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This report by Legatus Analytics quantifies the probability of a
range of scenarios that the UK might face in the next two years
in the run-up to Brexit. It selects eight scenarios - each of which is
framed in terms of a measurable, defined outcome - to be
representative of a wider range of possible events drawn from
multiple areas, including political, economic and security-related

domains!.

The report covers each risk scenario in turn, explaining the
rationale for its inclusion and the approach taken to quantify its
probability. The probabilities for the scenarios are
straightforwardly combined into a single figure, ‘BREX, the
Brexit Risk Index. The value of BREX has no specific
interpretation by itself, but the way it changes can tell us
something about the risks facing the UK: a rising BREX suggests
greater turbulence, but if the value falls, it suggests fading
downside risks and emerging opportunities. Legatus Analytics
will be routinely updating these forecasts and tracking BREX as a
correlate of the level of risk facing the UK through to 1 July
2019. The movement of BREX over time will provide a clear and
tightly-defined metric for political, economic and social
turbulence in the challenging period ahead.
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The Brexit Risk Index , or BREX’ summarises the probabilities
of all eight scenarios in a single figure, by straightforwardly
averaging them. In isolation, the specific level of BREX is not
sufficient to inform strategy or planning?, but changes in BREX
over time can be used to chart fluctuations in the overall outlook
for Brexit-related risks. When BREX rises, this represents the
average probability of the risks represented by the scenarios
increasing - i.e. the risks facing UK becoming more salient®. A
falling BREX suggests the opposite. The value of BREX is 26.5
as of 1 November 2017 - down slightly from its first iteration of
28.5 on 1 August (due mainly to a lower probability of a ‘hard
Brexit’ by August 2019, a receding threat of UK involvement in
Syria, and more-positive recent economic growth figures).
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THE SCENARIOS

Each of the following eight scenarios has been chosen to
represent a family of possible future worlds for the UK through
to 1 July 2019. The significance of this date is that it covers the
period of Brexit negotiations through to 29 March 2019 - at
which point, according to the two-year timeframe of Article 50,
the UK leaves the EU - and three months beyond. Because the
scenarios are not mutually-exclusive, it is possible that several of
them, or none of them, actually occur within this timeframe.
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1 UK and the EU
Factor: EU Unity

Representative Scenario: “No other country (besides the UK)
has declared Article 50 in order to leave the EU by 1 July 2019.”

Probability: 95%

This scenario was chosen to represent continuing unity on the
part of the EU. This is not, by itself, a ‘risk’, but in terms of the
UK’s outcomes from Brexit negotiations, EU unity strengthens
the EU’s relative bargaining position and decreases their
willingness to compromise.

From a baseline probability of 1% annually for any country
declaring Article 50, Legatus Analytics looked at each member
country in terms of viable political opposition to the EU, popular
support for EU membership, and upcoming parliamentary or
presidential elections. Taking these factors into consideration,
our overall probability for another country declaring Article 50
before 1 July 2019 is 2%, with Austria, Finland, Hungary, Italy
and Sweden being the prime contenders, albeit with very low
probabilities. During the timeframe in question, the probability
of an Article 50 Declaration is further dampened by
governments waiting to see how Brexit unfolds. However, this
figure understates the probability of an Article SO declaration as
an unintended political consequence (the UK’s exit, for example,
was not intended by any of its political leadership). Although
this is hard to quantify, given the number of countries in the EU,
and the relative prevalence of political decision errors (with the
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Article 50 Risk

More than 0.5% before 1 July 2019
Between 0.1% and 0.5% before 1 July 2019

Lower than 0.1% before 1 July 2019
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risk being higher at present due to increased political
polarisation), we have placed an additional 3% probability over
the two-year period.

Nevertheless, it is worth saying that there are a range of scenarios
that would represent a loosening of EU unity, while falling short
of an Article 50 declaration. These possibilities include a Greek
exit from the Eurozone, exits from Schengen, or suspension of
certain membership rights for states perceived to be overly
authoritarian or corrupt. Another risk to EU unity in the longer
term is ‘differentiated disintegration’: a significant disparity in
the speeds with which its members continue to integrate
politically or economically. But in the forecast timeframe, the
chances of another Article 50 declaration are very low.

o
o]
(o]
(o]
o]




2 UK and the EU

Factor: Brexit Negotiations

Representative Scenario: “The UK is not a member of the EU
Customs Union or Single Market on 1 July 2019.”

Probability: 22%

This scenario represents the extent to which the UK’s transition
outside the EU will be relatively disruptive in terms of its
continuing membership of existing trading frameworks.

In theory, the UK is supposed to leave the EU within two years
of declaring Article 50 - i.e. by 29 March 2019. But what does
this mean? Any successful Brexit deal will be made up of three
deals: the terms over the UK's exit, a transition deal and
establishing a new relationship. This reflects the three stages of
the sequenced negotiations unfolding in Brussels. Agreeing to all
three will be extremely complex, with a large number of
bargaining dimensions that need to be resolved. The exit deal
will be the first big hurdle and relates to the UK’s payment for
existing commitments, pensions for UK staff in EU institutions,

the fate of UK and EU citizens in the EU and UK. The
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