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Article Brexit: Four scenarios for trade talks and UK markets 
We still narrowly expect the UK and EU to sign a free-trade agreement 
this year, albeit a basic one. But the chances of an extension to the 
transition period beyond 2020, which could have given businesses more 
time to prepare, looks unlikely. Expect some initial disruption to supply 
chains at the start of 2021 as Britain formally leaves the single market 
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Four scenarios for UK-EU talks 
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Base case: Transition period not extended, but free-trade 
agreement signed this year 

Time was already looking tight for a UK-EU free-trade agreement to be signed this year, 
and the coronavirus health pandemic has only added further strain. But while an extension 
to the post-Brexit transition period could offer negotiators and businesses more breathing 
space, it’s looking unlikely. Both sides have until the end of June to agree with such a delay, 
but the UK is adamant it won’t ask for extra time.  

One way or another, that means the way the UK trades with Europe will change 
dramatically at the start of 2021. A trade deal could still feasibly be struck, albeit one that 
is pretty basic. And with scope for compromise in some areas - notably fishing - we’re still 
narrowly inclined to say an agreement will be signed. The conclusion of the withdrawal 
agreement agreed last October showed how movement can come late in the day.  

The prospect of initial disruption to supply chains, owing to possible 
delays at ports, suggests the UK is at a higher risk of slipping into a 
so-called ‘W shape’ recovery, whereby growth is hit for a second 
time at the start of 2021  

Perhaps that will prove to be optimistic, but ultimately for the economy, it matters fairly 
little. With or without a deal, the UK is leaving the single market, adding an array of new 
barriers for services. Meanwhile, even with zero tariffs, goods producers will still have to 
contend with plenty of new paperwork to prove where the product was made - rules of 
origin.  

The prospect of initial disruption to supply chains, owing to possible delays at ports, suggests 
the UK is at a higher risk of slipping into a so-called ‘W shape’ recovery, whereby growth is hit 
for a second time at the start of 2021. With businesses unlikely to have the capacity to fully 
prepare for the changes amidst the current disruption, all of this potentially could further slow 
the recovery in investment and hiring from the Covid-19 shock. 

 

 

No transition extension and no trade deal agreed this year 
If negotiations break down, it’s likely to be over state aid. Brussels wants the UK to maintain some 
alignment on EU state aid rules in exchange for tariff-free access to the European market. Britain 
wants full-scope to support industries in the post-virus recovery. There’s also reportedly a view in 
Westminster that the costs of 'no deal' have already been registered over recent weeks, and that 
the economic damage would be hidden by the wider Covid-19 shock. Economically, 'no trade deal’ 
doesn’t look substantially different from the scenario above, given that both would see a 
substantial decrease in market access. Tariffs will raise additional costs in some specific industries 
but for the bulk of goods, the real costs come from customs clearance and the potential delays, 
which also exist under a free-trade agreement. Politically though, there are some differences. A 
broad free-trade deal could be coupled with unilateral measures to cushion the blow at the start 
of 2021. That’s unlikely to happen if talks break down and an agreement isn’t reached. In the 
longer term, trading on WTO terms is unlikely to prove sustainable, but starting from a point of 
political tension makes it tricky for both sides to return to the table, either for trade or wider 
cooperation. 
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Both sides agree this month to extend transition by 6-9 months 
It’s looking less and less likely by the day, but there’s still time for both sides to agree to an 
extension of the transition period. That would give businesses more time to prepare for the 
forthcoming changes, and if an extension were to be agreed, that might be how Boris Johnson 
frames the decision. To be clear though, this is only postponing the inevitable economic hit. But 
crucially it would reduce the risk of disruption coinciding with another outbreak of Covid-19 over 
the winter. 

 
Transition not extended this month, but with a deal in sight, both sides 
agree to a delay later on 
This is undoubtedly a wildcard scenario - one that currently looks fairly unlikely. Most EU lawyers 
are adamant that once June deadline has passed, the opportunity to end the transition period is 
gone. But with the UK set to opt against an extension this month, there’s an emerging debate on 
whether the situation could be fudged later in the autumn if a deal appears to be in sight. The 
Institute for Government has recently looked into this, and their conclusion is that the decision to 
extend the transition period would require a whole new agreement, that would be both time- 
consuming and legally complex to agree. That’s unlikely to be practical given the time available, 
even if the political will exists. So as we said above, probably the best outcome we can expect is a 
collection of unilateral actions designed to help firms adjust initially. Financial services equivalence 
is a good example, but clearly none of these measures will replicate the current level of access. 
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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 NV 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. The producing legal 

entity 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 subject to limited regulation by the 

Financial Conduct Authority (FCA). ING Bank N.V., London branch is registered in England 

(Registration number BR000341) 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. 
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