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Just hours before Christmas, the UK and EU Brexit delegations announced that they reached an agreement which will prevent the 

most catastrophic effects of a no-deal Brexit from materialising. The agreement, reportedly in thousand pages of legal text, will 

regulate some of the most contentious issues, including:  

Tariffs and Quotas: most of the deal is centred around eliminating tariffs and quotas on goods crossing the borders between the UK 

and the EU. The UK had a goods import deficit of GBP 79bn with the EU in 2019.    

Financial Services: The deal mostly regards goods, and very little is said about financial services, and services in general, even as they 

still represent 80% of the UK economy and the UK has a GBP 18bn  export surplus in services to the EU in 2019. The debate on 

“equivalence” will continue for years and so will the negotiations around it.  

Level Playing Field and State Aid: The UK and the EU will maintain common standards on workers’ rights, and on social and 

environmental regulations. The UK will adhere to common principles on state aid.  

Dispute Resolution and the Role of the European Court of Justice (ECJ): If either the UK or the EU departs significantly from common 

standards existing on 31 December 2020, resulting in a negative impact on to other side, a dispute mechanism will ensue, which could 

lead to tariffs being imposed on imported goods. The EU lost the battle to have the ECJ police the governance of the deal. The ECJ will 

continue to exert its authority over Northern Ireland, given the special status deriving from the Brexit withdrawal agreement. 

Data and Security: The EU has the most advanced regulation of data protection on the planet (the so-called GDPR directive), and has 

not yet recognized the UK’s data protection regulation as being “equivalent.” For the time being, there will be a transition period of 

four months, in which data will continue to flow freely between the two sides of the English Channel. Regarding security matters, the 

exchange of information will not occur “in real time” as it has supposed to have done until now.   

Fishing: for some reason, this relatively unimportant issue became politicised. The agreement states that the value of the fish caught 

by the EU in UK waters will be cut by 25% with a phasing in period of five and a half years. Once the transition period is over, the UK 

will have full control of the access to its waters, and could make much larger cuts to the value of fish the EU catches within them. 

So, regarding this last-minute agreement in its entirety, should we view the glass as half full or half empty? In our opinion it is half full. 

As we discussed in our preview (in which we predicted a skinny deal to be reached by the end of the year, without further delays), the 

risk existed that a no-deal Brexit would materialise, as the UK government might have masked the negative effects of a no-deal Brexit 

behind the Covid disaster. It is therefore especially good news that the more catastrophic consequences of a no-deal Brexit have been 

prevented.  

However, clearly a number of issues remain unresolved. First and foremost is the issue of financial services, which is the most notable 

absentee in the deal. Also, data sharing and protection as well as the issue of “regulatory divergence,” which remains the real “holy 

grail” of Brexit, remain to be finalised in coming months and years. The UK will have some manoeuvring space to diverge in coming 

years, but maybe not as much as it would have liked.  

In the end, the Brexit saga developed itself as we expected in terms of process and outcome. In terms of process, as we predicted at 

the very beginning of this saga, Brexit had similar dynamics to Grexit: referenda, multiple elections, changes in government, breaking 

points followed by temporary agreements. In terms of end result, stepping back a few years, the final outcome is very similar to what 

we predicted just over three years ago, in November 2017, when we said “Hard Brexit With Canada-Style FTA Is The Most Likely 

Outcome”. We were correct in predicting that (1) Brexit would eventually occur; (2) it would not be reversed by parliament or by 

another referendum; and (3) a grand bargain over the various aspects of the post-Brexit transition was unlikely to emerge at any point 

in time; and (4) the final outcome would be hard-Brexit with a skinny deal on some basic aspects.   
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Looking Ahead 

The Week Ahead: Chicago’s PMI And Japan’s IP Expected To Fall  

In the US, Chicago’s PMI is expected to fall in December to 57 (p: 58.2), the third consecutive month of decline.  

In Japan, November’s preliminary IP data are expected to show a steeper contraction, down to -10.0% y-o-y (p: -3.0%). 

The Quarter Ahead: Vaccine Distribution Logistical Challenges; US Stimulus Delayed; Post-Brexit Trade Deal Reached  

With rich countries snapping up most supplies of COVID-19 vaccines, emerging markets face challenges, having to: i) develop effecting 

vaccine distribution networks; and ii) rely on Chinese-developed vaccines to try to contain the outbreak. 

In the coming weeks, the US intends to distribute 20m ‘first doses’ of the Pfizer-BioNTech and Moderna vaccines; as of today, 9.5m 

doses have been distributed and 1m citizens vaccinated.  

US president Trump rejected a landmark ~USD 900bn ‘economic relief bill’ after it passed both: 1) the Republican-controlled Senate; 

and 2) the Democrat-held House, stating the package was a “disgrace”. The COVID-19 ‘relief bill’ includes provisions designed to ease 

pandemic-related damage, such as: i) ~USD 300bn in ‘small business relief’; ii) a new round of direct payments of up to USD 600 to 

American adults; and iii) a USD 300 per-week top-up in unemployment insurance until mid-March 2021.  

The UK and the EU parliaments will move quickly to sign-off the yet-to-be-published, 1,500-pages-long document. However, due to 

time constraints, full ratification is expected in 2021. The deal will: 1) ensure that between the UK and the EU goods can continue to 

be traded without tariffs or quotas from the beginning of 2021, guaranteeing trade-flows worth USD 900bn per annum; and 2) be 

supplemented by agreements on a range of other issues, including: i) energy; ii) transport; and iii) police and security cooperation.  

In the US, Fed Chairman Jerome Powell described financial stability a “mixed bag”, as asset prices keep rallying and the economy 

stagnates. Since its March 23 low, the S&P 500 has risen by 65%, spurred by trillions of stimuli from Congress and the Fed, which 

contributed with: i) near-zero interest rates; and ii) ~USD3tn worth of bond purchases. He also added that “low interest rates are 

keeping borrowing costs contained, making it easier for the economy to sustain a heavy debt load”. 

Last Week’s Review 

Real Economy: Vaccine Distribution To Restore Confidence; Stimuli To Support Recovery 

In the US, in Q3-2020 the economy expanded at an annualized 33.4% (c: 33.1%; p: -31.4%) – the fastest expansion ever, as activity 

rebounded from the lows of the COVID-19 pandemic. In November, ‘new orders’ for US manufactured durable goods increased for 

the seventh consecutive month, to 0.9% m-o-m (c: 0.6%; p: 1.8%). November’s PCE fell to 1.1% y-o-y (c: 1.2%; p: 1.2%), while core-PCE 

– the Fed’s preferred inflation gauge – remained unchanged at 1.4%. 

In the EZ, in December consumer confidence rose by 3.7 points to -13.9 (c: -16.8; p: -17.6), supported by positive COVID-19 vaccine 

developments.  

In Turkey, the CBT raised its benchmark one-week repo rate by 200bps to 17.0% (c: 16.5%; p: 15.0%), the highest since August 2019 

and the second consecutive rate hike under the new CBT governor, as he pledged to “tighten policy to ensure price stability”. 

Financial Markets: Global Equities And Bonds Remained Flat, Commodities Fell 

Market drivers: All major indexes declined slightly as investors faced: 1) conflicting signals about the US fiscal stimulus; and 2) the 

emergence of a new - and apparently more transmissible COVID-19 strain – proceeding from the UK.  

Global equities closed lower w-o-w (MSCI ACWI, -0.4%, to 637). Within the S&P 500 Index (-0.2%, to 3,703), technology stocks 

outperformed, helped by further gains in Apple, while communication services, consumer discretionary, and energy shares lagged. In 

the EZ, shares remained flat (Eurostoxx 50, -0.1%, to 3,543), as hopes for a UK-EU trade deal helped reverse sharp losses caused by 

the COVID-19 UK-born variant.  

Fixed income: w-o-w global bonds remained flat (BAML Global, 0.0% at 299.2), with USTs falling slightly (-2 bps, to 0.93%), as investors 

weighed mixed economic data, COVID-19 news, and post-Brexit trade deal reports.  

FX: w-o-w, the USD gained against most other currencies (DXY, +0.3%, to 90.323; EUR/USD, -0.4%, to 1.220).  

Commodities: Oil fell (Brent, -1.9% to 51.3 USD/b) as the COVID-19 variant hit international travel. Gold prices fell due to a stronger 

USD (-0.3% to 1,876 USD/Oz.). 
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Abbreviations, Acronyms and Definitions 

a Actual 
AKP Justice and Development Party, Turkey 
ann. annualized 
ARS Argentinian Peso 
avg. Average 
bn Billion 
BoC Bank of Canada 
BoE Bank of England 
BoJ Bank of Japan 
bpd                  Barrels per day  
bps Basis points 
BS Balance sheet 
c Consensus 
C/A Current account 
CB Central bank 
CBB Central Bank of Bahrain 
CBK Central Bank of Kuwait 
CBT  Central Bank of Turkey 
CDU Christian Democratic Union, Germany 
CNY Chinese Yuan 
CPI Consumer Price Index 
DJIA Dow Jones Industrial Average Index 
DJEM Dow Jones Emerging Markets Index 
d-o-d Day-on-day 
DXY US Dollar Index 
EC European Commission 
ECB European Central Bank 
ECJ European Court of Justice 
EIA US Energy Information Agency 
EM Emerging Markets 
EP European Parliament 
EPS Earnings per share 
EU European Union 
EUR Euro 
EZ Eurozone 
Fed US Federal Reserve 
FOMC US Federal Open Market Committee 
FRB US Federal Reserve Board 
FX Foreign exchange 
FY Fiscal Year 
GCC Gulf Cooperation Council  
GBP British pound 
GDP Gross domestic product 
IMF International Monetary Fund 
INR Indian Rupee 
IPO Initial public offering 
IRR Iranian Rial 
JPY Japanese yen 
k thousand 
KSA Kingdom of Saudi Arabia 

LN Northern League, Italy      
M5S Five Star Movement, Italy 
m-o-m Month-on-month 
mb Million barrels 
mb/d Million barrels per day 
MENA Middle East and North Africa 
MHP Nationalist Movement Party, Turkey 
mn Million 
MPC                                  Monetary Policy Committee 
NAFTA North-American Free Trade Agreement 
NATO North Atlantic Treaty Organization 
OECD Organization for Economic Cooperation and Development 
Opec Organization of Petroleum Exporting Countries 
p Previous 
P2P Peer-to-peer 
PBoC People’s Bank of China 
PCE Personal Consumption Expenditures 
PE Price to earnings ratio 
PM Prime minister 
PMI Purchasing managers' index 
pps Percentage points 
pw Previous week 
QCB Qatar Central Bank 
QAR Qatari Riyal 
QE Quantitative easing  
q-o-q Quarter-on-quarter 
RE Real estate 
RBA Reserve Bank of Australia 
RRR Reserve Requirement Ratio 
RUB Russian Rouble 
SWF Sovereign Wealth Fund 
tn Trillion 
TRY Turkish Lira 
UAE United Arab Emirates 
UK United Kingdom 
US United States 
USD United States Dollar 
USD/b  USD per barrel 
UST US Treasury bills/bonds 
VAT Value added tax 
VIX Chicago Board Options Exchange Volatility Index 
WTI West Texas Intermediate 
WTO World Trade Organisation 
w Week 
w-o-w Week-on-week 
y Year 
y-o-y Year-on-year 
y-t-d Year-to-date 
ZAR South African Rand 
2y; 10y  2-year; 10-year 
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