
 

October 10, 2019 

GLOBAL ECONOMICS 

|  SCOTIABANK’S GLOBAL OUTLOOK 

1 Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com 

  

United Kingdom 

LURCHING ONWARD 

 Under our baseline assumptions, Brexit is likely to be further delayed 

into the first half of 2020. The economy is forecast to move sideways 

until Brexit is resolved, with a shallow pick-up taking hold in late-2020 

and into 2021. 

 The Bank of England is expected to remain on hold over the forecast 

horizon unless we see a disruptive, no-deal Brexit, which is not our 

baseline projection.  

BREXIT DRAMA ABOUT TO PEAK AND CONTINUE INTO 2020 

Our UK forecasts obviously hinge critically on the path ahead for Brexit and 

the next few weeks will see related tensions peak. The “Benn” law forces a 

first milestone on October 19. The statute compels the government at 

Westminster to seek an extension to January 31, 2020 to its invocation of the 

EU’s Article 50 on withdrawal if no deal on the UK’s future relationship with the EU 

has been struck by October 19.  

Every day that passes after October 19 without a deal or a request for an 

extension on Art. 50 increases the pressure for a confidence motion from 

the Opposition benches since the Government would be in contempt of 

Parliament. Our baseline projections assume that a deal is reached this 

month or that the Government seeks an extension—or that the Opposition parties 

pass a motion of no confidence, form a temporary caretaker government, and 

apply for an extension to Art. 50, probably beyond end-January, before triggering 

an election.  

We expect Brexit to be pushed into the first half of 2020 and proceed under 

an eventual deal that prevents the restoration of a hard border between the 

Republic and Northern Ireland. The extra time could give an opportunity to 

flesh out further existing proposals or prepare the way for a return to some version 

of Theresa May’s backstops. Under a no-deal Brexit, the Bank of England (BoE) 

estimates a hit to the UK economy of between three and five ppts of GDP.  

SAUCER-SHAPED ECONOMIC OUTLOOK 

Under our baseline scenario, we forecast growth to remain muted through 

2020 before picking up mildly into 2021 as the dampening effects of 

uncertainty around the UK’s relationship with Europe begin to wane. 

Forecast at 1.1%, growth in 2019 (table) is set to come in at its slowest pace since 

the global financial crisis (GFC). The UK economy contracted in Q2 as companies 

unwound inventories amassed ahead of an earlier Brexit deadline at end-March 

and auto factories brought forward their annual summer shutdowns. While we 

expect a modest improvement in the remainder of 2019, with growth continuing at 

roughly the same pace into 2020, Brexit uncertainty continues to weigh on the real 

economy: the UK’s manufacturing and services PMIs have both tipped into 
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Chart 1  

Chart 2  

United Kingdom 2018 2019f 2020f 2021f

Real GDP (annual % change) 1.4 1.1 1.2 1.6

CPI (y/y %, eop) 2.1 1.8 2.0 2.1

Central bank policy rate (%, eop) 0.75 0.75 0.75 0.75

UK pound (GBPUSD, eop) 1.28 1.22 1.36 1.40

Source: Scotiabank Economics.
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contractionary territory (chart 1), with the services index at the lowest level of any 

major economy in Europe. Business investment, already on track to record its 

second annual contraction in 2019 after falling in every quarter of 2018, looks set to 

be deferred further (chart 2).  

Consumption continues to provide the main lift to the UK economy as job 

markets and earnings sustain gains. Firms appear to be substituting labour for 

capital to deal with capacity constraints in an uncertain environment. This has taken 

job vacancy rates to their highest-ever levels and unemployment rates to post-GFC 

lows, which has resulted in strong earnings growth as firms compete for labour (chart 

3). Households have pushed their savings rates down sharply to sustain purchasing 

plans in the face of rising prices, but more recently, savings rates and intentions have 

edged up again in response to the ongoing Brexit saga (chart 4). Although retail 

sales growth has accelerated rapidly since mid-2018, higher savings rates could put 

a drag on this one pocket of strength in the UK economy.  

Sterling depreciation has done little to improve the UK’s balance of payments 

and exports are unlikely to boost growth in the near-term. The current account 

deficit grew markedly at the start of 2019 as the trade balance worsened; export 

order books are now in contractionary territory (chart 5) and unlikely to provide a lift 

to production.  

The eventual upturn on the far side of what BoE Deputy Governor Ramsden 

has called a ‘saucer-shaped’ outlook depends entirely on the resolution of 

Brexit, the lifting of uncertainty, and the domestic policies that will follow. 

Assuming that Brexit is, indeed, resolved in 2020, we expect to see a pick-up in 

investment and demand more broadly into 2021 that should raise economy-wide 

growth toward 1.6% (table). Regardless of who is in power at Westminster, we 

would expect to see this upturn supported by concerted fiscal stimulus in an attempt 

to make up for potential lost during the years of Brexit drift. Given the relative price 

insensitivity of the UK’s imports and exports, a recovery in sterling isn’t likely to 

provide a substantial new drag on growth, but would slow inflation.  

We expect the Bank of England to remain on hold throughout the forecast 

horizon unless a disruptive no-deal Brexit goes forward. While the MPC 

sounded a marginally more cautious note in its September 19 decision, and MPC 

External Member Michael Saunders’ September 27 speech shifted him out of the 

BoE’s small camp of hawks by hinting at a possible rate cut, we expect the BoE to 

remain in ‘wait and see’ mode. The price effects of the GBP’s earlier depreciations 

have largely been absorbed. Both headline and core inflation are set to end 2019 

below 2%, but still-strong wage growth accompanied by an eventual resolution of 

the Brexit situation, should take inflation marginally above 2% in 2021 (table). The 

BoE is unlikely to react pre-emptively to contain price pressures after avoiding a 

Brexit-induced recession. 

While the BoE’s September decision was agnostic on the direction of 

monetary policy under a no-deal scenario, we would expect the MPC to cut 

rates if the UK crashes out of the EU. The Bank would prioritize stimulus to 

cushion the shock to domestic demand rather than raising rates to offset any 

inflationary pressures created by a sell-off in sterling.  
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Eurozone 

AS LONG AS IT TAKES 

 Inflation is expected to remain below the ECB’s nearly 2% target into 

2021. Eurozone growth is forecast to remain middling over this period, 

with risks to the downside stemming from a re-opening of Europe’s 

trade tensions with the US.  

 As a result, we expect the ECB’s ‘as long as it takes’ to last at least until 

end-2021 and likely into 2022. Although advocacy for fiscal stimulus is 

likely to step up, we do not anticipate any immediate actions in the 

Eurozone countries that have the policy space to undertake them.  

WEAKER INFLATION, GROWTH, & TRADE 

Euro-area inflation continues to slow from its recent high of 2.3% y/y in 

October 2018, but we expect price pressures to bottom in 2019 and firm up 

slightly going into 2020 and 2021 (table). Headline inflation has been 

brought down by low energy prices and non-core services, which include 

education fees and airfares (chart 1). Non-energy industrial goods and core-

services price pressures have gradually risen over the last 18 months, and 

Eurozone compensation growth has accelerated to its fastest pace in a decade, 

but, together, this hasn’t been enough to offset other sources of demand and price 

weakness. Amidst ongoing global trade tensions and slowing demand in the 

world’s major economies, Eurozone market-based inflation expectations have 

fallen well below the ECB’s 2% target (chart 2).  

At the same time, the Eurozone real economy continues to stumble and we 

have marked growth down to 1.0% in 2019—the slowest expansion in over 

five years—and expect it to remain muted at 1.1% in 2020 and 1.3% in 2021 

(table). This is somewhat softer than the ECB’s outlook, which forecasts 

1.1% growth in 2019 and 1.4% growth in 2020. Germany remains the centre of 

the Eurozone’s anaemic growth, with a 0.1% contraction in Q2. Composite 

Eurozone PMIs have trended downward since the beginning of 2018 (chart 3). 

These economy-wide indices have been driven by deteriorating conditions in 

manufacturing as tariff battles with the US intensify, Brexit uncertainty remains 

rampant, and demand from China remains soft; conditions in the services sector, 

in contrast, have firmed up a bit. Weak export order books across the Eurozone 

imply that any rebound in manufacturing isn’t going to be led by trade.  

The EU-US trade ‘truce’ negotiated between European Commission 

President Jean-Claude Juncker and US President Trump in July, 2018 

appears to be crumbling. Following the recent WTO ruling on European 

subsidies to Airbus, the US moved on October 3 to impose tariffs from October 18 

on USD 7.5 bn worth of imports from Europe, with 10% taxes on aircraft and 25% 

taxes on traditional wine, spirits, and foodstuffs. Europe intends to respond in kind 

and may not wait for a WTO ruling on its own case against US subsidies to 

Boeing. Retaliation could be led by the rescission of prior trade settlements with 

the US, which would quickly lead to a further unravelling of trade relations across 

the Atlantic and bring forward US tariffs on European automobiles. 
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Chart 1  

Chart 2 

  Eurozone 2018 2019f 2020f 2021f

Real GDP (annual % change) 1.9 1.0 1.1 1.3

CPI (y/y %, eop) 1.5 1.2 1.3 1.5

Central bank MRO rate (%, eop) 0.00 0.00 0.00 0.00

Central bank deposit rate (%, eop) -0.40 -0.50 -0.50 -0.50

Euro (EURUSD, eop) 1.15 1.10 1.20 1.22

Source: Scotiabank Economics.
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ECB: AS LONG AS IT TAKES 

With global trade prospects still complicated and manufacturing continuing to 

weaken, the European Central Bank’s (ECB) September 12 announcement of a 

new round of monetary policy stimulus measures provides a reasonable 

compromise between the Governing Council’s hawks and doves with its shift 

from ‘whatever it takes’ to ‘as long as it takes.’ The package features: 

 A lower deposit rate, down 10 bps from -0.40% to -0.50%; 

 More dovish forward guidance that promises to keep key rates low until “the 

inflation outlook robustly converges to a level sufficiently close to, but below, 2% 

within its projection horizon,” and where “such convergence has been consistently 

reflected in underlying inflation dynamics.” 

 Open-ended re-initiation of asset purchases (i.e., QE) of EUR 20 bn per month for 

as long as necessary, which will likely require public issuer limits to be lifted from 

33% to 50%; 

 Better-than-expected terms for TLTRO III; and 

 A two-tiered system for reserve remuneration that shields a share of banks’ excess 

liquidity from the -0.50% deposit rate.  

With inflation expectations and outturns continuing to come in well below the ECB’s 

nearly 2% target, there must be more slack outstanding than current capacity-utilization 

data and the ECB’s output gap models imply.  

IMF MEANS ‘IT’S MAINLY FISCAL’ 

Christine Lagarde will bring her repeated calls at the IMF for concerted fiscal 

stimulus in the major economies to her new role as ECB President from 

November 1—with a focus on Eurozone countries, principally Germany, that have 

substantial fiscal space. Public infrastructure and other investment spending that 

could address the Eurozone’s weak productivity growth ought to feature prominently in 

any fiscal stimulus. At present, investment accounts for only about 21% of GDP, a full 

percentage point lower than its pre-GFC average. Nevertheless, sentiment in northern 

Europe remains tipped against opening the spending taps and we have not 

incorporated any major new fiscal stimulus into our baseline.  

AS ELSEWHERE, MUCH HINGES ON HOUSEHOLDS 

Consumers remain the critical element in our Eurozone outlook and household finances look poised to help keep the 

Eurozone out of recession. Seasonally-adjusted Euro area unemployment hit 7.4% in August, its lowest reading since May 

2008, as jobs growth continues to run faster than the concurrent expansion in the labour force. With high vacancy rates, in part 

driven by skill mismatches, and the fastest earnings growth in a decade outpacing inflation, households’ real spending power is set 

to keep rising, which should sustain retail sales growth (chart 4). The ECB’s new tiering system should also ensure banks are 

better able to pass on low rates to their customers.  

BREXIT PAIN FALLS MAINLY NEAR ALBION 

We expect the Brexit process to proceed in the first half of 2020 under a deal agreed between London and Brussels, as 

discussed in the United Kingdom section. In the meantime, Brexit uncertainty will continue to weigh on Eurozone investment 

and growth: Eurozone manufacturing tied to the UK accounts for about 2.5% of the currency bloc’s annual GDP. Ireland, 

Luxembourg, Malta, Belgium, and the Netherlands are the most exposed to changes in British demand and Brexit uncertainty.  

Chart 3 
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