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UK: A turbulent November

We expect England's lockdown to trigger a sharp contraction in
November GDP, albeit perhaps not as steep as we saw back in
March/April. Alongside fresh Bank of England stimulus, these tighter
restrictions could put additional pressure on the UK and (to a lesser
extent) the EU to agree a trade deal over coming days
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UK GDP set to plunge, albeit not as much as in the first
lockdown

By any normal measure, the 6-7% contraction we expect in November UK GDP on the back of
England’s month-long lockdown is a sharp decline.

But these are not normal times, and importantly, the hit to economic activity is unlikely to be quite
as steep as it was in March and April, when GDP plunged by quarter in a matter of weeks. The
principal reason is simple: this lockdown is less restrictive for the economy than the first, even if
the rules for individuals are comparable. Manufacturing and construction will plough on, as will
schools. We also know that businesses are more prepared for this lockdown - we're unlikely to see
essential businesses temporarily close, as we did back in March so that they could revamp their
operations to be Covid-safe. And in the hospitality and retail sectors, more businesses - particularly
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smaller ones - will be more geared up for online and takeaway options.

We'd also reiterate that the economy has not fully recovered from the first round of restrictions. In
August the size of the economy was still 9% below February levels, and put simply that means
there is ‘less to be lost’ this time around. We expect this lockdown will take the size of the economy
some 14-15% below pre-virus levels.

Our estimates of how the English lockdown could hit UK GDP
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*Partially extended - shops largely reopen but hospitality mostly stays closed

Lockdown adds to economic case for a Brexit deal

All of this has piled on the pressure for the Bank of England to act, but it may also have a bearing
on the direction of Brexit talks. Negotiations have appeared to make steady progress following
‘intensified’ meetings, with the most recent reports suggesting that a deal on fishing rights may be
in the offing. If there's to be a deal, most analysts think it could come in a matter of days, given
the time needed for ratification.

The return to lockdown on both sides of the Channel will inevitably boost the economic case for a
free-trade agreement. Admittedly in the longer-term the difference between having a free-trade
agreement and not is perhaps not huge. Both involve the UK leaving the single market and
customs union, which is where the bulk of the new costs and headaches for businesses will come
from.

But in the short-term, there is hope that a deal could unlock a wider array of measures to help
minimise disruption at the ports early on. With Europe still likely to be in the midst of some form of
tightened Covid-19 restrictions come 1 January, these sorts of measures could be even more
important than they already were likely to be.

The politics are more complicated

But while the economics are clear, the politics are unsurprisingly more complex. There are
undoubtedly some political advantages for the Johnson administration to agree a deal. Entering
2021 without an agreement could leave the door open to further criticism from the Labour Party
which, according to some polls, is now ahead of the Conservatives. It would also likely play into the
hands of the Scottish Independence campaign, which has seen its support boosted during the
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pandemic, and is an outcome Prime Minister Boris Johnson is keen to avoid.

That said, the compromises required for a deal - on state aid, fishing and on the Internal Markets
Bill (which the UK would need to rewrite) - will be deeply unpopular with many Conservative MPs,
many of which have publicly voiced their frustration about the latest Covid-19 restrictions.

In our opinion, this does not necessarily reduce the chance of a deal being agreed (we'd
unscientifically say the probability is now at around 70%), but it does mean the end-game will
have to involve some careful political choreography. That suggests there could still be some
dramatic twists set to come. It's not over yet.

Author

James Smith
Developed Markets Economist, UK
james.smith@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

Article | 5 November 2020 3


mailto:james.smith@ing.com
https://www.ing.com

