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As the UK General Election approaches we look at the impact the result could have 

on the economic recovery and UK markets. 

General elections, by their very nature, bring uncertainty to markets and, with polls unable to split the 

major parties, it is likely that no one party will win an overall majority on May 7, making another 

coalition the likeliest outcome.

If this occurs then the peripheral parties, many of which have a focused agenda, will hold the balance of power in the UK, with the Scottish 

National Party vying for a place alongside UKIP and the Liberal Democrats. 

Until the result of the election becomes clearer, equity markets are likely to be more volatile, as market sectors and industries examine the 

impact of various policy announcements. Any crackdowns on sectors such as banking and energy are also unlikely to go unnoticed and 

there are other headwinds which will likely give the market jitters. For example, if the Conservatives were elected they are committed to 

holding an ‘in/out’ referendum on EU membership by 2017 which Labour and the Liberal Democrats have opposed. How Britain’s exit from 

the EU would affect the UK economy is largely unknown but a possible impact would be the reduction of trade with the European Union. 

Not only would this negatively impact employment in the UK but it would also create considerable uncertainty in equity markets and impact 

the pound. 

However, any increase in market volatility caused by the election is likely to be short lived as, unless the polls are wrong, the result will be a 

coalition government where the major parties will have to compromise on many policy commitments. For example, if the Conservatives 

remain in power with the aid of the Liberal Democrats, a referendum on Europe might very well never happen as the Liberal Democrats are 

extremely pro-European and against such a referendum. 

In fact, the greatest impact on the UK economy is unlikely to be politically or domestically driven.  Rather, external factors are likely to have 

greater influence driven largely by the recovery of Europe (or lack of). Europe is the UK’s biggest trading partner and policymakers at the 

Bank of England and within government have repeatedly warned that fragility of recovery in the Eurozone is one of the biggest threats to 

the UK recovery. Mario Draghi, the President of the European Central Bank, lifted the single currency bloc out of the worst phase of the 

crisis in the summer of 2012 simply by saying that he would do “whatever it takes” to save the euro and the commitment to a full QE plan 

has seen European stock markets rally this year. 

The main issue has been that the European recovery has, as yet, failed to materialise and, with Greece and Spain stuck in a rut, the threat of 

deflation continues. In addition the new Greek government is trying to renegotiate the terms of its bailout and, with the EU playing hardball, 

the outcome is hard to predict. However there are signs that the Eurozone is exhibiting early signs of a recovery and if it proves to be 

sustainable then this will be a huge boost for the UK economy and equity markets. Should the recovery instead stall, growth in the UK is 

likely to be much more muted. 

In summary, the General Election is likely to make the equity markets nervous, as investors do not like uncertainty. However this increased 

volatility is likely to be short lived.  The real driver of UK equity markets is the global economy and Europe in particular, being the UK’s 

largest trading partner, and whether Europe’s fragile economy genuinely recovers will have the greatest bearing on the UK. 
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