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No major breakthrough expected before 1 July

Key takeaways

e As expected, the fourth and final negotiation round concluded on Friday without
any major breakthrough.

e The next key event to watch out for is the high level summit between PM Boris
Johnson, European Commission President Ursula von der Leyen and European
Council President Charles Michel at or around 19 June.

o We do not expect the UK to ask for an extension of the transition period (deadline
1 July) and do not expect any sub-deals on fishery and financial services either.

e Our base case remains the two sides can reach a simple free trade agreement on
goods trading before 31 December 2020 (65% probability), but the risk of a no
deal Brexit has risen to 35% (20% previously).

o We expect EUR/GBP to move higher near-term, as investors start to reprice the
risk premium. Risk to this outlook is global risk sentiment, which continues to
improve. For more see page 2.

No major breakthrough at any of the four negotiation rounds

It has been a while since we sent out our latest Brexit monitor. The main reason is that not
much has happened on Brexit in recent months, especially because both the EU and the UK
have been occupied handling COVID-19. The current status right now is that the fourth and
final negotiation round concluded on Friday 5 June and, as expected, without any major
breakthrough.

The next key event to watch out for is the high level summit between the UK Prime Minister
Boris Johnson, European Commission President Ursula von der Leyen and European
Council President Charles Michel. We do not have a date yet, but some reports says it may
be at or around 19 June, see POLITICO. Remember the deadlock in the withdrawal
negotiation did not break until PM Boris Johnson met with other European leaders. The
difference from then to now is that PM Boris Johnson now enjoys an 80 seat majority in
the House of Commons, i.e. he can basically decide whatever he wants.

The possibility of extending the transition period expires on 1 July and despite good
economic reasons for giving more time to negotiate the permanent relationship (in
particular now that both the UK and the EU are in recession), we do not expect the UK to
ask for an extension (10% probability of an extension). EU lawyers have said that it is not
possible to extend the transition period after this date, see Institute for Government.
According to the political declaration, the two sides also aim to strike sub-deals on fishery
and financial services before 1 July, which, however, should be thought of as a “soft” non-
binding deadline. That said, we do not expect a deal on financial services and fishery before
1 July either (20% probability of a deal on fishery and financial services).

Important disclosures and certifications are contained from page 2 of this report.

Not much focus on Brexit in the news
media right now
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The biggest problem is that the two sides’ main redlines are incompatible. The UK wants
to break free from EU laws and regulations and does not want to be under the jurisdiction
of the EU court. EU argues that proximity and levels of trade require the UK to remain
close to EU rules (i.e. what EU calls for “level playing field condition”), because the EU
fears giving British companies an unfair advantage if the UK decides to significantly cut
taxes, give state aid or cut environmental standards. For that reason, the EU says it cannot
offer the same deal as the CETA free trade deal with Canada. Also, the EU accuses the UK
of demanding more than what is included in CETA,; in particular on services (e.g.
recognising professional qualifications). We have collected some of the different views in
the table on page 3.

Base case: Simple free trade agreement but risk of no deal
Brexit has risen

Our base case (65%) remains the two sides can reach a simple free trade agreement on
goods trading (not services) before year-end, possibly including some elements, which
rhymes on “extension”. We believe the negotiation will follow more or less the same
pattern as the withdrawal negotiation, where a deal was not found until very close to the
deadline. We think this is only natural in political negotiations, where you don’t want to
compromise too early, because it looks “bad” or “weak” domestically. It is easier to “sell”
a political compromise closer to the deadline. The two sides still aim at concluding the
negotiations no later than in October to make time for the ratification process, both in the
EU and the UK. The ratification process is not as easy as with the withdrawal agreement,
as the deal may lie outside of EU competences, i.e. need approval from national
parliaments.

We assign a 35% probability of a no deal Brexit by year-end. This would imply the UK
and the EU will trade on WTO terms from 1 January 2021. There is a high probability of
an economic shock to EU-UK trade, but we recognise that it is difficult for both sides to
climb down in order to reach a compromise. PM Boris Johnson has previously said that he
would rather walk away from the negotiations and trade on WTO terms than sign a deal
where the UK becomes a rule-taker and falls under the jurisdiction of the EU court, see The
Guardian.

While some argue that COVID-19 means a lower probability of a no deal Brexit, we
actually think the probability has risen, as both the UK and the EU are occupied by more
urgent things. We estimated the probability at 20% back in February, see Brexit Monitor:
Withdrawal done, now moving to the real Brexit talks, 4 February. The not negligible
probability of a no deal Brexit also means that companies, in our view, should continue to
prepare for the worst.

EUR/GBP: Repricing of Brexit risk premium to send the cross
higher

We are still of the view that a repricing of the Brexit risk premium will send EUR/GBP
higher, mirroring similar events in late 2018 and summer 2019. While we target EUR/GBP
at 0.90 in 1-3M, we would not be surprised to see the cross move as high as 0.92. Key risks
to this call are a trade deal landing more smoothly than we envisage, an extension and/or
global risk sentiment continuing to improve on the back of reopenings backed by past
extensive policy stimulus.

If we are right about the two sides reaching an agreement eventually, we think the cross
will move lower again to something like 0.86 in 6-12M.

For more details see FX Strategy: Repricing of Brexit premium near-term, 27 May.
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Summary of negotiation objectives

UK position EU position

- Possibly more inclined to make several smaller
agreements from area to area

- Aims at EU-Canada type of deal but can live with
EU-Australia (i.e. WTO terms)

- One single overall governance framework

Extension
- No extension of the transition period - Thinks an extension is a good idea as time is short

Trade in goods
- FTA should reflect existing international best

practices in FTAs already agreed by the EU (i.e. EU- - Respectintegrity of EU's single market and
Canada). customs union

- Zero tariffs, zero quotas - Level playing field conditions (no state aid, no big
- No regulatory alignment corporate tax cuts, environmental standards,

- Independent policies in areas such as workers' rights)

competition, subsidies, environment and social - Says UK must implement EU state aid rules
policy.

Fisheries

- Annual negotiations with the EU on access to
waters like Norway, Iceland and the Faroe Islands
- British waters are first and foremost for British
fishermen

- Continued reciprocal access
- Stable quota shares, which can only be adjusted
with the consent of both parties

Trade in services
- Agreement should minimise barries to the cross-

border supply of services. Scope for go further on - Go beyond WTO commitments
professional and business services

Financial services - Close cooperation on regulatory and supervisory

- Enhanced provision for regulatory and supervisory matters.

cooperation with the EU - Financial services equivalence decisions will be

unilateral.

EU court e - EU Court to rule only in cases that concern and

- End of EU court's jurisdiction
refer to EU law

Gibraltar
- Agreement should cover the whole of the UK,

. . . - Agreement should not cover Gibraltar
including Gibraltar

Movement of people - No discrimination between EU citizens from

- End free movement of people, new point-based  different countries

immigration system - No single market access without free movement
of people

Dispute resolution mechanism o )
- Independent arbitration panel to solve disputes

where a mutually satisfactory resolution cannot be
found.

- EU Court to rule only in cases that concern and
referto EU law

- EU Court has no jurisdiction in the UK

- All agreements should have government and
dispute settlement arrangements appropriate to a
relationship of sovereign equals

Source: EU, UK Government, Danske Bank
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Trade negotiation - timeline and important deadlines

MNew relationship comes into force
[unless transition is extended).

High level summit between UK PM MNew relationship must be ratified by at
Boris Johnson, European least the UK and the EU institutions but
Commission President Ursula von perhaps also national partiaments, which
der Leyen and European Council Negotiations on future was the case for the EU-Canada FTA -
President Charles Michelis relationship continue;
expected to take place at or around Risk of no-deal Brexit if no permanent
139 June More negotiations rounds FTA or extension is agreed
likely (no dates yet) I
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Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author of this research report is
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This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The authors of this research report
are Rune Thyge Johansen, Assistant Analyst, and Aila Mihr, Senior Analyst.

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the
research report accurately reflect the research analyst’s personal view about the financial instruments and issuers
covered by the research report. Each responsible research analyst further certifies that no part of the compensation
of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed
in the research report.

Regulation

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject
to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske
Bank is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority
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Conflicts of interest

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality
research based on research objectivity and independence. These procedures are documented in Danske Bank’s
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that might impair the objectivity and independence of research shall be referred to Research Management and the
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Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes
investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance
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Financial models and/or methodology used in this research report

Calculations and presentations in this research report are based on standard econometric tools and methodology as
well as publicly available statistics for each individual security, issuer and/or country. Documentation can be
obtained from the authors on request.

Risk warning

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis
of relevant assumptions, are stated throughout the text.

Expected updates
None.

Date of first publication
See the front page of this research report for the date of first publication.

General disclaimer

This research has been prepared by Danske Bank A/S. It is provided for informational purposes only and should
not be considered investment, legal or tax advice. It does not constitute or form part of, and shall under no
circumstances be considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial
instruments (i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned
herein and/or options, warrants, rights or other interests with respect to any such financial instruments) [(‘Relevant
Financial Instruments”).]

This research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank A/S considers to be reliable but Danske Bank A/S has not independently verified the contents hereof.
While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or
warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy,
completeness or reasonableness of the information, opinions and projections contained in this research report and
Danske Bank A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss,
including without limitation any loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts and reflect their opinion as of the date
hereof. These opinions are subject to change and Danske Bank A/S does not undertake to notify any recipient of
this research report of any such change nor of any other changes related to the information provided in this research
report.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom
(see separate disclaimer below) and retail customers in the European Economic Area as defined by Directive
2014/65/EU.
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This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’s prior
written consent.

Disclaimer related to distribution in the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets
Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related
interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske
Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely
to ‘U.S. institutional investors’.

Danske Bank A/S is not subject to U.S. rules with regard to the preparation of research reports and the independence
of research analysts. In addition, the research analysts of Danske Bank A/S who have prepared this research report
are not registered or qualified as research analysts with the New York Stock Exchange or Financial Industry
Regulatory Authority but satisfy the applicable requirements of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument
may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial
instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S.
Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S.
Securities and Exchange Commission.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this document is for distribution only to (1) persons who have professional experience in
matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the ‘Order’); (1) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (111) persons who are an elective professional client or a per se professional client under Chapter 3 of
the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In
the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely
on this document or any of its contents.

Disclaimer related to distribution in the European Economic Area

This document is being distributed to and is directed only at persons in member states of the European Economic
Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus Regulation
(Regulation (EU) 2017/1129) (‘Qualified Investors”). Any person in the EEA who receives this document will be
deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to
have represented and agreed that it has not received this document on behalf of persons in the EEA other than
Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the
investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/S will rely on the truth
and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified
Investor should not act or rely on this document or any of its contents.
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