
 

 

 

 

 
Brexit: The Economic & Market 

Impact 

 

On June 23rd, British 

citizens will vote in a 

referendum to decide if 

the UK will remain a 

member of the European 

Union (“EU”) or leave, a 

term popularly named 

“Brexit.” 

 

A telephone poll by ICM research published Monday showed 50% of respondents 
supported leaving, showing the probability of a break with the EU has recently 
increased. Given the negative consequences a vote to separate from the EU 
would have on the British economy, which represents approximately 6% of world 
equity market capitalization and 2.4% of global GDP, investors have been recently 
reducing exposure to asset classes that would be the most impacted by a leave 
vote and moving capital to perceived safe havens. As a result, equity markets, the 
euro and the pound have sold-off, while developed market government bonds, 
the dollar and the yen have seen gains. 
 

 

As background, the EU is a political and economic partnership involving 28 
European countries. It began following World War II with the idea that countries 
that trade with each other are less likely to go to war. Since then, it has grown to 
become a single market, allowing goods and people to move freely between 
member countries. Contrary to the 19 member of the EU that are also part of the 
European Monetary Union, Britain maintains its own currency, the pound, and 
central bank. 



 

 

 

 

The referendum on the Britain’s membership in the EU is a result of a promise made by Prime Minster 

David Cameron during the 2015 election in response to growing calls from those who argued that 

Britain hasn’t had a vote on its status in the EU since 1975. Those in favor of leaving tend to believe the 

UK is getting a raw deal by paying more into the EU budget than the benefits it receives in terms of 

trade, jobs, and investment. More recently, Britain has desired more control over its borders following 

the recent influx of immigrants after terrorist attacks in Paris and Brussels. Meanwhile, those that want 

to stay in the EU argue that membership makes trade with other EU countries easier and that 

immigration fuels economic growth and helps pay for public services.  

 
The most obvious fall-out of a leave vote will be in terms of trade. As a member of the EU, the UK 
enjoys free trade with the other 27 EU member countries. This single market is the UK’s largest trading 
partner, to which nearly half of exports are sent, and gives the UK access to trade agreements with 53 
outside countries. A vote to leave the EU in June would trigger a minimum two-year withdrawal 
process, making June 2018 the earliest the UK could technically exit the EU. During this withdrawal 
process, the UK and EU would renegotiate its current relationship.  
 
In addition to an impact to trade, there would be a number of other potential consequences of a 
Brexit. Initially, the uncertainty following a leave vote could cause companies to delay hiring new 
workers and limit capital expenditures, likely sparking a recession. In an attempt to quantify the costs 
of a break, the Organization for Economic Co-operation and Development (OECD) has estimated that 
the level of the UK’s GDP will be 3% lower by 2020 (£2,200 per household) and 5% lower by 2030, 
while the UK Treasury came out with numbers twice as large as these. An additional potential impact 
would be a rise in inflation, should the pound depreciate as expected. Finally, the stability of the EU 
would be questioned as a successful exit by Britain may lead to political contagion as other countries 
could consider leaving the EU as well. Already there has been a wave of skepticism towards the EU 
driven by the recent immigration crisis, which has lifted the popularity of support for anti-immigrant 
parties in Spain, Italy, France, Austria, Hungary and Poland. Within the UK, it’s speculated that Prime 
Minister David Cameron, who has been spearheading the “remain” campaign, would step down. 
 
As the probability of a leave vote has increased recently, capital markets are responding accordingly as 
there has been a clear move away from riskier assets and into safe-havens. More specifically, 
international developed market stocks have fallen nearly 4% in the past week amidst 18 consecutive 
weeks of outflows from European equity funds. Meanwhile, assets have flown into government bonds 
as Germany’s 10-year bond yield fell below zero for the first time, Japan’s 10-year bond yield hit an all-
time low of -0.16%, and the 10-year U.S. treasury yield fell to 1.60%, its lowest level since the market 
low on February 11th. At the same time, the euro and pound have sold-off, while the dollar and yen 
have seen gains. Given that markets appear to be pricing in the consensus view that there is 
approximately a 50% chance of a leave vote, its likely markets would see a continuation of recent 
trends should Britain vote to leave the EU.  



 

 

 

 

 
The impact of Brexit would have varied effects on countries and sectors. Trade disruptions would have 
a disproportionately large impact on sectors that rely on exports to the UK, such as auto/transport, 
chemical and manufacturing companies. Banks that lend to these companies would also be pressured, 
especially due to their practice of “pass porting” – a practice by which companies with a branch in the 
UK can operate through the EU. A small sub-set of companies that sell globally but manufacture goods 
locally would be beneficiaries. In terms of country’s most affected, Ireland, the Netherlands and 
Germany have large trading relationships with the UK.  
 
We continue to monitor the developments in Britain and the potential impact it may have on client 
portfolios. At this point, we believe markets are appropriately pricing the probability of each scenario. 
For this reason, we’ve maintained marginally defensive positioning consistent with our macro-
economic view that the global economy will continue its slow growth trajectory and that market 
returns will be modest and accompanied by increased volatility. To this end, we’d expect volatility to 
continue to rise in anticipation of the June 23rd vote and will continue seek opportunities that may be 
created by this uncertainty. 
 
 
 
 
 
 
 
Disclosure 
All information contained herein is for informational purposes only. This is not a solicitation to offer 

investment advice or services in any state where to do so would be unlawful. Analysis and research are 

provided for informational purposes only, not for trading or investing purposes. All opinions expressed 

are as of the date of publication and subject to change.   

 
 
 
 
 
 
 

 

 

 

 


