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A NEW BREXIT DEAL? THAT WAS THE EASY BIT!

Even if the Commons were to endorse Boris Johnson's new deal on Saturday, further stumbling

blocks remain.

IN ANUTSHELL

"No deal is better than a bad deal," was one of Theresa
May's more dangerous mantras, dating back to early 2017."
She belatedly ditched it in May 2019, realizing what a threat
a chaotic, disorderly Brexit might pose to the UK, not just in
economic terms.? Her nimble successor appears to have
completed a similar intellectual journey rather more quickly.
As always with Boris Johnson, it is hard to say how lasting
his change of heart might prove to be. Investors would be
unwise to rule out various risk scenarios just yet.

Boris Johnson has negotiated a new exit deal with the Euro-
pean Union (EU). That was the easy bit. In key respects, his
proposal looks suspiciously like the EU version of a draft
withdrawal agreement presented back in February 2018. At
the time Brexiteers such as Mr. Johnson were up in arms at
the prospect that Northern Ireland might stay in the single
market and customs union after the rest of the UK "escapes
EU vassalage," in their parlance.

Johnson's new deal now effectively enshrines a customs
border down the Irish Sea between Northern Ireland and
Great Britain (GB), i.e. the rest of the UK. As the European
Commission points out in a helpful primer on the agree-
ment, the EU's "Customs Code will apply to all goods enter-
ing Northern Ireland," along with plenty of other single-
market provisions.3 That makes it likely that over time,
Northern Ireland will economically re-orient itself towards
the south. No wonder that the Democratic Unionist Party
(DUP), which has propped up Johnson's minority govern-
ment, has come out against the plan.

_ The votes on Saturday look set to be very close, even under the most optimistic sets of assumptions of how
many of them Boris Johnson might be able to cobble together.

_ It seems quite likely that parliamentary scrutiny by both the Commons and the European Parliament will uncover
plenty of technical problems in the coming days and weeks.

_ Investors would be unwise to rule out various risk scenarios just yet.

Worse still from the perspective of keeping the UK united in
the longer term, is the consent mechanism agreed for
Northern Ireland. Starting four years after the end of the
transition period, the Northern Ireland Assembly will be able
to withdraw its consent to the continued application of rele-
vant EU law. In practice, this is unlikely to happen. Most
major parties other than the DUP favor remaining in the EU,
or alternatively for Northern Ireland to at least stay as close-
ly aligned as possible. That reflects the pretty firmly en-
shrined preferences of the majority of voters in Northern
Ireland. The same is, of course, also true in Scotland, which
will have no such option to continuing, at least partial, par-
ticipation in the EU's single market.

A prime minister as nimble but more farsighted than John-
son might as well have gone the whole hog and offered
Scotland a similar deal. According to polls, Brexiteers ap-
pear quite willing to contemplate undermining the unity of
the UK as the price of Brexit for England and Wales.* And
such a grand bargain with Scottish Nationalists might have
equipped Johnson with a stable majority in the House of
Commons to get his deal and the necessary legislation to
implement it passed. As it is, Johnson appears to be mainly
at the mercy of Tory rebels from various factions within his
party, plus Labour members of parliament (MPs) in principle
in favor of leaving.

The UK House of Commons is scheduled to start debating
the new proposal on Saturday, October 19. As of today, it
remains unlikely that Johnson will have enough support to
get it passed. The votes on Saturday look set to be very

! https://www.telegraph.co.uk/news/2017/01/17/brexit-theresa-may-tells-eu-no-deal-better-bad-deal-britain/
2 https://www.politicshome.com/news/uk/foreign-affairs/brexit/news/103591/theresa-may-ditches-no-deal-better-bad-deal-she-hints

3 https://ec.europa.eu/commission/presscorner/detail/en/qanda_19_6122

¢ https://yougov.co.uk/topics/politics/articles-reports/2019/06/18/most-conservative-members-would-see-party-destroye
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close, even under the most optimistic sets of assumptions
of the sort of temporary coalition Boris Johnson might be
able to cobble together. And even if the Commons were to
endorse his deal, further stumbling blocks remain.

The way we see it, there are at least three sources of poten-
tial troubles. First, the very features that may make John-
son's new deal more appealing to some Tory Brexiteers —
fewer firm commitments on continuing to apply EU stand-
ards in areas such as workers' rights and environmental
protections — are likely to make it harder to win over Labour
supporters. We would be surprised if more than a dozen
Labour MPs were to side with Johnson on Saturday.

Second, any majority in the Commons will almost certainly
not be sufficiently stable to beat opposition amendments in
the coming days and weeks. Indeed, the self-styled "rebel
alliance" already won yet another procedural victory on
Thursday. It will probably now have the legislative means to
insist the UK request an extension beyond October 31,
whether or not the Johnson deal stumbles at the first Com-
mons hurdles.

And third, the convoluted mechanisms chosen for Northern
Ireland will create plenty of red tape for UK businesses. The
deal is the result of several last minute fudges on such com-
plex issues as customs duties and value-added-tax collec-
tion. At least on the UK side, we would be surprised if all the
practical implications have been fully thought through. It
therefore seems quite likely that parliamentary scrutiny in

GLOSSARY

Brexit
Brexit is a combination of the words "Britain" and "Exit" and
describes the exit of the United Kingdom of the European Union.

Conservative Party
The Conservative Party, also referred to as "Tories", is a center-
right political party in the United Kingdom.

European Commission (EU Commission)

The European Commission (EU Commission) is the executive body
of the European Union (EU) which represents the interests of the
EU.

European Union (EU)
The European Union (EU) is a political and economic union of 28
member states located primarily in Europe.

both the UK and by the European Parliament will uncover
plenty of technical problems in coming days and weeks.

Conversely, the deal looks better from the EU perspective
than the UK-wide backstop that Theresa May had so pains-
takingly negotiated, precisely to avoid a border down the
Irish Sea. Most importantly, it looks set to avoid giving away
anything on the future relationship (a key concern about the
backstop on the EU side). No wonder that the EU will try to
pressure the Commons to pass the new deal and get it
done within the coming two weeks. However, we are doubt-
ful the EU would actually refuse an extension to, say, allow
for a second, confirmatory referendum or snap elections.

Johnson looks set to present Saturday's vote as a choice
between his deal and a chaotic "No Deal." A more honest
way of describing his position might be to say that "a Bad
Deal is better than No Brexit." That might convince ardent
Brexiteers in his own party, now perhaps already wishing
they had taken a more pragmatic and conciliatory approach
earlier on. Make no mistake: the probability of a Brexit of
any sort has probably shrunk further. We are likely to revise
our DWS Brexit-scenario probabilities on Monday, depend-
ing on developments over the weekend. As a reminder, the
most recent ones are as follows: No Deal 20%; Hard-but-
orderly Brexit 25% (i.e. the Johnson deal getting ratified);
Soft Brexit 15%; No Brexit: 40%.

House of Commons
The House of Commons is the lower chamber of the United King-
dom's parliament.

Labour Party
The Labour Party is a center-left political party and one of the three
biggest parties in the United Kingdom.

Value-added tax (VAT)

A value-added tax (VAT) is a consumption tax that is collected
based on the incremental value added in each stage of production
(as opposed to a sales tax where only the final consumer is taxed).
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IMPORTANT INFORMATION: EMEA

The following document is intended as marketing communication.

DWS is the brand name under which DWS Group GmbH & Co. KGaA and its subsidiaries operate their business activities. Clients will be
provided DWS products or services by one or more legal entities that will be identified to clients pursuant to the contracts, agreements, of-
fering materials or other documentation relevant to such products or services.

The information contained in this document does not constitute investment advice.
All statements of opinion reflect the current assessment of DWS Investment GmbH and are subject to change without notice.

Forecasts are not a reliable indicator of future performance. Forecasts are based on assumptions, estimates, opinions and hypothetical
performance analysis, therefore actual results may vary, perhaps materially, from the results contained here.

Past performance, [actual or simulated], is not a reliable indication of future performance.

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This market-
ing communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading
prior to the publication of financial analyses.

This document and the information contained herein may only be distributed and published in jurisdictions in which such distribution and
publication is permissible in accordance with applicable law in those jurisdictions. Direct or indirect distribution of this document is prohibited
in the USA as well as to or for the account of US persons and persons residing in the USA.

DWS Investment GmbH 2019

IMPORTANT INFORMATION: UK

Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Au-
thority (Registration number 429806).

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS
brand are specified in the respective contracts, sales materials and other product information documents. DWS, through DWS Group GmbH
& Co. KGaA, its affiliated companies and its officers and employees (collectively “DWS”) are communicating this document in good faith and
on the following basis.

This document is a financial promotion and is for general information purposes only and consequently may not be complete or accurate for
your specific purposes. It is not intended to be an offer or solicitation, advice or recommendation, or the basis for any contract to purchase
or sell any security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information
contained herein. It has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor.

This document does not identify all the risks (direct and indirect) or other considerations which might be material to you when entering into a
transaction. Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser,
whether the investments and strategies described or provided by DWS, are suitability and appropriate, in light of their particular investment
needs, objectives and financial circumstances. We assume no responsibility to advise the recipients of this document with regard to chang-
es in our views.

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy,
completeness or fairness of such information and it should not be relied on as such. DWS has no obligation to update, modify or amend this
document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set
forth herein, changes or subsequently becomes inaccurate.

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding
the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS.
The relevant tax laws or regulations of the tax authorities may change at any time. DWS is not responsible for and has no obligation with
respect to any tax implications on the investment suggested.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates,
projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author's
judgment as of the date of this document. Forward looking statements involve significant elements of subjective judgments and analyses
and changes thereto and/ or consideration of different or additional factors could have a material impact on the results indicated. Therefore,
actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the
reasonableness or completeness of such forward looking statements or to any other financial information contained in this document.

PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.
© DWS 2019

IMPORTANT INFORMATION — APAC

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS
brand are specified in the respective contracts, sales materials and other product information documents. DWS Group GmbH & Co. KGaA,
its affiliated companies and its officers and employees (collectively “DWS Group”) are communicating this document in good faith and on the
following basis.

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor.
Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the
investments and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives
and financial circumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, rec-
ommendation or solicitation to conclude a transaction and should not be treated as giving investment advice.

DWS Group does not give tax or legal advice. Investors should seek advice from their own tax experts and lawyers, in considering invest-
ments and strategies suggested by DWS Group. Investments with DWS Group are not guaranteed, unless specified.
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Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income
and principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any
point in time. Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of time. The terms of
any investment will be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents.
When making an investment decision, you should rely on the final documentation relating to the transaction and not the summary contained
herein. Past performance is no guarantee of current or future performance. Nothing contained herein shall constitute any representation or
warranty as to future performance.

Although the information herein has been obtained from sources believed to be reliable, DIWS Group does not guarantee its accuracy, com-
pleteness or fairness. No liability for any error or omission is accepted by DWS Group. Opinions and estimates may be changed without
notice and involve a number of assumptions which may not prove valid. All third party data (such as MSCI, S&P, Dow Jones, FTSE, Bank of
America Merrill Lynch, Factset & Bloomberg) are copyrighted by and proprietary to the provider. DWS Group or persons associated with it
may (i) maintain a long or short position in securities referred to herein, or in related futures or options, and (ii) purchase or sell, make a
market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation.

The document was not produced, reviewed or edited by any research department within DWS Group and is not investment research. There-
fore, laws and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions
expressed by other DWS Group departments including research departments. This document may contain forward looking statements.
Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, models and hypothetical perfor-
mance analysis. The forward looking statements expressed constitute the author’s judgment as of the date of this material. Forward looking
statements involve significant elements of subjective judgments and analyses and changes thereto and/or consideration of different or addi-
tional factors could have a material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the results
contained herein. No representation or warranty is made by DWS Group as to the reasonableness or completeness of such forward looking
statements or to any other financial information contained herein.

This document may not be reproduced or circulated without DWS Group’s written authority. The manner of circulation and distribution of this
document may be restricted by law or regulation in certain countries, including the United States.

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be con-
trary to law or regulation or which would subject DWS Group to any registration or licensing requirement within such jurisdiction not currently
met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe,
such restrictions.

Unless notified to the contrary in a particular case, investment instruments are not insured by the Federal Deposit Insurance Corporation
("FDIC*) or any other governmental entity, and are not guaranteed by or obligations of DWS Group.

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by
the Securities and Futures Commission.
© 2019 DWS Investments Hong Kong Limited

In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been reviewed by
the Monetary Authority of Singapore.
© 2019 DWS Investments Singapore Limited

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640) and the content of this
document has not been reviewed by the Australian Securities Investment Commission.
© 2019 DWS Investments Australia Limited

Publisher: DWS Investment GmbH, Mainzer Landstrale 11-17, 60329 Frankfurt am Main, Germany
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