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On 23 June 2016 British voters will be asked a question which, at face value, appears to be a simple, binary choice: 

“Should the United Kingdom remain a member of the European 
Union or leave the European Union?”
However, in reality there is a wide range of potential outcomes if voters choose to leave the European Union (EU). The nature of 
the future relationship would depend on the outcome of post-referendum negotiations, and whether some form of preferential 
relationship can be agreed upon. From an equity investor’s perspective, there are many considerations. Polls currently suggest the 
outcome is too close to call, especially with a large proportion of voters still undecided. Until the referendum date, swings in the 
polls are likely to result in volatility in financial markets. 

If Britain chooses to remain part of the EU, the status quo will largely be maintained. We can expect to see a reversal of the uncer-
tainty which has affected financial markets in recent months: sterling is likely to strengthen, volatility ease, and share prices in some 
stocks and sectors to rebound. 

However, if voters reject Britain’s EU membership then the consequences are much less certain. The wheels will be set in motion 
for a two-year period during which the United Kingdom will attempt to forge a new relationship with the EU. Free trade is impor-
tant to both sides, but maintaining access to the Single Market while also resolving sensitive issues such as immigration may be 
difficult. It is doubtful that all EU-related costs would evaporate overnight: both Norway and Switzerland make considerable con-
tributions to the EU budget. There is little incentive for the EU to be generous in these negotiations, as this would risk encouraging 
populist parties elsewhere in Europe to make similar bids to leave the union. Uncertainty could persist for a very long time, and the 
consequences on sentiment could be significant. 

In the following pages we will explore the issues around “Brexit,” looking at the key issues which will feature in the campaigns for 
each side and which could move both the polls and the outcome itself. We will also examine the political and economic implica-
tions, not just for the United Kingdom, but for the EU as a whole. 

Whatever the outcome, we believe there will be interesting investment opportunities over the coming months—and perhaps 
years—as markets react to events as they unfold. As bottom-up investors we are focused on identifying companies which can thrive 
in all sorts of market conditions, and we believe that politics (and indeed politicians) often have far less impact on medium- to 
long-term company earnings than short-term market movements might suggest. 

Two Sides of the Debate
The arguments for staying or leaving focus on five key areas: 

1. Trade
Access to the Single Market provides the United Kingdom with tariff-free access to the European market, representing an addi-
tional 440 million customers.1 Europe is the United Kingdom’s main trading partner, and takes in 47% of its annual exports, 
totalling over £220 billion and almost 13% of GDP. The flow the other way is still significant, but much smaller, with the United 
Kingdom accounting for 15% of Europe’s exports which is 4% of GDP. Currently the United Kingdom is also a party to bilateral 
trade agreements with non-EU states which have been negotiated collectively.2

Those campaigning to leave argue that the United Kingdom would be able to retain access to the Single Market, as this outcome 
would be in the best interests of all parties, and that the United Kingdom would benefit from the freedom to negotiate its own 
trade agreements with other countries. 
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The pro-EU perspective holds that there are no guarantees the United Kingdom would still have full access to the Single Market. Norway and 
Switzerland must comply with EU product rules under their trade arrangements, but do not have any influence over those rules. They also 
believe that the United Kingdom is in a stronger position to negotiate bilateral agreements as part of the EU than alone, and is more attractive 
to international businesses. 

2. Investment 
Foreign direct investment (FDI) in the United Kingdom has increased 
significantly since 1993, with FDI from the EU accounting for a sub-
stantial proportion of this, rising from 30% to 50%.3 Capital flows 
are important for financing the United Kingdom’s current account 
deficit, currently more than 5% of GDP4 (Exhibit 1). The uncer-
tainty around Brexit and the nature of the future relationship with 
the remainder of the EU is likely to cause uncertainty for investors, 
and risks a reduction in capital flow into the United Kingdom. 

If the United Kingdom leaves the EU, FDI is likely to fall, and this 
is a key concern of the Remain campaign, particularly as around half 
of FDI stock in the United Kingdom originates from the EU. Their 
concern is that much of the United Kingdom’s attractiveness from 
an investment perspective is that it provides a gateway to the Single 
Market, with a large pool of both workers and customers. Leaving the 
EU may leave the United Kingdom vulnerable to corporate reloca-
tions, particularly in financial services, but also in other sectors that 
have a large share of exports and that rely on Single Market access. 

The Leave campaign argues that the United Kingdom is attractive as a destination for foreign investment for a number of reasons, and not 
solely because of its EU membership. They believe that well-developed legal systems and financial markets, flexible labour markets, and political 
stability will mean the United Kingdom remains attractive for foreign investors. They point out that the flows of FDI from the EU are decreas-
ing in importance. 

3. Immigration
Immigration is always a highly emotive issue for voters, and the topic is frequently cited as the most important issue facing the EU. More 
recently, Europe’s refugee crisis and fears over terrorist attacks have exacerbated the issue. Freedom of movement for workers is a core principle 
entitling EU nationals to equal treatment in terms of access to employment, working conditions, and taxation. The inability to restrict the 
human inflow from EU countries makes it challenging for the UK government to control the overall level of net migration, which has remained 
consistently higher than the Conservative government’s self-imposed targets. 

Approximately 3 million EU migrants live in the United Kingdom, while 1.2 million British migrants live in another EU state.5 There are also 
around 1 million Britons who live in the EU for only part of the year. The consequences of a Brexit scenario for these 5.2 million individuals 
are unclear. It was a central point in the government’s EU agreement renegotiation (in February 2016), and a concession has been agreed which 
(if implemented) would enable the government to prevent EU nationals from receiving in-work benefits until they have worked in the United 
Kingdom for four years; however, this “handbrake” is not permanent. 

The Leave campaign believes that EU migration deprives lower-skilled British workers of jobs, puts pressure on services such as housing and 
the National Health Service, causes social problems, and results in “benefit tourism” with the welfare system attracting migrants. However, it 
should be noted there is little clear evidence to support these claims. 

For the Remain supporters, there are economic benefits for businesses to have freedom of movement, as it addresses skills shortages and makes 
the UK economy more competitive. They argue that the United Kingdom would lose skilled as well as unskilled immigrants, and studies show 
that EU migrants are in fact net contributors to UK public finances.6 There is also the possibility that freedom of movement is a precondition 
of any future relationship the United Kingdom has with the EU; this is the case for both Norway and Switzerland, and such precedents may 
thwart any attempt for the United Kingdom to be treated differently. 

A related issue is the Schengen agreement, which essentially creates a borderless area across 26 European countries. The Schengen treaties 
originally operated independently from the EU, but have now been enshrined into European law and new EU members are obliged to join the 
Schengen Area. The United Kingdom has an opt-out clause (as does Ireland), but were it to leave the EU and subsequently attempt to re-join at 
a later date it would probably lose this exemption. 

The arrangement has increasingly come under scrutiny following terrorist attacks in Paris and Brussels and because of the influx of refugees 
from the ongoing migrant crisis. The open borders created a pathway from Greece to the rest of Europe and, as a result, many Schengen Area 
states have now re-imposed temporary border controls and built controversial fences to impede the movement of illegal migrants. 

Schengen rules allow individual states to reinstate border controls, but there are time limits depending on the circumstances, with two years 
being the maximum under “exceptional circumstances.” It is conceivable that events which are unfolding in Europe might result in members 
seeking renegotiation of the treaty or, in more extreme circumstances, the Schengen Area may break down entirely. 

Exhibit 1
Current Account Deficit Is Now 5% of GDP
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In addition to allowing the flow of people through most of Europe, there are other important benefits of Schengen which could come under 
threat if the arrangement breaks down. These include common visa arrangements for external countries (so visitors are only required one visa 
for the area as a whole), law enforcement across borders, and crucially the Schengen Information System, which allows sharing of information 
relating to wanted or undesirable people, for example. 

4. Sovereignty
The impact of the EU on British sovereignty is another emotive issue for many voters, with the perception that what started out as an economic 
union has become an influential political force. From the perspective of the Leave campaign, Brussels’ reach has increased to the point that 
too much power has been relinquished to European institutions and national interests have become a secondary consideration. In the words 
of Cabinet Minister Michael Gove, the most senior member of government to join the Leave campaign, membership with the EU means that 
“laws which govern citizens in this country are decided by politicians from other nations who we never elected and can’t throw out.”7 Areas 
regularly highlighted by pro-Brexit campaigners as having too much EU influence include human rights laws, which they argue prevent crimi-
nals from being removed from the United Kingdom, as well as agricultural and environmental laws which are viewed as being overly punitive 
from an economic perspective.

The Remain camp believes that these claims over loss of sovereignty are exaggerated. In fact, in some areas it can be argued that Brexit could 
lead to a worse situation, as any new trade agreement would probably oblige the United Kingdom to comply with Single Market regulations, 
but without any influence over the nature of those regulations. As former Europe spokesman for the Norwegian Conservative Party, Nikolai 
Astrup said, “If you want to run Europe, you must be in Europe. If you want to be run by Europe, feel free to join Norway in the European 
Economic Area.”8

Uncertainty could also come from the future of workers’ rights which are protected by the EU, including maternity and parental leave, protec-
tion from discrimination, working time directives, and paid holiday leave. While post-Brexit deregulation could be good for business in some 
ways, there are areas where anticompetitive practices, such as restraints of trade, could resurface. 

5. Budget 
The United Kingdom’s contribution to the EU budget could potentially be saved upon Brexit. Britain is one of the ten member states that 
contributes more to the budget than they receive back—notably France and Germany contribute more. According to the Treasury, in 2014/15 
the net contribution was £8.8 billion, while the National Audit Office (which takes into account research payments to private companies and 
universities, and uses the EU’s financial year) states that the contribution was £5.7 billion in 2014. 

However, it should be noted that Norway and Switzerland both contribute to the EU budget (which for Norway amounts to 90% of the 
United Kingdom’s current payment per capita),9 and the United Kingdom’s financial commitments are unlikely to disappear if Single Market 
access is retained. 

While the sums may sound large in absolute terms, they represent just 0.5% of national income.10 The Office for Budget Responsibility (OBR) 
estimated that weaker economic performance as a result of Brexit would more than outweigh these savings. 

Without access to the Single Market, trade tariffs would negate some of the savings from EU fiscal contributions. Although there is also a per-
ception that the costs of benefit tourism, as mentioned earlier, would be eliminated, studies show that EU migrants are typically younger and 
net contributors to the UK budget, paying far more in taxes than they take out in benefits. 

What Do the Polls Say? 
At the time of writing, most polls suggest that voters will opt to “Remain,” but only by a narrow margin. With a large proportion of voters still 
undecided (as many as one in five, depending on the poll11) there is a significant swing factor and therefore it seems too close to call. But can 
we trust the polls? During the weeks leading up to both the 2014 Scottish referendum and the 2015 UK general election, polling organisations 
reported very close margins which ultimately proved wildly inaccurate and both elections were decided by large majorities. Whether or not they 
are credible, movements in polls are likely to result in market volatility between now and June 23. 

Another means of understanding the likelihood of outcomes is the implied probability based on betting market odds (Exhibit 2), which were 
more accurate than polling organisations for the Scottish Referendum and the UK general election. These suggest a roughly 30% chance of 
Britain voting to leave the EU, with the probability having declined from a peak of 40% in November. 

The referendum itself has no minimum turnout, and will be decided by a simple majority. The exact question put to voters will be: Should the 
United Kingdom remain a member of the European Union or leave the European Union? Voter lethargy may be greater than expected; those 
with strong views on either side tend to be more visible, which may mask a more indifferent public at large. The general election in 2015 had 
the largest turnout since 1997 (for a general election), at 66.1%, but the Scottish referendum in 2014 had the highest turnout ever recorded for 
an election or referendum in the United Kingdom since universal suffrage was introduced, at 84.6%.

Whether the large cohort of undecided voters will make their mind up by June 23 will be critical to the outcome. Some argue that undecided 
voters in similar situations tend to ultimately be resistant to change and opt to retain the status quo. However, between the time of writing and 
June there are many events which could sway the vote, including an escalation in the migrant crisis, terrorist attacks (such as in Brussels), or 
economic deterioration in Europe. 
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Agreeing to the deal with EU leaders during February meant the referendum could be held in June rather than later in 2016, and holding the 
vote sooner has lowered the risk that surprise events over the summer could sway voters towards the Leave camp. However, the Leave campaign 
has garnered support from key Conservatives, such as cabinet ministers and London Mayor Boris Johnson, since the details of Britain’s deal 
was announced. 

What Happens after 23 June 2016? 
If voters choose “Remain a member of the European Union”
If voters opt to remain in the EU, the status quo is maintained subject to the change in terms renegotiated at the EU summit during February. 
Immediately following the referendum, we would expect sterling to strengthen and volatility to ease. 

The Scottish referendum in 2014 provides us with some guidance to the aftermath. Following the “Yes” vote to stay part of the United 
Kingdom, we saw a rebound in the relative performance of those companies with significant Scottish exposure. Similarly we would expect to 
see those stocks and sectors which have been under pressure on Brexit fears (such as housebuilders) to see some relative improvement to reflect 
the reduced risks to their business. The removal of uncertainty and increased business and consumer confidence would be expected to cause risk 
appetites to increase across both the United Kingdom and Europe, accompanied by a rally in UK and European equity markets. However, this 
will depend on the expectations which have been priced in ahead of the referendum and how the market interprets the events and polls between 
now and then. 

A vote of confidence in the EU is also likely to be interpreted as a vote of confidence in David Cameron in his role as Prime Minister and 
strengthen his position. 

If voters choose “Leave the European Union,” aka Brexit
The process will begin with an Act of Parliament to repeal the 1972 European Communities Act, which is the United Kingdom’s own decision 
and requires no action from other states. From the EU’s perspective Article 50 of the Lisbon Treaty sets out the official process for a member 
leaving, though these are guidelines rather than a prescriptive series of actions. 

Once the wheels are set in motion, both parties have two years during which to negotiate an exit, and during this time the United Kingdom is 
still bound by EU law, but no longer has any input into EU matters. This process can be shorter than two years if agreement is reached sooner, 
but many deem this unlikely given the complexity of untangling decades of financial and legal relationships. The process may also be extended 
if unanimously agreed to by all states. 

This period of negotiation is likely to be characterised by further uncertainty, and may pose the greatest risks to the economy. Indeed the 
negotiation itself has potential to be fraught, “like negotiating a divorce and a new marriage with the same partner at the same time.”12 There is 
little incentive for the EU to make generous concessions to the United Kingdom, as the decision to leave is likely to be viewed as a “hostile and 
destabilising act.”13 A smooth departure for the United Kingdom would encourage populist parties in other European nations to make similar 
bids to exit the union. 

Only once this process is complete can the United Kingdom begin the process of negotiating its own bilateral trade agreements with other 
countries. There are currently 53 such agreements between the EU and other countries, and more in progress. Replacing these could be a sig-
nificant challenge, given the time-consuming nature of trade talks and the fact that the United Kingdom has little recent experience of trade 
negotiations on its own behalf. For example, the EU’s agreement with Canada took seven years to complete. 

Exhibit 2
The Likelihood of a “Leave” Vote Win
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The United Kingdom could, in the future, apply to re-join the EU, but it would do so as a new member and many of its current exemptions 
and special arrangements may well be lost. We also cannot expect this to be a quick process, given it took twelve years to join in the first place. 

Economic Implications
The economic impacts of Brexit are significant not just for the United Kingdom and Europe, but for the global economy. A Bank of America 
Merrill Lynch survey in March showed that “13% of global investors see Brexit as the biggest tail risk for global markets,” growing from 8% a 
month earlier, and these concerns seem likely to grow as the referendum date grows nearer.14 

While the referendum question presents a binary choice, the range of outcomes in the event of a vote to leave is nowhere near that simple. If 
voters opt out of the EU in June, it will set in motion a two-year negotiation to reshape Britain’s relationship with the rest of Europe—although 
the degree of change depends on what happens during the two-year negotiation. At one end of the scale, Britain could retain Single Market 
access through membership of the European Economic Area (EEA) which is similar to an arrangement of Norway’s, or follow the Swiss model of 
bilateral trade agreements which is slightly further removed from the status quo. At the other end of the scale would a be a full-EU and Single 
Market exit, in which case WTO trading rules would apply and this would have the greatest negative impact from an economic standpoint. 
There are also many other scenarios between these ends of the scale, such as Customs Union membership and a new bilateral trade agreement. 

Economic Growth 
From an economic growth standpoint, the immediate fear is that the uncertainty created from Brexit will cause activity to stall. Businesses may 
delay investment and employment decisions and households may delay large purchases. 

The consensus view among economists is that Brexit would be negative for UK growth in the near term, as business investment decisions are 
postponed with consequences for employment and consumer confidence. A Financial Times survey of more than 100 economists found that, 
under a Brexit scenario, 67% expected to revise their one-year growth forecasts lower and none thought they would revise them higher. Over 
the medium term, 76% said they would lower their forecast and just 8% said they would revise them higher.15 

The most important question is undoubtedly whether the United Kingdom can retain access to the Single Market. Some argue that if the “hard 
exit” scenario comes to pass then it becomes difficult to see how Brexit could have a positive impact on GDP in the short to medium term. 
However, others hold the view that a free floating exchange rate fall will counteract the negative effects. 

Longer-term impacts are much harder to determine, given the number of variables which influence growth. As time progresses, more normal 
patterns are likely to resume, but slower population growth, reduced investment, and impediments to free trade would all have some degree of 
negative impact on the UK economy. However, as with so much of the issues here, we have no way of knowing how different each of these fac-
tors will be from the status quo until after negotiations are completed. 

Financial Services Industry
The impact on the financial services industry warrants particular discussion, given its importance to the British economy. The United Kingdom 
has a trade surplus in financial services of £16.6 billion (out of a total surplus in services of £17.1 billion)16 and 40% of financial services are 
exported to the EU.17 

The EU’s “passporting” system allows financial services businesses to operate in other member states without setting up a local branch. If the 
United Kingdom loses the ability to provide cross-border financial services, the industry may be faced with significant additional costs such 
as establishing local branches in European centres, maintaining local capital, and compliance costs of seeking approval from multiple local 
regulators. 

If the United Kingdom joins the European Economic Area (like Norway), it could retain access to the passporting system, but would have less 
influence over regulations affecting financial services, as only EU members have the right to vote and veto. The United Kingdom’s position 
would move from that of law maker to law taker in terms of EU rules, but would have more control over its own regulations. 

London’s status as a global financial centre and gateway to the EU may be diminished if it is no longer part of the passporting system. The pool 
of human talent which is so important to this industry may prove to be quite mobile, and it may become more difficult to attract these indi-
viduals to London, resulting in labour supply issues. 

It should be remembered, however, that London was a global financial centre before EU existed, and Single Market access is not its only attrac-
tion for the industry.

Sterling, Inflation, and Monetary Policy
A sharp depreciation in the sterling can be expected following a vote for Brexit, and this has already been seen to some extent in its performance 
against both the euro and the US dollar following the announcement of the referendum date. During February, sterling reached lows against 
the US dollar which have been seen only twice in the past 30 years (Exhibit 3). Weakness in sterling would initially drive inflation higher, due 
to the increased costs of imports; however it could improve the United Kingdom’s trade balance and increase demands for exported goods, 
albeit purely for price-based reasons. 

The Bank of England has kept the Official Bank Rate at its record-low of 0.5% since March 2009, and expectations for the first tightening have 
been delayed many times. The policy response to Brexit is somewhat conflicted, as the Monetary Policy Committee will be contending with the 
conflicting circumstances of higher inflation and lower growth; on balance it seems to be the consensus view that they would be more likely to 
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ease rates towards zero. This would, in turn, put further downward 
pressure on sterling. 

Equity Market Impact18 
From an equity investor’s perspective, there are many considerations 
and there will be both winners and losers from a Brexit scenario, 
whatever shape it ultimately takes. Equity markets do not generally 
relish periods of uncertainty, and if the United Kingdom votes to 
sever ties with Europe there will be plenty of that to contend with 
during the two-year negotiation period. However, volatility also 
leads to opportunity, as prices frequently overreact to short-term 
news flow. Some specific areas where we believe there would be 
divergent performance are detailed next. 

Overseas versus Domestic Earnings

Weaker sterling would make UK-listed companies with significant 
overseas earnings more attractive than those with predominantly 
domestic businesses. Such businesses are also less reliant on UK 
growth, which could be impeded in the event of Brexit. 

Defensive versus Cyclical

Under a slower pace of growth, defensive sectors could outperform those with more cyclical exposure, particularly amongst those defensive 
stocks with less exposure to the United Kingdom. 

Large-Caps versus Small- and Mid-Caps

UK-listed large caps, as represented by the FTSE 100 Index, derive just 21% of revenues from within the United Kingdom (according to data 
from Thomson Reuters and Credit Suisse). This suggests that these larger companies would outperform small- and mid-cap companies, which 
tend to be much more domestically exposed and therefore more vulnerable to any weakness in UK growth. 

Scottish Exposure

Ahead of the 2014 Scottish referendum, those companies with Scottish exposure underperformed, particularly amongst financial services. 
Given the possibility of a renewed campaign for Scottish independence following Brexit, we would expect Scottish businesses to underperform 
once again during a period of uncertainty. 

Sector Considerations

Most companies would be affected in some way by Brexit, but there are some sectors with particular exposures to consider: 

• Financial services: Regulatory uncertainty is a significant risk to financial services. The sector is likely to see some relocation of operations to 
European centres such as Dublin, Frankfurt, and Paris if the United Kingdom is no longer part of the Single Market, due to regulatory barri-
ers to operating outside the EU. Financials services are a very significant part of GDP and exports, comprising 8% of the UK economy.19 

• REITs and housebuilders: London’s importance as a global financial centre is critical to demand for commercial space, which creates 
risks for London office REITs. Reduced immigration and/or the potential relocation of some financial services (over 700,00020 are people 
employed in financial services in the capital) would typically have a negative impact on house prices in London and the South East, although 
given the current housing shortage this may have little discernible effect.

• Retailers: In addition to the impact of lower UK growth, products sourced in other currencies would become relatively more expensive if 
sterling weakened although some retailers may benefit from an inflationary environment. Longer term, there is the risk that tariffs and other 
operational costs could impede profitability, drive demand abroad, or even lead to black market activity.

• Travel and leisure: Sterling weakness is likely to affect demand for British travellers to overseas destinations, but also potentially make the 
United Kingdom a more attractive tourist destination. There are also regulatory issues for airlines if they are no longer operating under the 
Single Market model, which may add to complexity and costs.

• Recruitment and employment agencies: Reduced investment, lower population growth, and a slowing economy in general could all have 
an impact on the UK operations of these agencies.

• Luxury goods: Consumption may be hurt by equity market weakness and the United Kingdom is the third-biggest European luxury market. 
However, weaker sterling (and euro) could benefit the sector both in terms of the sale of luxury goods in overseas markets and the purchasing 
power of travellers buying luxury goods in the United Kingdom and Europe.

As bottom-up investors, we are interested in companies which can thrive in all sorts of market conditions, rather than those which require 
specific conditions to outperform. We also believe that politics often has far less influence on medium- to long-term company earnings than 
short-term market movements might suggest. Indeed, short-term market reactions can often be opportunities for investors if valuations diverge 
significantly from fundamentals. Our focus at present is on ensuring that we understand the risks of Brexit on the companies in which we 
invest, and discussing the ramifications with management. 

Exhibit 3
Sterling Trading Near Historical Lows
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Political Impact on the United Kingdom 
If Britain votes to leave the EU in June it is possible that David Cameron would resign as Prime Minister, further unsettling an already-divided 
Conservative party, and leaving Boris Johnson (the departing Mayor of London) as a favourite to win the party’s leadership. 

Leaving the EU could lead to a new Scottish referendum, particularly as the Scottish National Party (SNP) is campaigning to stay in. However, 
Scotland would likely not be able to immediately join the EU as an independent country given its fiscal situation, particularly with substantially 
lower oil prices than at the time of its previous referendum. 

Breaking ties with the EU could be problematic for Northern Ireland in particular. Open borders between Northern Ireland and the Republic 
of Ireland are crucial for trade, and Northern Ireland’s economy is likely to be more vulnerable to Brexit than it would be for the rest of the 
United Kingdom. The Good Friday Agreement emphasises the importance of the mutual membership of EU, which is seen by many as a 
crucial part of the peace process; the Irish parliament’s joint committee on EU affairs warned last year that some cross-border bodies could 
become redundant. 

Impact on the Rest of the EU
In terms of the economic impact there is considerable variation by country. Ireland could be significantly affected, given 14% of its exports go 
to the United Kingdom,21 as well as exposure via the labour market and investment. However, Dublin would be a likely candidate for financial 
services which opt to relocate and this would be supportive of growth, employment, and property valuations. Frankfurt and Paris could also 
benefit from this effect. 

Belgium and the Netherlands also have a substantial trading 
relationship with the United Kingdom, and Germany would be 
most affected among the larger economies as exports to the United 
Kingdom represent around 3% of German GDP (Exhibit 4).

The labour market impact would not be significant on the whole, 
given the approximately 1.2 million working-age euro area nationals 
based in the United Kingdom comprise just 0.5% of the euro area 
workforce.22 However, at the country level there could be significant 
impacts from the flow of migration being redirected away from the 
United Kingdom. 

What is concerning for the region as a whole is the risk that the 
departure of a significant member of the EU could destabilise it 
altogether. Other member states may seek similar concessions as 
those negotiated by Britain in February, or even seek to leave the 
Union altogether. 

The United Kingdom is the EU’s largest military power, making 
it important from a security and foreign policy viewpoint and the 
EU’s role in global diplomacy would be diminished under a Brexit 
scenario. This potentially means increased spending on defence, 
adding to fiscal deficits in continental Europe. 

There is also potential for the euro to come under some pressure against other currencies such as the US dollar and Swiss franc. If euro-sceptic 
movements gather momentum from Brexit, the market would be likely to price in a greater probability of a broader breakup of the common 
currency. 

Conclusion
The outcome of the referendum on June 23 is far from certain, given the large number of undecided voters and the narrow margin in the polls. 
What voters will ultimately decide could be influenced by any number of events over the coming months, and whether either side can sway 
public opinion during the formal campaigning period beginning in mid-April.

From an economic standpoint, there seems little doubt that Brexit would have some degree of negative impact on UK growth. However, the 
severity and duration of this impact remains highly uncertain, and much depends on the outcome of negotiations which would take place over 
the two years following the referendum. The Leave campaign would argue this is a price worth paying. 

But the economic impacts are not the only consideration for voters, and the far more emotive subjects of immigration and sovereignty are likely 
to feature heavily in the campaigns for both sides of the debate. 

In the coming months we can expect political uncertainty to be reflected in financial markets, and for volatility to present us with opportunities 
to take advantage of market overreactions to short-term news flow. Our focus as bottom-up investors will remain firmly on identifying oppor-
tunities to own financially productive companies at attractive valuations. 

Exhibit 4
Benelux, Irish, and German Exporters Are Most Exposed to 
the United Kingdom
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