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Euler Hermes: UK retains top ‘AA1’ risk rating in country report






Maintains highest AA1 trade risk rating, but with negative outlook
Flags concerns that prolonged uncertainty will weigh down investment and private
consumption
Expects UK to enter recession by the end of 2016
Shrinks GDP growth forecast for the year to 1.3 per cent, down from 1.9 per cent
Suggests interim agreements between the UK and the EU may be on the cards

LONDON - 4 JULY 2016 – The UK economy retained its ‘AA1’ trade risk rating in a new post-Brexit
UK country report from Euler Hermes, the worldwide leader in trade credit insurance. The
announcement provides a confidence boost for the economy’s near term post-Brexit trade prospects
for European businesses trading with UK counterparties in the current volatile climate.
The Euler Hermes rating is calculated using a confluence of factors, including political risk, structural
business environment - which considers regulatory and legal frameworks, and macro-economic
analysis on economic structure, budgetary and monetary policy, trade balance and stability of the
banking system. AA1 is the highest rating available.
“Downside pressures on sterling, share prices and gilts could remain high in the near future - and so
will volatility and uncertainty,” said Ana Boata, European economist at Euler Hermes. “The UK has
supportive economic, fiscal and monetary policies, a healthy banking sector, and a diversified export
structure in terms of sectors. This leads us to maintain the rating for the UK as a low-risk economy for
trade, but with a negative outlook should uncertainty and economic deterioration increase during the
remainder of 2016.”
Set against this positivism are concerns about the high trade balance and current account deficits, low
productivity growth and uncertainty surrounding Brexit. Euler Hermes expects UK GDP growth to
slump to +1.3 per cent in 2016, down from its previous forecast of +1.9 per cent.
The resilient economic performance of the UK in the first two quarters of the year should be offset by
a recession in the second half, with -0.2 per cent and -0.1 per cent quarter-on-quarter growth forecast
in Q3 and Q4 respectively.
The UK real GDP growth is predicted to fall to 1 per cent in 2017 and 1.2 per cent in 2018, down from
1.8 per cent (2017) and 1.7 per cent (2018) if the country had voted to remain in the EU. British
exports could fall by £30bn by 2019 if a free trade agreement (FTA) cannot be secured with the EU,
compared to a £9bn loss with a replacement FTA in place.
Uncertainty and a loss of purchasing power following the devaluation of the pound will hold back short
term economic growth in the coming quarters, possibly tipping the UK into recession this year. The
resulting rise in import prices will likely impact companies’ profitability in the UK, particularly given the
very high goods trade balance deficit, nearly two thirds of which is with the EU, the report finds.
“The withdrawal process includes a two-year negotiation period under Article 50, beginning at the
date of the official notification. If experience is anything to go by, the time frame is ambitious, so an
interim agreement between Britain and the EU could be on the cards,” continued Boata. “For
example, when Switzerland rejected EEA membership in 1992, negotiations on bilateral
arrangements with the EU dragged on for five years. It took another three for these to come into force.
The complete trade agreement was only finalized in 2010.”
A UK exit from the EU without a FTA could lead to a sharp rise in the number of insolvencies for both
the UK and a number of its key European partners, predicts Euler Hermes. Brexit will have the most
significant impact on the Netherlands, Ireland and Belgium through their strong exports and crossinvestment positions with the UK. Across these countries, insolvency rates are forecast to rise by 2.5
per cent, 2 per cent and 1.5 per cent respectively by 2019 without a new UK FTA with the EU. France,
Germany and the U.S. would also experience a significant impact.
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Euler Hermes is the global leader in trade credit insurance and a recognized specialist in the areas of
bonding, guarantees and collections. With more than 100 years of experience, the company offers
business-to-business (B2B) clients financial services to support cash and trade receivables
management. Its proprietary intelligence network tracks and analyzes daily changes in corporate
solvency among small, medium and multinational companies active in markets representing 92% of
global GDP. Headquartered in Paris, the company is present in over 50 countries with 6,000+
employees. Euler Hermes is a subsidiary of Allianz, listed on Euronext Paris (ELE.PA) and rated AAby Standard & Poor’s and Dagong Europe. The company posted a consolidated turnover of €2.6
billion in 2015 and insured global business transactions for €890 billion in exposure at the end of
2015. Further information: www.eulerhermes.com, LinkedIn or Twitter @eulerhermes.
Cautionary note regarding forward-looking statements: The statements contained herein may include statements of future expectations and
other forward-looking statements that are based on management’s current views and assumptions and involve known and unknown risks and
uncertainties that could cause actual results, performance or events to differ materially from those expressed or implied in such statements. In
addition to statements which are forward-looking by reason of context, the words "may", "will", "should", "expects", "plans", "intends",
"anticipates", "believes", "estimates", "predicts", "potential", or "continue" and similar expressions identify forward-looking statements. Actual
results, performance or events may differ materially from those in such statements due to, without limitation, (i) general economic conditions,
including in particular economic conditions in the Euler Hermes Group’s core business and core markets, (ii) performance of financial markets,
including emerging markets, and including market volatility, liquidity and credit events (iii) the frequency and severity of insured loss events,
including from natural catastrophes and including the development of loss expenses, (iv) persistency levels, (v) the extent of credit defaults, (vi)
interest rate levels, (vii) currency exchange rates including the Euro/U.S. Dollar exchange rate, (viii) changing levels of competition, (ix) changes
in laws and regulations, including monetary convergence and the European Monetary Union, (x) changes in the policies of central banks and/or
foreign governments, (xi) the impact of acquisitions, including related integration issues, (xii) reorganization measures, and (xiii) general
competitive factors, in each case on a local, regional, national and/or global basis. Many of these factors may be more likely to occur, or more
pronounced, as a result of terrorist activities and their consequences. The company assumes no obligation to update any forward-looking
statement.

