
would worry about a change of government and the installa-
tion of a Labour party which has increasingly moved to the left
on Ed Miliband’s leadership. Because of that, it becomes quite
easy to see how we can make money on the short side of the
fund if the Labour party formed the next UK government.
Tighter regulation of energy companies, tighter regulation of
transport fees for bus and rail companies, restriction on gov-
ernment outsourcing contracts to the private sector, legal
restriction for bookmakers and gambling. The area or industry
that could prosper under a Labour government could well be
the house building industry. Labour have been very clear
there’s a lack of affordable houses.

Q: Do the markets prefer a Conservative victory? And
what about a parliament without a clear majority?

A: (A parliament with no clear majority would generate) a
great deal of uncertainty which would be reflected in the cur-
rency, equities and fixed income markets. David Cameron’s
party is a centre-right party, historically very business friendly
and there would absolutely be a positive reaction to a
Conservative victory. The complication in my mind involves
the UK relationship with the EU. David Cameron has been
forced to offer a referendum on the UK’s place in the EU
before 2017 to pacify the eurosceptics side of his party and
also to combat the rise of the UK Independence Party UKIP
which has emerged from nowhere to become a significant
force in UK politics... This would create a great deal of uncer-
tainty, firstly the period before a referendum would cause a
hiatus in investment decisions particularly for multinational
companies looking to invest in the UK in manufacturing
assets in particular.—AFP

UK investor
fears ‘no 

workable govt’

B U S I N E S S
SATURDAY, MAY 2, 2015

LONDON: Britain’s political outlook is far from clear ahead of
Thursday’s general election, risking a period of uncertainty for
London’s financial district, something the City never welcomes.
“Markets may be in for a very bumpy ride in the immediate aftermath
of May 7th,” said Oliver Harvey, foreign exchange strategist at
Deutsche Bank. Prime Minister David Cameron’s centre-right
Conservatives, in power since 2010 as part of a coalition government,
are neck and neck with the opposition Labour party in opinion polls.

Experts say that Britain is set for a hung parliament, meaning that
the Conservatives or Labour will have to team up with a smaller party
to govern. “In theory, fragile governments based on small majorities
or shaky coalitions could undermine the economy by fostering uncer-
tainty,” said Samuel Tombs, UK economist at Capital Economics
research group. “In particular, firms might not invest if they believe
the government may change soon, leading to a new set of tax and
competition policies. 

Tombs added that “weak governments may not undertake benefi-
cial structural reforms that involve short-term costs and may struggle
to achieve a consensus for measures to reduce the deficit”. According
to the Investment Association, a body representing investment man-
agers, private investors withdrew £1.0 billion ($1.5 billion) from UK
equity funds in March. “Private investors are staging a buyer’s strike in
the lead up to the election. This is pretty par for the course when it
comes to the uncertainty generated by such a big political event,”
said Laith Khalaf, senior analyst at Hargreaves Lansdown stockbrokers.

The significant withdrawal amounted to profit-taking after recent
highs for London’s benchmark FTSE 100 index, which includes many
companies whose profits are sourced from abroad with earnings
made in dollars. British stocks are meanwhile expected to continue to
win support from the stimulus measures carried out by central banks
around the world. 

As parties battle to win over the undecided voters and offer a
degree of certainty to markets, Cameron this week promised to ban
major tax increases for the next five years if his party manages to
win re-election. The prime minister pledged to pass a law introduc-
ing a “tax lock” to prevent increases in income tax, value-added tax
or national insurance contributions to state benefits. That has done
little to calm City jitters. Global banking giant HSBC has said it is
reviewing whether to remain headquartered in Britain. Although
the bank’s shock announcement was more a response to the
prospect of increased regulation and taxation of the sector whoev-
er wins power, it added to the pressure faced by the current gov-
ernment.

Solid Growth 
Heading into the election, the International Monetary Fund has

forecast solid economic growth for Britain for this year and next, at 2.7
percent and 2.3 percent respectively. This could be revised lower,
however, after official data on Tuesday showed Britain’s economy
grew far slower than expected in the first quarter of 2015. “A minority
government might mean political gridlock, but with the economy
growing solidly, gridlock probably would not be risky in economic
terms,” said Michael Saunders, an economist at Citi Research.

Other risks remain, notably surrounding Britain’s future in the
European Union, as well as the prospect of higher interest rates and
the possibility of another referendum on Scottish independence from
the rest of the UK. A general election won by the Conservatives would
trigger a referendum on Britain’s membership of the EU by 2017,
something Labour has opposed. Cameron supports UK membership
but has promised an in-out referendum to counter the rise of UKIP,
the anti-EU and anti-mass immigration party that won the 2014
European Parliament elections. — AFP 

‘City’ shivers at UK
election suspense
Tax pledge fails to calm jitters

LEEDS: British Prime Minister David Cameron addresses workers during a UK general election campaign event at ASDA super-
market’s headquarters in northern England yesterday. — AFP 

LONDON: British manufacturing growth slowed sharply in April, a sur-
vey showed yesterday, underlining the uneven nature of an economic
recovery that is at the heart of a national election just six days away.
Separate data showed consumer lending rising sharply, suggesting
that the recovery is being driven by spending. Sterling hit a three-
week low against the euro after the Markit/CIPS UK Manufacturing
Purchasing Managers’ Index, a closely watched monthly business sur-
vey, suffered its biggest fall in more than two years.

Coming after a surprising slowdown in growth in the first quarter,
the survey will make gloomy reading for Conservative Prime Minister
David Cameron and his finance minister, George Osborne, who prom-
ised a manufacturing revival shortly after coming to power in 2010.
Their Conservative Party remains deadlocked in opinion polls with the

opposition Labour party and the recent signs of a slowdown in the
economy have complicated the Conservatives’ decision to put the
recovery at the centre of their campaign.

But separate data from the Bank of England showed households
were happy to borrow more heavily. Lending to consumers in March
surged at the fastest pace since before the financial crisis, and there
was also sharp upturn in business borrowing. Taken together, the fig-
ures suggested Britain’s upturn is fuelled by consumption. Still, many
economists expected the recovery to remain solid, blaming a stronger
currency and uncertainty around the election for the weakness in
manufacturing.

The chief executive of one of Britain’s biggest banks said he also
expected growth to stay strong, despite uncertainty about the out-

come of the May 7 election. “We are favourable on the UK economy,”
Lloyds CEO Antonio Horta Osorio told reporters. “It continues to
progress at a healthy pace and we continue to expect it to grow
between 2.5 percent to 3 percent this year.”

While holding above the 50 threshold for growth, the manufactur-
ing PMI fell to a seven-month low of 51.9 from a downwardly revised
54.0 in March, far below all forecasts in a Reuters poll of economists.
“Any signs of rebalancing the economy towards manufacturing and
exports remain frustratingly elusive,” said Rob Dobson, economist at
survey compiler Markit. Earlier this week official figures showed that
economic growth in the first quarter was its slowest since late 2012,
prompting Osborne, the finance minister, to warn voters not to take
recovery for granted. —Reuters

UK manufacturing cools before polls


