
4 January 2021 

 

 

 

 

 

 

 

 

 

 

 

Daniel Richards 

danielricha@emiratesnbd.com 

www.emiratesnbdresearch.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

Brexit: It’s not over 
 

 

 Negotiations over a trade deal between the UK and the EU went down to the wire, 

with the agreement inked at almost the last moment possible before the end of 

the Brexit transition period. 

 Failure to clinch a deal would have seen the trading relationship between the two 

revert to WTO rules. Give the importance of this trade to both economies, and 

especially the UK, the new deal removes a significant threat to growth in 2021. 

 While the prospect of a deal was broadly priced in, there has been some bullish 

momentum in British asset classes, with sterling and the FTSE 100 both ticking 

upwards. 

 There remain significant questions regarding the future relationship between the 

UK and the EU, not least in terms of services. The agreement largely covers trade 

in goods, while that for services is to be settled over the coming months. Given 

their importance to the UK economy this leaves major uncertainties ahead, not 

least for the economically important financial services sector which employs over 

a million people and accounts for some 7% of national output.  

 The impact of the departure from the EU will be hard to quantify given the 

economic disruption caused by the pandemic crisis, with which the UK is 

struggling currently. Nevertheless, it seems self-apparent that even if the 

disruption is not to the same magnitude as would have resulted from a no-deal 

crash out, it will still weigh on growth over the coming years, especially if the 

outlook for services exports does not become clearer soon. 

 Aside from finalising the relationship with the EU, the UK government will look to 

sign new trade deals around the world. The US under President Elect Joe Biden 

will be less enthusiastic however, and a new UK-US deal feasibly might not 

materialise until after 2021. 

 Given these Brexit-related factors, and the renewed lockdowns related to the 

Covid-19 pandemic, we are under consensus on UK GDP growth at 4.5%. The 

Bank Rate will likely remain at 0.1%, with the argument for negative rates now 

weaker with the signing of the deal, however flawed. We see modest further 

upside for sterling, but believe most of the gains have already been realised.  

GBPUSD at multi-year highs 

 
Source: Bloomberg, Emirates NBD Research  
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Last minute deal means no tariffs or quotas on goods trade… 
 

Over four years and three prime ministers since the 2016 Brexit referendum which saw the UK 

vote to leave the EU, the two sides finally implemented a trade deal at the last possible moment. 

The UK had already left the political bloc in early 2020, but the so-called transition period, which 

maintained economic relations on their previous footing, was due to come to an end with the 

close of the year. With little will on either side to extend this, failure to ratify an agreement by 

the stroke of midnight on New Year’s Eve would have seen the relationship revert to WTO 

trading rules. As it was, the deal agreed by both sides just days before the deadline sailed 

through the Westminster parliament with the opposition Labour Party’s support, and was given 

the royal assent in the early hours of January 31. It will not be ratified by the EU until later this 

month, but this is just a remaining formality as the treaty has received written approval from 

the ambassadors of the 27. 

 

Following years of tortuous negotiations and brinksmanship – especially elevated over the past 

several months – the signing of the deal removes some of the largest questions regarding the 

UK’s future trading relationship with the EU. While UK politicians were keen to talk up the 

supposed benefits of a no-deal break, there is little doubt that at the very least there would 

have been a significant short-term economic hit given the frictions to trade that would result 

from newly imposed tariffs and quotas. Even with the deal the new relationship will not be all 

plain sailing, given new regulatory checks which will add red tape to highly integrated just-in-

time supply chains. And while the outlook for trade in goods is on a somewhat surer footing, 

that for services – which accounts for around 80% of the UK economy and 50% of exports – 

remains uncertain.  

 

…but access to EU markets for services remains unresolved  
 

The Brexit project has always been as much about politics as economics, and this has been 

starkly illustrated by the importance that the fishing sector, a fraction of the UK economy, took 

on in negotiations over the past several months. The issue over quotas for EU fishermen in UK 

waters nearly derailed the talks, and was one of the final sticking points in discussions along 

with the issue over the future ‘level playing field’, on the face of it a far more economically 

meaningful aspect. In the deal itself, ‘fishing’ is mentioned 87 times, while ‘financial services’, 

which employs over a million people and accounted for 6.9% of national output in 2018, 

garnered 90 mentions, just three more than fishing.  

 

Even ebullient Prime Minister Boris Johnson has conceded that the deal ‘perhaps does not go 

as far as we would like’ on financial services, and major banks listed in London saw their shares 

drop following the publication of the text of the deal. The failure so far to agree a financial 

services deal with the EU as a whole will necessitate negotiating a patchwork of member state 

regulations until a deal can be struck. The Brexit trade deal provisions for a three-month 

negotiation with the hope for obtaining regulatory equivalence within that time, but banks have 

already implemented plans to relocate parts of their business in the expectation that this will 

be drawn out. It is hard to ascertain exactly what the government wants for the financial 

services industry, and just how many EU rules it is prepared to accept in order to retain its 

access, but the long-term prosperity of one of the UK’s most important industries hangs in the 

balance. 

 

Growth will be weaker 

 

Leaving political considerations and desires for greater autonomy aside, it is hard to build the 

case that the deal is an economic improvement on membership of the EU, and even some of 

the staunchest supporters of Brexit have conceded that any economic benefits might not 

materialise for 50 years. However, much as the economic impact of the Great War is hard to 

disentangle from that of the Spanish Flu pandemic which took hold in the closing stages of that 

conflict, so the short-term impact of the new trading arrangement will be somewhat lost 

amongst the Covid-19 fallout. 
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Real GDP growth (% y/y) will take time to recover 

 
Source: Bloomberg, Emirates NBD Research  

 

The UK has already suffered its biggest economic contraction in hundreds of years in 2020, 

and with restrictions on movement and activity ramped up once more from the start of 2021, 

the outlook for the first quarter at least remains especially weak. The consensus projection for 

real GDP growth of 5.4% next year following an estimated -11.3% contraction in 2020 seems 

bullish to us in light of the latest lockdowns and rapid ramp-up in new cases, and we believe 

that growth of around 4.5% seems a more likely scenario, leaving the economy still 

considerably smaller than it was prior to the pandemic.  

 

Hospitality venues across most of the UK are now closed once again in another blow for the 

services sector, and while the extension of the government’s furlough scheme into 2021 will 

help prevent job losses, household spending will nevertheless remain severely curtailed. The 

elevated saving rate that has come as a result of the lockdowns provides scope for a solid 

bounce back once the virus is contained, but even as vaccines start to be administered this 

remains some months away. 

Google mobility data shows retail and recreation footfall down 

 
Source: Google  
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Meanwhile, in a foretaste of what the new trading regulations with the EU could mean, the new 

strain of the virus which seemed to originate in the UK has already complicated relationships 

with other states as transport links were closed in the run-up to Christmas, leaving hauliers 

stranded by the side of the road for several days. Trade will also likely slow over the start of 

2021 given the level of stockpiling firms engaged in in the run-up to the transition period’s end. 

Eager to build up inventories prior to the New Year uncertainty, stockpiling by UK firms drove 

the manufacturing PMI to a three-year high of 55.6 in November. This will likely have remained 

high in December, but will slow markedly once again from January on. 

 

The UK won some concessions on the ‘level playing field’ allowing it greater flexibility to change 

its subsidy regime as well as tweak other regulations.  However, the UK cannot stray too much 

from ‘shared principles’ on subsidies agreed with the EU, nor from the minimum standards on 

environmental, social and labour regulations.  Either side can initiate a review of what has been 

agreed, if they feel trade is being distorted by subsidies or regulatory changes.  This will limit 

what the UK can do in these policy areas to attract investment or boost growth.         

 

New trade deals 

 

Now that the transition period is over and the future relationship with the EU broadly settled, 

the UK can forge ahead with brokering new trade deals with other nations around the world. 

Turkey was the first such deal agreed in the wake of the agreement with the EU, signed on 

December 29, and this followed previous significant agreements with Switzerland (eighth 

largest trade partner), Norway (11th) Canada (12th), Japan (14th) and some 60 other states 

around the world.  

UK trade, USDbn, 2019 

 
Source: Bloomberg, Emirates NBD Research. * = EU member state 

 

Aside from defining the final points of agreement with the EU, the focus for the British 

government will now likely turn towards securing a free trade deal with the US, the UK’s largest 

individual nation trade partner (Germany comes a close second, while the EU as a whole 

accounts for around half of the UK’s trade). However, the prospect of the ‘mini deal’ that was 

being touted by present US trade representative Robert Lightizer in mid-December has 

seemingly not advanced, and the likelihood is that the incoming Democratic Joe Biden 

administration will see a trade deal with the UK as far down the pecking order in terms of its 

priorities. With pressing demands on the home front, a greater level of support for the European 

project than his predecessor, and emotional and ancestral ties to Ireland which have to now 

informed his views on Brexit, President elect Biden will be in no rush to clinch a deal with the 

UK, and this could feasibly not materialise until past 2021. 
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GBP has only modest further upside 

 

The prospect of a deal being agreed had seemingly already been baked into sterling, but the 

currency has nevertheless strengthened since it was finally struck, hitting levels not seen since 

February 2018. It is currently trading at 1.3672, and with a general trend of dollar weakness 

expected to persist through the year, and the threat of a no-deal Brexit now removed, the 

likelihood is that it will appreciate further still against the greenback. However, the gains from 

here will be more muted as while the most immediate threat to UK growth has been largely 

neutered the country continues to struggle with the pandemic, and the uncertainty over aspects 

of the services sector will further weigh on the outlook. We forecast a year-end level of 1.4000, 

implying only a fairly modest appreciation from hereon in, and softer than the more bullish 

projections of as much as 1.4500-1.5000 being seen. That being said, a rapid and 

comprehensive resolution of the trading relationship for services offers some upside risk to our 

outlook. 

 

FTSE remains the global laggard 

 

The FTSE 100 has been one of the major laggards amongst global equity indices since the 

Brexit referendum, and this has been exacerbated in 2020 as the heavy preponderance of 

defensive stocks and slim exposure to the tech stocks which have been the prime beneficiaries 

of lockdown life has slowed its recovery from the March sell-off. While the benchmark index 

will continue to be more heavily affected by the global recovery from the pandemic crisis given 

the large number of multinationals, energy and mining firms within it, the smaller cap, more 

UK-exposed FTSE 250 has recorded strong gains over the past two months as the risk of a 

no-deal Brexit dissipated.  

 

Both indices remain off their start-2020 levels, and in dollar terms their performance over the 

past five years has been especially poor when compared to the US and pan-European 

benchmarks (see chart). While valuations remain cheap, investors may wait on the side-lines 

for now given ongoing uncertainty regarding the new relationship with the EU and the renewed 

pandemic lockdown. 

UK equities the global laggards 

 
Source: Bloomberg, Emirates NBD Research  
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Interest rates  

 

While the case for negative interest rates in the UK has gone back and forth in statements 

made by policymakers this year, the 11th hour deal with the EU makes them far less likely than 

they might have been otherwise, and we would now expect the Bank Rate to remain on hold 

at its present 0.1% through 2021. Bank of England Governor Andrew Bailey has been fairly 

resistant to the pro-negative rates argument, and with the big-impact threat of a no-deal Brexit 

removed we believe that arguments against by the banking sector will win the day. This is 

especially the case given the mixed successes in boosting growth and inflation recorded by 

the Japanese and European experiments into sub-zero territory.  

 

With the new deal, the rollout of vaccines now started, and hopes for some return to normality 

by year-end at least, the case for further cuts has weakened and instead the bank will rely on 

continued quantitative easing as its primary policy tool over the course of 2021. 

BoE Bank Rate, %  

 
Source: Bloomberg, Emirates NBD Research  

 

 

 

Key Economic Forecasts 

 

 

UK 2016 2017 2018 2019 2020e 2021f 2022f 

Real GDP % 1.7 1.8 1.2 1.5 -11.3 4.5 4.8 

Current A/C% GDP -5.4 -3.8 -3.7 -3.1 -2.6 -3.6 -3.3 

Budget Balance % GDP -3.2 -2.4 -2.1 -2.1 -16.7 -8.7 -6.3 

CPI % 0.7 2.7 2.5 1.8 0.9 1.5 
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0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

Jan-16 Jan-17 Jan-18 Jan-19 Jan-20



 
 
 
 
 

Page 7 
 

Disclaimer 

PLEASE READ THE FOLLOWING TERMS AND CONDITIONS OF ACCESS FOR THE PUBLICATION BEFORE THE USE THEREOF. By continuing to access and use the 

publication, you signify you accept these terms and conditions. Emirates NBD reserves the right to amend, remove, or add to the publication and Disclaimer at any time. Such 

modifications shall be effective immediately. Accordingly, please continue to review this Disclaimer whenever accessing, or using the publication. Your access of, and use of the 

publication, after modifications to the Disclaimer will constitute your acceptance of the terms and conditions of use of the publication, as modified. If, at any time, you do not wish to 

accept the content of this Disclaimer, you may not access, or use the publication. Any terms and conditions proposed by you which are in addition to or which conflict with this 

Disclaimer are expressly rejected by Emirates NBD and shall be of no force or effect. Information contained herein is believed by Emirates NBD to be accurate and true but Emirates 

NBD expresses no representation or warranty of such accuracy and accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result 

of the information contained in the publication. The publication is provided for informational uses only and is not intended for trading purposes. Charts, graphs and related 

data/information provided herein are intended to serve for illustrative purposes. The data/information contained in the publication is not designed to initiate or conclude any 

transaction. In addition, the data/information contained in the publication is prepared as of a particular date and time and will not reflect subsequent changes in the market or changes 

in any other factors relevant to their determination. The publication may include data/information taken from stock exchanges and other sources from around the world and Emirates 

NBD does not guarantee the sequence, accuracy, completeness, or timeliness of information contained in the publication provided thereto by or obtained from unaffiliated third 

parties. Moreover, the provision of certain data/information in the publication may be subject to the terms and conditions of other agreements to which Emirates NBD is a party.  

 

None of the content in the publication constitutes a solicitation, offer or recommendation by Emirates NBD to buy or sell any security, or represents the provision by Emirates NBD 

of investment advice or services regarding the profitability or suitability of any security or investment. Moreover, the content of the publication should not be considered legal, tax, 

accounting advice. The publication is not intended for use by, or distribution to, any person or entity in any jurisdiction or country where such use or distribution would be contrary 

to law or regulation. Accordingly, anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers, employees, representatives, 

successors, assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in any way, to you or any other person for any: (a) inaccuracies or errors in or omissions from 

the publication including, but not limited to, quotes and financial data; (b) loss or damage arising from the use of the publication, including, but not limited to any investment decision 

occasioned thereby. (c) UNDER NO CIRCUMSTANCES, INCLUDING BUT NOT LIMITED TO NEGLIGENCE, SHALL EMIRATES NBD, ITS SUPPLIERS, AGENTS, DIRECTORS, 

OFFICERS, EMPLOYEES, REPRESENTATIVES, SUCCESSORS, ASSIGNS, AFFILIATES OR SUBSIDIARIES BE LIABLE TO YOU FOR DIRECT, INDIRECT, INCIDENTAL, 

CONSEQUENTIAL, SPECIAL, PUNITIVE, OR EXEMPLARY DAMAGES EVEN IF EMIRATES NBD HAS BEEN ADVISED SPECIFICALLY OF THE POSSIBILITY OF SUCH 

DAMAGES, ARISING FROM THE USE OF THE PUBLICATION, INCLUDING BUT NOT LIMITED TO, LOSS OF REVENUE, OPPORTUNITY, OR ANTICIPATED PROFITS OR 

LOST BUSINESS. The information contained in the publication does not purport to contain all matters relevant to any particular investment or financial instrument and all statements 

as to future matters are not guaranteed to be accurate. Anyone proposing to rely on or use the information contained in the publication should independently verify and check the 

accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice from appropriate professionals or experts regarding 

information contained in the publication. Further, references to any financial instrument or investment product is not intended to imply that an actual trading market exists for such 

instrument or product. In publishing this document Emirates NBD is not acting in the capacity of a fiduciary or financial advisor.  

 

Emirates NBD and its group entities (together and separately, "Emirates NBD") does and may at any time solicit or provide commercial banking, investment banking, credit, advisory 

or other services to the companies covered in its reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at times give rise to a 

conflict of interest that could affect the objectivity of this report. The securities covered by this report may not be suitable for all types of investors. The report does not take into 

account the investment objectives, financial situations and specific needs of recipients.  

 

Data included in the publication may rely on models that do not reflect or take into account all potentially significant factors such as market risk, liquidity risk and credit risk. Emirates 

NBD may use different models, make valuation adjustments, or use different methodologies when determining prices at which Emirates NBD is willing to trade financial instruments 

and/or when valuing its own inventory positions for its books and records. In receiving the publication, you acknowledge and agree that there are risks associated with investment 

activities. Moreover, you acknowledge in receiving the publication that the responsibility to obtain and carefully read and understand the content of documents relating to any 

investment activity described in the publication and to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is 

suitable, lies exclusively with you. You acknowledge and agree that past investment performance is not indicative of the future performance results of any investment and that the 

information contained herein is not to be used as an indication for the future performance of any investment activity. You acknowledge that the publication has been developed, 

compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including certain other information sources) through the application of methods and standards of 

judgment developed and applied through the expenditure of substantial time, effort, and money and constitutes valuable intellectual property of Emirates NBD and such others. All 

present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary rights of any type under the laws of any 

governmental authority, domestic or foreign, shall, as between you and Emirates NBD, at all times be and remain the sole and exclusive property of Emirates NBD and/or other 

lawful parties. Except as specifically permitted in writing, you acknowledge and agree that you may not copy or make any use of the content of the publication or any portion thereof. 

Except as specifically permitted in writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual participant in, or contributor 

to, the content of the publication, or any variations or derivatives thereof, for any purpose.  

 

YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL USE AND BENEFIT, AND NOT FOR RESALE OR OTHER TRANSFER OR 

DISPOSITION TO, OR USE BY OR FOR THE BENEFIT OF, ANY OTHER PERSON OR ENTITY. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF ANY 

DATA/INFORMATION CONTAINED IN THE PUBLICATION IN ANY MANNER THAT COULD COMPETE WITH THE BUSINESS INTERESTS OF EMIRATES NBD. YOU MAY 

NOT COPY, REPRODUCE, PUBLISH, DISPLAY, MODIFY, OR CREATE DERIVATIVE WORKS FROM ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION. YOU 

MAY NOT OFFER ANY PART OF THE PUBLICATION FOR SALE OR DISTRIBUTE IT OVER ANY MEDIUM WITHOUT THE PRIOR WRITTEN CONSENT OF EMIRATES NBD. 

THE DATA/INFORMATION CONTAINED IN THE PUBLICATION MAY NOT BE USED TO CONSTRUCT A DATABASE OF ANY KIND. YOU MAY NOT USE THE 

DATA/INFORMATION IN THE PUBLICATION IN ANY WAY TO IMPROVE THE QUALITY OF ANY DATA SOLD OR CONTRIBUTED TO BY YOU TO ANY THIRD PARTY. 

FURTHERMORE, YOU MAY NOT USE ANY OF THE TRADEMARKS, TRADE NAMES, SERVICE MARKS, COPYRIGHTS, OR LOGOS OF EMIRATES NBD OR ITS 

SUBSIDIARIES IN ANY MANNER WHICH CREATES THE IMPRESSION THAT SUCH ITEMS BELONG TO OR ARE ASSOCIATED WITH YOU OR, EXCEPT AS OTHERWISE 

PROVIDED WITH EMIRATES NBD’S PRIOR WRITTEN CONSENT, AND YOU ACKNOWLEDGE THAT YOU HAVE NO OWNERSHIP RIGHTS IN AND TO ANY OF SUCH ITEMS. 

MOREOVER YOU AGREE THAT YOUR USE OF THE PUBLICATION IS AT YOUR SOLE RISK AND ACKNOWLEDGE THAT THE PUBLICATION AND ANYTHING CONTAINED 

HEREIN, IS PROVIDED "AS IS" AND "AS AVAILABLE," AND THAT EMIRATES NBD MAKES NO WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, AS TO THE 

PUBLICATION, INCLUDING, BUT NOT LIMITED TO, MERCHANTABILITY, NON-INFRINGEMENT, TITLE, OR FITNESS FOR A PARTICULAR PURPOSE OR USE. You agree, 

at your own expense, to indemnify, defend and hold harmless Emirates NBD, its Suppliers, agents, directors, officers, employees, representatives, successors, and assigns from 

and against any and all claims, damages, liabilities, costs, and expenses, including reasonable attorneys’ and experts’ fees, arising out of or in connection with the publication, 

including, but not limited to: (i) your use of the data contained in the publication or someone using such data on your behalf; (ii) any deletions, additions, insertions or alterations to, 

or any unauthorized use of, the data contained in the publication or (iii) any misrepresentation or breach of an acknowledgement or agreement made as a result of your receiving 

the publication.     
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