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Kallum Pickering, Senior UK Economist at Berenberg, on Brexit and Pound

This month, the UK and the EU will begin divorce negotiations and there is some potential for
early clashes.

The UK economy performed stronger than expected in the first three months of the year, though the medium-term growth
outlook remained weak amid possible barriers to migration and trade after Brexit. In your point of view, how Brexit may
affect cross-border activities?

From the growth point of view, Brexit can affect the economy in two ways. In the near term, uncertainty from Brexit and rising
inflation from the reduction in Sterling trade since the vote could cause a modest demand-side shock. But that effect has been
much smaller than expected. In fact, the economy has outperformed the non-Brexit scenarios. Of course, we do not know how
the economy would have performed had the UK not voted to leave. That seems to be an absence of the short-term demand-
side shock. | am confident that the UK can continue to enjoy a broad-base expansion over the next couple of years. | see proba-

bly 2% real GDP growth this year followed by 1.7% next year.

In the very long run though, Brexit affects the supply side of the economy. Those are things that sustain long-term potential
growth: investment and population growth. Brexit affects the UK, in this sense, in two major ways. Firstly, less migration from
the EU and from non-EU countries will lead to slow rates of population growth. Secondly, less preferential terms of trade will

Kallum Pickering half productivity effects through competition, which will lead to slower investment through three channels: disruptions in
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trade, disruptions in investment and less migration from its biggest market - the EU. | expect Brexit to reduce the rate of poten-
tial growth from 2.2% to 1.8%, though there is nothing about the absence of the short-term demand-side shock that tells us
anything about the long-term supply-side shock.

Current political tensions greatly influence the Sterling performance. Do you expect the Sterling to remain weak or not?
Why?

From here, the Sterling may weaken a little against the Greenback, but that is partly a Dollar strength story. This month, the UK
and the EU will begin divorce negotiations and there is some potential for early clashes. Meanwhile, in the US the Federal Re-
serve will probably be hiking interest rates again, which favours a weaker GBP/USD exchange rate. However, that this year’s

story.

Dukascopy Bank SA, Route de Pre-Bois 20, International Center Cointrin, Entrance H, 1215 Geneva 15, Switzerland tel: +41 (0) 22 799 4888, fax: +41 (0) 22 799 4880 research@dukascopy.com


http://www.icc-geneve.ch/pages/International_Center_Cointrin_Geneva.html
mailto:research@dukascopy.com

£ DwAscoPY

Swiss Forex Bank & Marketplace

& EXPERT COMMENTARY

Tuesday, June 20, 2017

Kallum Pickering, Senior UK Economist at Berenberg, on Brexit and Pound

We might finally see that exchange rates would respect economic fundamentals more and care
less about the political risks.
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Next year, as Britain and the EU start to make progress on the Brexit negotiations and the UK economy continues to perform
well, the Bank of England will start to think about raising interest rates. We might finally see that exchange rates would respect
economic fundamentals more and care less about the political risks. While we may see the Sterling weaken against the Dollar
for the remainder of 2017, as long as the UK and EU are making progress on Brexit, the Sterling could begin to strengthen

again.

What is your forecasts for GBP/USD?

At the current moment, we expect the Cable to trade at 1.22 by the end of the year.
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Disclaimer

Everything in this article, including opinions and figures, is provided for informational purposes only and may not be interpreted as financial advice or solicitation of
products. Dukascopy group assume no responsibility for the completeness or the accuracy of any data contained in this article. Financial figures indicated in this
article have not been verified by the Dukascopy group. Views, opinions and analyses are those of the author of the article, and are not endorsed by the Dukascopy
group.

- Dukascopy group waive any and all warranties, express or implied, regarding, but without limitation to, warranties of the merchantability or the fitness for a
icular purpose, with respect to all information in this article. Dukascopy group shall under no circumstances be responsible for any direct, indirect, consequential,
entor any other damages sustained in connection with the use of this article.
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