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The world economy: challenges and prospects

e Global prospects
e Brexit and the UK
e Brexit and the EU

e Uncertain future



1. Global prospects: wilting eurozone

CONSENSUS FORECASTS FOR 2019
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1. Global prospects: with whom does the EU side?

Advanced country markets matter hugely to China
Exports of goods, by destination, year ending Oct 2018 (%)
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1. Global prospects: strategic disentanglement?

Strategic rivals of the US compared

Per cent of US level
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* USSR 1980 except exports (19810 and miliary spending (1987). China forecast for 2018 except military
spending and exports (both 2017)

Source: The Conference Board (GDP & population), SIPRI (military spending), IMF DOT (exports)
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2. Brexit and the UK: understanding the mess

e Mrs May is trying to reconcile three objectives:
o Deliver Brexit
o Agree with the EU

o Keep her party united

e These objectives are incompatible
e One of them has to give

e It is still not clear which will go



2. Brexit and the UK: costs of the referendum so far

The hit to the UK economy from voting Leave so far

Comparison with pre-2016 forecasts
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2. Brexit and the UK: why the UK is vulnerable

SHARE OF EXPORTS OF GOODS, BY DESTINATION, 2018
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2. Brexit and the UK: long-term costs of Brexit

Estimates of economic impact of a free trade agreement
% difference in UK GDP in 2030 with an FTA rather than EU membership
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3. Brexit and the EU

e EU economy is already fragile, with Brexit part of the reason

e A “no deal” Brexit would make it worse:

oGoldman Sachs forecasts output losses of about 1 per cent of real GDP in the rest of the EU
oThe ECB has very little ammunition left

oThis could re-ignite significant instability

oltaly is particularly vulnerable

elLonger run consequences of Brexit might be important for pro-market liberalism
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3. Brexit and the EU: no room at the ECB

CENTRAL BANK INTERVENTION RATES
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4. Uncertain future

e Trade wars are a reflection of a profound global transformation

e So, for that matter, is Brexit
e Brexit is bad for the UK, on every possible dimension
e |t will also be bad, though much less so, for the rest of the EU

e The eurozone is not in a good position to deal with negative shocks
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