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The publication of a draft EU-UK Withdrawal Agreement puts down on paper the
debates of the last 18 months. Its progress is far from assured, but we were also
given a glimpse of what the future might look like from the accompanying political
declaration. Here’s our take on the key points along with the latest UK data.

So long, and thanks for all the fish.  After 18 months’ negotiations, UK and EU officials
finally reached agreement on the text – all 585 pages of it – of a draft Withdrawal
Agreement.  If ratified by both sides, this dense legal document would serve as the rulebook
underpinning an orderly exit from the EU on 29 March 2019.  Alongside a c£39bn financial
settlement and guarantees for citizens’ rights to live and work unimpeded, it provides for a
21 month transition period during which the UK would remain a member of the EU in all but
name and voting rights.  Freedom of movement of goods, services, capital and people, along
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with all EU law, would continue until at least December 2020, giving businesses short-term
certainty whilst an agreement on future relations is thrashed-out. In the event that no
agreement on future relations is reached by 2020, the transition may be extended and/or a
backstop arrangement for avoiding a hard border in Ireland would establish a single UK-EU
customs territory covering all goods, with the exception of fish – binding the UK close to the
EU for years to come.

Not over yet.  To come into effect, the Withdrawal Agreement must be approved by the UK
Parliament and a majority of EU member states. The EU side looks likely to give the go-
ahead at a special European Council summit on 25th November, whilst the UK government
is expected to schedule a Parliamentary vote in mid-December. Although there are real
doubts around whether MPs will support the Withdrawal Agreement, rejection would not
make ‘no deal’ Brexit inevitable. In the event of defeat, government may well call a second
vote, hopeful that added pressure from financial markets is enough to get the Agreement
over the line. Meanwhile, MPs are likely to attempt to instruct government to request an
extension to the Article 50 period to allow a common position to emerge.

Best left unsaid.  What of a future UK-EU trade deal?  The other product of Brexit
negotiations is a political declaration outlining the framework for the future trading
relationship. It suggests that both sides are open to a deal to allow free trade in all goods,
with no tariffs and minimal customs checks.  Many, but not all, service sectors could also be
covered by a free trade agreement. But partial coverage of service sectors and
arrangements allowing either side to impose restrictions based on their own interest will
mean that market access is less complete in future. The biggest stumbling block on the road
ahead is that an agreement on frictionless trade looks possible only if the UK accepts the
need for regulatory alignment and signs-up to ‘level playing field’ provisions that would
inevitably impinge on national sovereignty over tax, competition and employment policy. Oh,
and don’t mention fisheries access, which looks set to be a bone of contention on both sides.
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Buoyant. The UK labour market continues to be rock solid but some workers are voting
with their feet. Employment is still at a record high (75.5%), unemployment close to its 40-
year low (4.1%), and vacancies stretching ever upwards at 845,000 jobs. Finally that
pressure is translating into pay growth as real earnings have been growing since April. But
change is afoot. The number of EU nationals working in the UK fell by 132,000 to 2.25
million. By contrast, non-EU nationals working in the UK increased, but only at one quarter
of that pace. With unemployment so low these flows will have a big impact on the
availability of workers today, but their effect on the UK’s future growth may be even more
significant if the trends continue.

Coming off the boil – Northern Ireland has enjoyed a buoyant labour market. The
unemployment rate plumbed an all-time-low of 3.1% in Q1 and another record number of
jobs were witnessed in Q2. But there are signs that the labour market is coming off the boil.
The number of people working in some form or other (not jobs) is falling. According to the
Labour Force Survey (LFS), employment levels peaked in Q1 at 851,000 but have fallen in
each of the last two quarters to 833,000 (-2.1%) to Q3. Meanwhile the number of
unemployed and economically inactive is on the rise with the unemployment rate hitting
4.1% in Q3. Will we see the run of record highs in job numbers come to an end in Q3? Stay
tuned, these figures are due for release next month.

Two-way. The UK inflation rate was unchanged at 2.4% y/y last month. While the core rate
(stripping out volatile items like food and energy) also held steady at 1.9% there are
diverging dynamics underneath. Food price inflation decelerated to just 0.4%y/y. This time
last year it was over 4%. On the other hand, petrol and diesel prices are up over 10%y/y.
October’s sharp sell-off in the oil price, if it sticks, should dampen that down in the coming
months.

Holding back. British shoppers held back in October, taking home 0.5% fewer goods than
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in September. Spending was still up on this time last year (by 2.2% in real terms) but the
recent performance gives the high street relatively little cheer. Online continues to grow,
now up to 18% of what we spend. Retailers will be hoping the festive season gets off to a
flying start and their Black Friday offers bring shoppers back through the doors. Expect to
see more records broken for online spend as Christmas closes in.

Ongoing recovery. Northern Ireland’s housing market has enjoyed a steady recovery since
Q2 2013. The Residential Property Price Index has increased in twenty-one of the past
twenty-two quarters. Admittedly, this recovery follows the most significant property
downturn in UK history, so context is everything. In Q3 2018, the standardised price of NI
residential property rose by 2.3% q/q, the largest quarterly increase since Q2 2016. The Q3
2018 figure of £135,060 is 4.8% higher than the corresponding period last year. That
compares favourably with most other UK regions and the UK average (+3.2%). Prices have
risen by almost 40% since the trough five-and-a-half years ago. Despite this strong sustained
rebound, prices remain 40% below their ‘freak peak’ of eleven years ago.

Building. While strong rates of house price growth are not viewed as desirable for an
economy, double-digit increases in transactions or housebuilding are. During the first three
quarters of 2018 private sector housebuilders in Northern Ireland reported a 17% y/y
increase in the number of completed dwellings. Meanwhile the number of housing starts has
increased by 12% over the same period. Private sector developers have started building
more housing units (>7,300) than at any time in the last eleven years. Increased levels of
house building are particularly important for Northern Ireland’s construction industry given
the challenges facing the wider sector. The ongoing decision paralysis with public sector
infrastructure projects is the primary source of mounting pessimism within the local
construction industry.
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