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In April, U.K. Prime Minister, Theresa May called for a snap election three years ahead
of the needed date. At the time, her Conservative party had a 20% lead in the polls and
she wanted to consolidate power, grow an already-present majority, and gain an
additional few years of potential negotiating time for Brexit. However, in an unfortunate
British pattern, yet another Prime Minister has misjudged the public mood, calling for a
vote that has ultimately swung badly against them. On the heels of last year’s surprise
Brexit vote, the election held on Thursday June 8 has failed to deliver the expected
majority for May’s Conservative party, resulting in a hung parliament.
A hung parliament, another way of saying a minority government, is one in which no party secures the number of seats
needed to govern with a majority. With 650 seats up for grabs, 326 seats are required to achieve an absolute majority in
the House of Commons. Prior to this election the Conservative party held a slight majority of 330 seats, and they now hold
only 319 seats – seven seats short of a majority government. The Labour party, led by Jeremy Corbyn, secured 261
seats, filling 32 seats that they didn’t have prior to the vote. The results for the remaining parties are highlighted in the
chart below.
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How did the Conservatives lose their majority?
There are two underlying narratives driving why the Conservatives fell short of a majority government. The first narrative is
a consolidation of the votes into the two largest parties while the second focuses on the success of the Labour party. For
context, the Conservatives garnered the highest share of the vote in thirty years at 42.4%. However, in the past, votes
remaining were very fragmented, allowing for larger Conservative wins. Meanwhile, the Labour party ran a clever
campaign that de-emphasized a hard Brexit and emphasized economic issues that matter to the average person. Their
successful campaign allowed them to capture 40.1% of the vote, their highest in 16 years.
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What will the new government look like?
The government that is most likely to form is one in which the Conservatives attempt to govern as a minority with the
support of the right-leaning Northern Ireland Democratic Unionists Party (DUP). This will probably not be a formal
coalition, more of an issue-by-issue and budget-by-budget approach since the DUP is arguably too small for a formal
coalition to work. These coalition-type governments tend to be more fragile and tend to last for a shorter period of time
than a majority government.
Another less likely scenario is that the Labour party tries to form a government. This would require the cooperation of five
parties to secure more seats than the Conservatives – and it isn’t likely that this government would function. Meanwhile,
the Labour party and some members of the Conservatives party have called for Prime Minster May to resign. While
speculation abounds around whether or not this will indeed occur, we are of the belief that there is a considerable risk of
this occurring in the weeks to come – especially given that Brexit negotiations are set to begin in ten days. There is also a
possibility of another snap election within two months if this government struggles to govern.
What does this mean for Brexit?
The overall implications favour a somewhat softer Brexit. At the same time, it increases the level of uncertainty around the
negotiations and it therefore isn’t inconceivable that an even harder Brexit scenario could play out. There are four main
scenarios we envision could play out:
1. No Brexit: The election results could be viewed as a rebuke of Brexit given the repudiation of Conservatives who
called the Brexit referendum, and stronger support for the Labour party who support a softer Brexit. Additionally,
the minority government could trigger additional elections in which some parties shift to an anti-Brexit stance and
make the election something of a second referendum.
2. Softer Brexit: Given that the Labour party, which favours a soft Brexit, did surprisingly well, and that the tentative
Conservatives coalition partners favour a soft Brexit with a single market approach, this scenario is more likely
than it was before, and perhaps is now the most likely outcome.
3. Hard Brexit: The prospect of a Hard Brexit has fallen given that the Conservatives were the main proponents of
this and they lost their majority.
4. Extreme Brexit: The risk of a scenario where no agreement is reached between the U.K. and the EU has gone up
considerably. In this situation, the U.K. would simply tumble out of the EU without a deal given the prospect of a
minority government that struggles to negotiate coherently and tries to pass the difficult legislation that will
inevitably arrive with Brexit.
While the main global implications of this election outcome are around Brexit, this surprising result indicates that there are
still significant anti-establishment forces at work globally, which increases uncertainty in the markets. All in all, the market
interpretation has been small and slightly conflicting. The pound is down moderately (2%), yields are currently a bit lower
and these both tend to be associated with risk off trade. However, global stocks which prefer the softer Brexit and weaker
pound are up. Much remains to be seen in the coming weeks and months.
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