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Postcard from London

Is Britain the new Italy? Debt and

political instability are on the rise

| vividly remember the years | spent living and working in London
in the 2000s. The British rather enjoyed looking down on us “Eu-
ropeans.” The UK economy was growing faster, and Britain
could boast sound public finances and stable politics. This rather
charming superiority complex helped prepare the ground for the
Brexit vote. That voters, in the fevered atmosphere of 2016, were
not really answering the question put to them but simply wanted
to give the government a kick in the shins is merely a tragic side
note. On the day after the referendum, “What is the EU?” was
one of the most frequently googled questions in Britain. Small
wonder that the mood has since turned and that a majority of
Britons now regard leaving as a mistake (fig. 1). Economically,
too, the maneuver went badly wrong, just as most economists
had expected. Britain’s economy is now estimated to be 6% io
8% smaller than it would have been without Brexit.

The party system is fraying

It is therefore all the more surprising that Nigel Farage, the ring-
leader of the Brexiteers, has been leading the polls for more than
a year with his Reform UK party, formerly the UK Independence
Party. The two traditional parties of government, the Conserva-
tives and Labour, are languishing at around 18% each. On the
left, the Green Party is gaining ground; compared with Ger-
many’s Greens, the UK’s green oultfit is markedly more radical.
To Farage’s right — yes, that is possible — the Restore Britain
party is taking shape, campaigning for the return of the death
penalty and the mass deportation of foreigners.

Britain had long been regarded as a haven of political stability, a
place where reforms could be implemented with relative ease.
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Now Britain’s voters, too, seem gripped by a desire for some
vague kind of change, almost regardless of where it leads.

That is producing an ever-faster churn in government. Since the
referendum, Britain has had six prime ministers. A seventh will
follow shortly: on Monday Prime Minister Keir Starmer bowed to
mounting pressure and resigned. Bizarrely, it was Donald Trump
via a TruthSocial post who announced Starmer stepping down
(not without declaring him a loser), a day before Sir Keir made
his announcement. This merry-go-round of prime ministers is be-
ginning to look rather Italian — though that is unfair to Italy, where
politics is currently unusually stable.

Andy Burnham at the gates

At the last general election, the Labour Party won an overwhelm-
ing majority of 174 seats. Even so, after dramatic losses in local
elections in May, it is now busy tearing itself apart. Starmer’s poll
ratings had recently been very poor, though still better than those
of German Chancellor Friedrich Merz. His decision to appoint
Peter Mandelson, a confidant of Jeffrey Epstein, as ambassador
to Washington triggered a major scandal. This fits a trend that
has been under way for more than five years: whoever governs,
the public rejects both the government and its leader. Many La-
bour MPs began to fear for their political careers and pressed
Starmer to step aside.

Now Andy Burnham enters the stage from the left. Until now, the
“King of the North” had been mayor of Manchester and last week
won a deliberately engineered by-election for a seat in the House
of Commons. His ambition is no secret: he wants to be prime
minister himself. And his chances of moving into 10 Downing
Street soon look excellent.

Will markets welcome the likely change at the top and the end of
the political limbo? That remains to be seen. Burnham is seen
as more left-wing and has called for an end to “40 years of ne-
oliberalism” in Britain. Public finances have gone off the rails and
increasingly resemble Italy’s (see fig. 2). It is doubtful that Burn-
ham will prove any better than the centrist Starmer at bringing
them under control. After Burnham’s by-election victory was an-
nounced, yields on 10-year government bonds promptly jumped
by ten basis points.

This is not yet a Liz Truss moment — the sort of market revolt that
forced the luckless Conservative prime minister to resign in Oc-
tober 2022 after just 49 days. After she unveiled her plan for
sweeping debt-funded tax cuts, yields on 30-year UK govern-
ment bonds rose from 3.5% to more than 5%. But a parliamen-
tary majority is only a necessary condition for a free hand in eco-
nomic policy, not a sufficient one. As the legendary U.S. political
adviser James Carville put it: “I used to think that if there was
reincarnation, | wanted to come back as the president or the
pope or as a .400 baseball hitter. But now | would like to come
back as the bond market. You can intimidate everybody.”
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Disclaimer:

This publication is addressed exclusively at recipients in the EU, Switzerland, Liechtenstein and the
United Kingdom.

This report is not being distributed by LBBW to any person in the United States and LBBW does not
intend to solicit any person in the United States.

LBBW is under the supervision of the European Central Bank (ECB), Sonnemannstralte 22, 60314
Frankfurt/Main (Germany) and the German Federal Financial Supervisory Authority (BaFin), Graurhein-
dorfer Str. 108, 53117 Bonn (Germany) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany).

This publication is based on generally available sources which we are not able to verify but which we
believe to be reliable. Nevertheless, we assume no liability for the accuracy and completeness of this
publication. It conveys our non-binding opinion of the market and the products at the time of the editorial
deadline, irrespective of any own holdings in these products. This publication does not replace individual
advice. It serves only for informational purposes and should not be seen as an offer or request for a
purchase or sale. For additional, more timely in-formation on concrete investment options and for indi-
vidual investment advice, please contact your investment advisor.

We retain the right to change the opinions expressed herein at any time and without prior notice. More-
over, we retain the right not to update this information or to stop such updates entirely without prior
notice.

Past performance, simulations and forecasts shown or described in this publication do not constitute a
reliable indicator of future performance.

The acceptance of provided research services by a securities services company can qualify as a benefit
in supervisory law terms. In these cases LBBW assumes that the benefit is intended to improve the
quality of the relevant service for the customer of the benefit recipient.

Additional Disclaimer for recipients in the United Kingdom:

Authorised and regulated by the European Central Bank (ECB), Sonnemannstralle 22, 60314 Frank-
furt/Main (Germany) and the German Federal Financial Supervisory Authority (BaFin), Graurheindorfer
Str. 108, 53117 Bonn (Germany) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany). Authorised
by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and
limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by
the Prudential Regulation Authority are available from us on request.

This publication is distributed by LBBW to professional clients and eligible counterparties only and not
retail clients. For these purposes, a retail client means a person who is one (or more) of (i) a client as
defined in point (7) of Article 2(1) of the UK version of Regulation (EU) 600/2014 which is part of UK law
(UK MIFIR) by virtue of the European Union (Withdrawal) Act 2018 (EUWA) who is not a professional
client (as defined in point (8) of Article 2(1) of UK MIFIR); or (ii) a customer within the meaning of the
provisions of the Financial Services and Markets Act 2000 (as amended, the FSMA) and any rules or
regulations made under the FSMA (which were relied on immediately before the 31 December 2020 (IP
completion day)) to implement Directive (EU) 2016/97 on insurance distribution, where that customer
would not qualify as a professional client, as defined in point (8) of Article 2(1) of UK MiFIR; or (iii) not a
qualified investor as defined in the UK version of Regulation (EU) 2017/1129 on the prospectus to be
published when securities are offered to the public or admitted to trading on a regulated market, which
is part of UK law by virtue of the EUWA (the UK Prospectus Regulation).

This publication has been prepared by LBBW for information purposes only. It reflects LBBW's views
and it does not offer an objective or independent outlook on the matters discussed. The publication and
the views expressed herein do not constitute a personal recommendation or investment advice and
should not be relied on to make an investment decision. The appropriateness of a particular investment
or strategy will depend on an investor’s individual. You should make your own independent evaluation
of the relevance and adequacy of the information contained in this publication and make such other
investigations as you deem necessary, including obtaining independent financial advice, before partici-
pating in any transaction in respect of the financial instruments referred to this publication herein.

Under no circumstance is the information contained within such publication to be used or considered as
an offer to sell or a solicitation of an offer to buy any particular investment or security. Neither LBBW nor
any of its subsidiary undertakings or affiliates, directors, officers, employees, advisers or agents accepts
any responsibility or liability whatsoever for/or makes any representation or warranty, express or implied,
as to the truth, fullness, accuracy or completeness of the information in this publication (or whether any
information has been omitted from the publication) or any other information relating to the, whether
written, oral or in a visual or electronic form, and howsoever transmitted or made available or for any
loss howsoever arising from any use of this publication or its contents or otherwise arising in connection
therewith.

The information, statements and opinions contained in this publication do not constitute or form part of
a public offer. LBBW assumes no responsibility for any fact, recommendation, opinion or advice con-
tained in any such publication and expressly disclaims any responsibility for any decisions or for the
suitability of any security or transaction based on it. Any decisions that a professional client or eligible
counterparty may make to buy, sell or hold a security based on such publication will be entirely their
own and not in any way deemed to be endorsed or influenced by or attributed to LBBW.

LBBW does not provide investment, tax or legal advice. Prior to entering into any proposed transaction
on the basis of the information contained in this publication, recipients should determine, in consultation
with their own investment, legal, tax, regulatory and accounting advisors, the economic risks and merits,
as well as the legal, tax, regulatory and accounting characteristics and consequences, of the transac-
tion.
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