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Brexit risk rises as UK business activity shrinks
BoE foresees ‘less severe’ impact of no-deal Brexit
LONDON: British business activity shrank in August,
slammed by weakness in the key construction, manufac-
turing and services sectors, as the economy suffers from
Brexit turmoil, a key survey showed yesterday. The pur-
chasing managers’ index (PMI) for all UK sectors dropped
to 49.7 from 50.3 in July, according to IHS Markit, which
compiles the data. A figure below 50 indicates contraction.

“The PMI surveys are so far indicating a 0.1-percent
contraction of GDP in the third quarter,” which would
mean Britain had fallen into recession, noted Chris
Williamson, chief business economist at IHS Markit.
Britain’s economy unexpectedly shrank in the second
quarter of the year.

The official definition of recession is two quarters of
economic contraction in a row. “Companies have grown
increasingly gloomy about the outlook due to the political
situation and uncertainty surrounding Brexit, adding to
downside risks in coming months,” Williamson added. 

Meanwhile, the Bank of England believes the impact
of a no-deal Brexit on the UK economy is “less severe”
than previously thought owing to better preparedness,
governor Mark Carney said yesterday. In a letter to the
chair of a cross-panel committee of British MPs, BoE
governor Mark Carney said “improvements in prepared-
ness mean that the appropriate set of assumptions to
underpin a worst case scenario would now be less severe
than those used in the disorderly scenario published in
November”.  Rather than a a gross domestic product
shortfall of 8.0 percent, a no-deal Brexit would now
result in “an initial peak-to-trough decline in GDP of 5.5
percent”, Carney said.

Unemployment would meanwhile surge to 7.0 percent
rather than 7.5 percent, up from a current 45-year low of

3.8 percent. Inflation would still soar to 5.25 percent, but
that is substantially less than a previous estimate of 6.5
percent. Carney’s update comes after Prime Minister Boris
Johnson yesterday proposed holding a general election on
October 15 should lawmakers force him to seek a three-
month Brexit extension from Brussels rather than carrying
out a no-deal exit on October 31.

Austerity ending
Britain’s finance minister announced yesterday that the

crisis-torn country was ending a decade of austerity and
focusing on investing in growth despite the economic
uncertainties of Brexit.

“We can now afford to turn the page on austerity and
move forward from a decade of recovery to a decade of
renewal,” Sajid Javid told parliament as he announced his
spending plan for the next year. “We can now afford to
spend more on vital public services,” he said. Javid said he
intends to raise government spending by £13.8 billion
($16.8 billion, 15.3 billion euros) on health and education
as well as putting more police on the streets. “Even with
the extra spending, we are still meeting the current fiscal
rules,” he said.

“While our biggest challenge a decade ago was getting
the deficit down, our biggest challenge today is getting
our long-term economic growth back to where it was.”
Britain and most other major economies plunged into an
extended economic crisis 12 years ago.

The country was headed at the time by the “New
Labor” government of Gordon Brown. The
Conservative-led governments that have headed Britain
since 2010 responded to the crisis by keeping to strict
budget rules that slashed public spending. It has since

enjoyed a period of slow but steady growth now
increasingly threatened by Brexit.

The economy unexpectedly shrank again in the second
quarter on investor worries over the prospects of Britain
crashing out of the EU without an agreement with Brussels
on October 31. 

Exports to drop
Britain could lose at least $16 billion annually on

exports to the European Union if it leaves without a deal
and possibly billions more on trade beyond the bloc, UN
economists said Tuesday. In a fresh report, the UN
Conference on Trade and Development (UNCTAD) found
that “a loss of preferences in the EU market consequent to
a no-deal Brexit will result in UK export losses of at least
$16 billion” (14.6 billion euros), representing seven percent
of its overall exports to the bloc.

The economists said “this is a conservative estimate,”
since it only takes into account the raising of tariffs from
the current zero percent that Britain pays on exports
within the EU. “In reality, the losses would be much
greater because of non-tariff measures, border controls
and disruption of existing UK-EU production networks,”
they warned.

The UNCTAD economists said Britain’s total mer-
chandise exports last year stood at around $450 billion,
and that its exports to other EU countries accounted for
about half of that amount. The report was released as
British Prime Minister Boris Johnson lost his working
majority in parliament ahead of a showdown with rebel
MPs over fears he is steering the country towards a no-
deal Brexit next month, which could lead to a snap elec-
tion within weeks. — Agencies

LONDON: In this file photo, robotic arms work on the bodyshells of Mini cars as they pass along a section of automated production line at the BMW Mini car production plant in Oxford, west of London. — AFP

India auto sector 
sheds 350,000 
jobs in 2019
MANESAR, India: The narrow lanes in Aliyar and Kasan
villages in Manesar, an automotive manufacturing hub
on New Delhi’s southern outskirts, would usually be
packed on Sundays with migrant workers employed at
the nearby plants enjoying their day off, but not any-
more. These are hard times for an area dependent on the
fortunes of companies like Maruti Suzuki, the carmaker
with the largest market share in India, and motorbike
maker Honda Motor Co’s local unit. The auto and com-

ponent makers in and around Manesar, have shed thou-
sands of jobs.

Nationwide, according to industry estimates,
automakers, component manufacturers and dealers have
laid off about 350,000 workers since the start of the
year, in response to plunging car sales. Figures for
August, like July, are expected to show a drop of more
than 30 percent, making a 10th straight month of
decline. As the crisis in the sector bites harder small
businesses in the towns and villages around Manesar,
home to one of the three plants where Maruti Suzuki
cars are made, have seen a falloff in trade.

“There are already fewer workers in the village and
those who still have jobs are either not getting paid for
working overtime or are not spending as much out of
fear they may lose work and need the money,” said gro-
cer Rahul Jain, his shelves stacked with toothpaste and

soaps from fast-moving consumer goods companies like
Hindustan Unilever, Colgate-Palmolive and Dabur India.
Even sales of products like cooking oil and flour have
fallen. On the lower rungs of the service sector, barbers
and tea stall owners said they had fewer customers.
Shoe seller Subhay Singh, in Manesar’s Aliyar village,
has days when he doesn’t make a single sale.

“My monthly earnings have halved,” said Singh, who
a year ago made an average 8,000 rupees a day. “I don’t
know what’s happening.” In the United States there was
an old adage: “When General Motors sneezes, the Wall
Street catches a cold.”

In India, the impact goes well beyond the stock mar-
ket. India’s automotive industry is the fourth largest in
the world, employing more than 35 million people,
directly and indirectly, and accounting for nearly half of
India’s manufacturing output. — Reuters

Lebanese fiscal 
reforms to rein 
in public debt,
says Al-Hariri
BEIRUT: Lebanese Prime Minister Saad Al-Hariri
said his government would aim to cut the budget
deficit to 7 percent of GDP next year as part of
reforms to bring public finances under control and
rein in public debt. Lebanon also plans to keep the
local currency peg to the dollar which was crucial to
move ahead with long-stalled reforms, Hariri told
CNBC in an interview.

Lebanon faces another credit rating downgrade
and a potential test of its currency peg if the deple-
tion of its limited foreign exchange reserves acceler-
ates, S&P Global warned yesterday. Hariri said the
challenge was to prevent a further deterioration in
Lebanon’s public debt burden, which is one of the
heaviest in the world at around 150 percent of GDP.
“Our strategy is to stabilize the problem that we
have. Most important thing is not to deteriorate
more, right?” he said. With Lebanon suffering from
years of low economic growth, long-stalled reforms
are seen as more pressing than ever to put the state
finances on a sustainable path.

On Monday, Lebanon declared a “state of eco-
nomic emergency”, with Hariri saying the govern-
ment would take emergency measures to speed
up economic reforms to help overcome a worsen-
ing crisis.

Hariri said after a gathering of senior politicians
and ministers that accelerating reforms would
avoid a scenario similar to Greece, which fell into a
debt crisis nine years ago and had to adopt tough
austerity measures under tight supervision by for-
eign creditors. Economists and politicians say the
big budget deficits over the years have been rooted
in waste, corruption, and sectarian politics. “So
what we are doing is, fixing our debt to GDP, our
deficit and the budget to 7.6 percent this year, we
want to go down to 7 percent next year, or maybe a
little bit less,” he said in the interview aired on
Wednesday.— Reuters


