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Brexit Policy Risks and Trajectories  

9-11 December 2019 
Overview:  The December 2019 election results make clear that the United Kingdom will 
indeed exit the European Union.  Companies large and small are inadequately prepared.  
Some deferred Brexit preparations following the March 2019 extension.  Bombarded by 
details and the noise of the news cycle, many Brexit preparations exhibited a bias towards 
tactical preparations rather than strategic positioning. 

 

Policymakers, however, have been preparing for nearly a year.  In February, policymakers in 
the EU and the UK began promulgating a number of rules that would take effect 
automatically upon Brexit.  They attracted little attention at the time.  The net effect was to 
attempt to ease the immediate dislocation in sectors as diverse as transportation, maritime 
corridors, data transfers/data privacy, and citizen rights. 

 

The UK election results make clear that companies can no longer delay preparations for the 
wider economic consequences and impact on the business ecosystem from Brexit.  As the 
dynamic shifts decisively towards exit, strategic opportunities as well as the obvious 
risks can be found in the technical negotiations among London, Brussels, and European 
capitals.  As voters were heading to the polls across the United Kingdom, EU policymakers 
were actively preparing for a post-Brexit policy framework and issuing 2020 economic 
growth projections that raise red flags.  Consider: 
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As the data above illustrate, policymakers unsurprisingly swung into action (the green line) 
following the election results.  The overwhelming majority of action emanated from outside 
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the UK with the release of studies and decisions that no doubt had been written long before 
ballots were cast in the UK.   
 
Some actions were generated by the European Council summit, which coincided with the UK 
election.  But the majority were from policymakers in Switzerland (FINMA), the US (CFTC), 
Netherlands (De Nederlansche Bank), the ECB, and the OECD all stating the obvious:  that 
Brexit will generate ripple effects that impact economic growth prospects and financial 
stability.   
 
The blue line (rhetoric) was mostly driven by post-election speeches and reactions by UK 
policymakers.  The message is clear: UK officials will seek to implement exit by the January 
2020 deadline; they reject an extended transition period.  Rhetoric from the EU was subdued, 
as EU leaders exhibited an apparently grim resignation to the electoral outcome. 
 

Lost in the noise of the news cycle were three developments which hold significant strategic 
implications for the next phase of UK/EU negotiations:  economic data, derivatives market 
data, and contract pricing benchmark standards.  While a shift away from LIBOR (the London 
Interbank Offer Rate) has been in the works for years, the economic data from the ECB 
raise red flags for companies seeking to navigate the next round of economic and 
political uncertainty. 

 

Specifically, the European Central Bank released 2020 economic growth projections signaling 
an unsurprising expected dip in GDP growth rates (down to +1.4%) for the EU economy due 
largely from Brexit-related economic stress.  The projections are based, however, on the 
rosy assumption that Brexit will occur in January 2020 based on the Withdrawal 
Agreement deal as amended by the PM Johnson’s negotiations with the EU during 
autumn 2019.  This implies that the EU economy is exposed to additional adverse impact in 
the event of a no-deal outcome.  The projections help place central bank monetary policy 
and persistently low interest rates around the world into context: uncertainty and dislocation 
regarding Brexit and its direct, immediate impact on four G7 economies (France, Germany, 
Italy, United Kingdom) require shock absorbers. 

 

The newly elected UK government was, of course, taking action to implement the election 
results.  But that action was mostly about shuffling leadership positions and providing 
speeches about the imperative of delivering Brexit. 
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ANALYSIS:  THE TOP THREE DEVELOPMENTS (9-11 DECEMBER 2019) 

 

1. The Election (of course)  
Technically, an election is not policy.  But elections set the boundaries and goals for 
policy.  The massive Tory victory delivered an unambiguous policy message: Brexit 
must occur.  The corollary to this message is that British voters are ready, willing, and 
able to bear the economic cost of Brexit in order to acquire freedom from EU policy.  

 

Post-election rhetoric (the blue line) indicates that the new Johnson government is 
pivoting hard and fast to reject an extended transition period through year-end 2021.  
The newly empowered Johnson government seeks a clear break on 31 January 2020. 
 
Following through on this rhetoric will not be easy, as illustrated by the Withdrawal 
Agreement’s troubled and incomplete legislative journey through Parliament so far 
this year.  Implementing the voters’ intent will not be easy.   
 
Time is money.  Delays will generate costs far in excess of those incurred during 2019 
due to uncertainty.  Delays in ratifying the Withdrawal Act will generate a “hard” 
no-deal Brexit.  They will also generate significant adverse policy posturing in 
Brussels as the UK pivots towards the second part of the Brexit process: 
negotiating a free trade agreement with the European Union that will govern 
cross-border economic activity for the foreseeable future.  Businesses seeking to 
insulate themselves from economic and political volatility must assess immediately 
their exposure to medium-term trade policy risks at the same time they navigate the 
short-term Brexit transition risks.  2020 will be challenging year, to say the least. 

 

2.  The Withdrawal Agreement (again) 
The vast majority of the Withdrawal Agreement negotiated by PM May and rejected 
by MPs three times in 2019) remains intact.  PM Johnson’s changes also failed to 
generate support for ratification in autumn 2019, triggering the election.  In order 
for the UK to exit the EU with a deal, BOTH the Parliament AND the European 
Parliament must ratify the Withdrawal Agreement.  Despite the election results, 
ratification cannot be assumed in the UK since the regulatory alignment issues in 
Ireland remain controversial.  Rhetoric from Brussels currently indicates that 
ratification from the European Parliament is now also in doubt.  Businesses must 
assess immediately their exposure to customs disruptions as of 31 January 2020 
if the UK and European Parliaments fail to ratify the Withdrawal Agreement. 
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Key strategic questions for consideration: 

 

 Trade Policy:  Even if the Withdrawal Agreement is ratified by both 
parliaments before 31 January 2020, Brexit will only be halfway completed.  
The second half of the process requires negotiation of a free trade agreement.  
Since this treaty would establish binding rules that will have both immediate 
and long-term implications regarding potential supply chain disruption and 
the ability to coordinate cross border trade, 2020 will be dominated by 
difficult trade negotiations.  If the Withdrawal Agreement is not ratified, the 
trade tensions will be amplified by pressure to address travel and residency 
rights for both EU and UK citizens.   
 
Modern trade treaties involve far more than customs rules for cross-border 
provision of goods.  The highly developed economies in Europe – particularly 
the financial services sector – will likely require negotiating parties to bargain 
hard for issues that so far have remained outside the news cycle:  details 
regarding cross-border trade in services and digital goods as well as non-tariff 
barriers (e.g., regulatory standards) and “prudential carve-outs” (e.g., 
macroprudential financial regulation, monetary policy).  Businesses must 
assess immediately their strategic priorities and risk exposures regarding 
cross-border flows of data, services, and intellectual property in addition 
to supply chain and labor market disruptions.  Executives that spend 2020 
positioning themselves strategically regarding these issues will be poised to 
maximize their growth potential over the medium-term. 
 

 Labour Policy:  As new structures for cross-border movement of persons 
solidify, UK businesses can expect to continue experiencing significant 
challenges in recruiting high quality EU labour across multiple sectors.  Labour 
shortages will have an immediate adverse impact on output, productivity, and 
economic growth.  Given the high profile that reform of the National Health 
Service (NHS) assumed during the election, it is highly likely that this sector 
may provide leading indicators for how labour mobility issues will be 
addressed by the Johnson government.  Business leaders should monitor 
closely not just economic growth projections but the baseline 
assumptions providing the foundation for the projections in order to 
determine their exposure to economic slowdown risks.  Executives 
responsible for staffing and recruitment additionally should monitor 
closely the labor provisions of the trade negotiations with the EU to 
determine their own staffing projections and priorities.    
 

3. Capital Markets – LIBOR (and London?) Leaving the Stage  
Free movement of people and the Northern Ireland elements of Brexit may generate 
headlines, but the majority of economic value and cross-border economic integration 
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between the UK and the EU occurs within the financial markets.  Currently the City 
supplies 80% of EU capital market services.  Derivatives market data released by 
ESMA during Brexit week confirms that UK trading markets serve as an entry point to 
EU markets for financial services. 
 
Yet for all its technical detail, the Withdrawal Agreement remains silent on the 
relationship between UK capital markets and European capital markets will play post-
Brexit. 
 
The conclusive pro-Brexit electoral results intensify incentives for EU – and 
particularly EuroArea – officials to accelerate efforts to create robust and thriving 
capital markets in order to intermediate euro-denominated financial transactions 
beyond London.  As the ECB’s 2020 economic growth projections make clear, the EU 
economy does not have much space to absorb the adverse impact on credit growth 
associated with throttling of financial intermediation that could occur if significant 
barriers are created for financial services firms following Brexit. 
 
The consequences for London’s capital markets and the UK go far beyond potential 
supply side loss of jobs associated with restrictions on free movement of people 
following Brexit.  Competition for capital market services is a global activity.  Political 
and economic volatility associated with Brexit generates incentives for capital to seek 
safety in more stable markets, with New York the obvious immediate beneficiary.   
 
The situation is not a zero sum game.  Both UK and European leaders have serious 
incentives to find technical and pragmatic ways to cooperate in financial services.  
The longer Brexit uncertainty lingers, the heavier the deadweight burden becomes on 
European and British capital markets, with potentially significant long-term adverse 
impacts on growth rates for both jurisdictions. 
 
Arguably, the most important policy developments this week thus were from 
ESMA (European Securities Market Association).  They chose the Brexit moment 
to take the next step towards eliminating financial market reliance on the 
London Interbank Offer Rate (LIBOR) even as they released data showing the 
level of securities market integration which will drive risk assessments in the EU 
during 2020. 
 
Three issue areas – all technical – will provide leading indicators of post-Brexit growth 
rates during 2020: 
 

 LIBOR:  The shift away from LIBOR pre-dates the Brexit dramas, but it is 
indicative of a broader shift that awaits capital market participants as Brexit 
takes hold.  One of the many consequences of the 2008 financial crisis was a 
global consensus to shift benchmark financial asset pricing away from the 
London Interbank Offer Rate (LIBOR).  Among other things, the process for 
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setting this globally significant pricing benchmark was found to be 
inordinately vulnerable to domestic UK policy interests as articulated by the 
central bank.  The European Union’s Benchmark Regulation sets out the 
process for transition away from pricing contracts in relation to LIBOR.   
 
In the Brexit context, the shift acquires additional strategic importance as it 
implies potentially increased prominence for the euro as a pricing benchmark.  
But with the status and continued applicability of EU laws and regulations 
now in doubt due to Brexit, the potential for policy divergence on this issue as 
global markets prepare for the transition away from LIBOR creates the risk for 
under-appreciated (and, thus, under-priced) risks.  Risk managers and senior 
executives conducting contract reviews at the turn of the year should 
pay particular attention to the potential impact on their revenue streams 
and risk profiles in the event that the shift away from LIBOR becomes 
embroiled in the Brexit negotiations. 
 

 Equivalence and Mutual Recognition:  A crucial component of the post-
Brexit relationship between the UK and the European Union is whether (or 
how) financial institutions located in the UK will be permitted to provide 
financial services within the EU.  Two main technical options exist: (i) an 
equivalence determination from the European Commission; and/or (ii) a 
mutual recognition agreement.   
 
The technical details in the near term are less important than the political 
priorities.  Many EU leaders will be loathe to permit UK firms to continue 
“doing business as usual” and thus will not support a quick or easy grant of an 
equivalence determination despite the high degree of convergence for 
regulatory rulebooks on Brexit Day.  EU leaders will be aware that the vast 
majority of euro-denominated capital market activity occurs in London and 
that it will take time to migrate trading activity to financial centers in Paris, 
Frankfurt, and Milan.  UK leaders naturally will seek to maximize their ability to 
access EU investors as well as issuers.   
 
This will not be an easy negotiation.  It will likely occur in parallel to the trade 
negotiations.  The UK’s Prudential Regulation Authority (PRA) and the 
Financial Conduct Authority (FCA) have often been accused by Brussels as 
being “super equivalent” with tougher oversight and enforcement standards 
that exceed EU minimum standards.  One key question over the course of 
2020 will be whether EU officials define “equivalence” as requiring 
convergence and harmonization of standards or whether, instead, only 
standards below the EU minimum will be deemed problematic from an 
equivalence determination perspective.   
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Policy pressures perceived to require diversion of existing UK financial services 
regulation will be seen by most in the City of London as potential threats to 
strategic growth prospects for the City of London.  Overt regulatory 
competition wrapped into the equivalence determination process also creates 
risks for global financial intermediation disruptions by creating incentives for 
capital market participants to conduct transactions in jurisdictions where rules 
are more settled and unlikely to change in the near future (e.g., New York).  
 
Incentives thus exist for compromise.  This is not a zero sum game.  The 
derivatives market report issued by ESMA amid the electoral media frenzy 
suggests a potential path forward.  Not only do the data illustrate the 
symbiotic relationship between EU and UK capital markets, but ESMA 
indicates the data are used by ESMA to assess risks and “enhance supervisory 
convergence” among its members.  Policy regarding mutual recognition and 
equivalence in the near term could side-step potentially noxious policy tussles 
by focusing on concrete, transparent, and objective market data provided by 
ESMA.  We will be watching this space closely in the months to come. 
 

 Macroprudential Policy:  In a post-Brexit world, EU financial institutions 
instantly become exposed to Brexit-related risks beyond economic 
dislocation.  Regulatory risks increase as both jurisdictions begin to craft new 
standards that reflect policy priorities unencumbered by the responsibility to 
compromise with each other at the Council table in Brussels.   
 
These risks come into view more clearly in the ESMA derivatives market report 
released this past week.  If the derivatives data is used to assess 
supervisory convergence among ESMA members, the corollary is that 
measured divergences create concrete macroprudential risks that could 
compel policymakers to impose additional oversight standards. 
 
EU financial institutions could become exposed to additional macroprudential 
buffers and supervisory requirements for continuing to do business in a 
rapidly exiting United Kingdom.  UK financial institutions doing business in 
Europe could attract similar macroprudential buffers for the same reason.  The 
reaction function in London could generate a problematic regulatory dynamic.  
We will thus be watching closely the trajectory for macroprudential policy in 
Europe and the United Kingdom in response to an evolving Brexit situation. 
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INFLECTION POINTS ON THE HORIZON 

The Withdrawal Act ratification (both in the UK Parliament and in the EU Parliament), trade 
agreement negotiations, and the next Brexit deadline (end-January 2020) will dominate the 
headlines through the holidays. 

Key dates to watch as 2019 draws to a close 

 

19 December 2019:  The Queen’s Speech 

20 December 2019:  First reading in the new UK Parliament of the now-familiar 
Withdrawal Act 

20 – 23 December 2019:  Second reading (and passage?) by the UK Parliament of 
the Withdrawal Act and related implementation.  Things to watch for: any 
implementing legislation that establishes a law regarding the transition period and 
the process for requesting extensions.  The targeted date for the Christmas Recess in 
Parliament is 23 December. 

13 – 16 January 2020:  European Parliament in session 

20 – 30 January 2020:  European Parliament in session 
31 January 2020:  Brexit Day  

 

About This Report And The Data:  Brexit Partners, in association with BCMStrategy Inc., 
deliver a weekly assessment of unfolding strategic and policy risks associated with Brexit 
based upon BCMStrategy’s automated predictive Brexit analytics. The data and analytics 
provide a transparent, objective, and comprehensive overview of policy developments, 
tracked daily and aggregated for this publication at the weekly interval.  The process 
enhances the ability of analysts and strategy professionals to spot inflection points even 
when the developments do not attract considerable media attention. 

 

About Brexit Partners:  Brexit Partners is a specialist Brexit strategy and execution 
organizations.  Formed as a collaboration among experts from multiple fields (financial 
services, management consulting, academia, public policy), the firm advises firms, trade 
associations and governments regarding strategic opportunities and compliance challenges 
associated with Brexit.  For more information, visit www.Brexit-Partners.com.  

 

About BCMstrategy, Inc.:  BCMstrategy, Inc. is a start-up technology company providing an 
interactive platform that quantifies public policy risks using patented technology.  The data 
enables users to read smarter, connect the dots faster, and make better decisions based on 
concrete, objective, transparent data.  For more information, visit www.bcmstrategy2.com.  


