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A difficult autumn for the United Kingdom with no deal Brexit in sight

Disappointing GDP growth. Greater economic risks in Q4. The BoE is considering applying negative
rates. Long rates are close to zero. Negative prospects for the pound and equities.

Key Points

- A no deal Brexit is on the horizon, the worst-case
scenario is becoming increasingly likely

- 1 trillion euros” worth of trade will be subject to
new duties

- Disappointing growth in the 3™ quarter

- 4" quarter GDP looks to be shakier than it seems
- Confidence is yet to return

- Leading indicators are misleadingly optimistic

- The BoE is preparing to cut its key rates

- Long rates remain close to zero

- Negative prospects for sterling

- British equities are paying the price of chaotic
politics

A no deal Brexit is on the horizon, with the
worst-case scenario becoming increasingly likely

The next few weeks will be crucial in hoping for the
United Kingdom and the European Union to reach a
last-minute deal. Although Prime Minister Boris
Johnson set himself a 15" October deadline to
complete negotiations with the EU, the European
Council has still left the door open to discussions
continuing for a few extra weeks until mid-November.

The United Kingdom left the EU on 31 January 2020,
with EU rules applying until 31°t December 2020.

The aim of this transition period was to enable both
parties to negotiate the terms of a trade agreement
which would set out the rules for their future relations.
A few weeks shy of the deadline, the EU is clearly
exasperated by the UK’s strategy, although despite
everything, they very likely want to achieve a positive
outcome to the current clash.

On 1%t October, the EU initiated legal proceedings
against the United Kingdom, after Westminster cast
doubt on the EU-UK Withdrawal Agreement.
They consider that the British Internal Market Bill
passed by Members of Parliament knowingly violated
the terms of the Brexit agreements in force, and in
doing so violated international law.

The leaders of the 27 member states of the EU will
certainly want to take a firm line and should soon
announce that the progress made in discussions with
the United Kingdom is insufficient to reach a deal.
As such, we could soon be facing no deal at a time
when the economic situation is already very tricky.
Without an agreement, customs duties will be brought
back and will apply to all trade between the two parties,
valued at 1 trillion euros a year.
The EU will wait and see how the British position
develops on the three key issues: governance issues,
guarantees of fair rules on competition, and fisheries
rights.

Disappointing growth in the 3™ quarter
The United Kingdom posted the worst economic

contraction in its history in the 2" quarter, with a -20%
drop in GDP.
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