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One hesitates to write a note on the economic consequences of Brexit without 

first invoking the following provisos: any estimate is uncertain, may be revised, is 

subject to political scenarios, etc. Consider it done. Our objective in the present 

note is not so much to provide quantified estimates as to describe a sequence of 

mechanisms and see where the junctions may occur. We are not convinced by 

the "Brexit=Lehman" scenario, nor by the one predicting Europe's disintegration. 

Apart from these extreme scenarios, a Brexit would be significantly negative for 

real GDP growth in the UK in the short term, but its impact will be modestly 

negative elsewhere in Europe and negligible in the rest of the world. 

One cannot abandon one's main trade partner with impunity 

Let us start with an obvious fact. Brexit is a political event which primarily triggers 
political uncertainty. The realm of politics has little to do with household or corporations, 
and even less with financial markets. In most cases, we get used to this situation 
relatively easily. On rare occasions, like the present one, the torpor and procrastination 
of politicians spark economic uncertainty which is harmful to the business climate, 
investment and recruitment incentives, spending intentions, etc.  
 

A few days after the vote, the political situation is not really any clearer than before. Two 
problems are linked, one regarding Brexit negotiations, the second regarding the reality 
of Brexit. 

 The first area of uncertainty concerns the timeframe for negotiating the divorce. In 
the UK neither the outgoing prime minister, nor his potential successors appear 
ready to accept the result of the vote. Logic dictates that the UK government should 
invoke article 50 of the European Treaty which starts the two-year countdown to the 
UK's withdrawal from the European Union. In the rest of Europe, the prevailing 
sentiment is that there can be no negotiations without prior notification. Given these 
positions, we appear to be set for several months of status quo. The appointment of 
a new head of the labour party and of a future prime minister is not on the cards 
before 9 September. A further European summit is scheduled for 16 September. 

 The second area of uncertainty is linked to Brexit itself. The referendum places no 
binding obligation on the UK's parliament to act on the outcome. Even so, it was 
never made explicit during the campaign that the referendum was merely a 
consultative process. In the Republic of Ireland, a number of treaties have been 
rejected (Nice, Lisbon) but, following a series of concessions, a second vote 
provided a different result. In France and in the Netherlands, Treaties were ratified in 
parliament after earlier draft were rejected in a referendum (European constitution), 
but with a three-year period between the two events. Lastly, we saw in Greece, in 
2015, that 24 hours was all it took for the government to operate a 180° turn on its 
position. The question at hand is different to all of the aforementioned examples. It is 
therefore reasonable to assume that Brexit will take place. It is on this assumption 
that we must attempt to assess its macroeconomic impact. 

 

"Experts", who were roundly criticised during the Brexit campaign, have produced 
numerous assessments of the impact Brexit would have. A number of relatively solid 
results may be deduced from these, other findings are more open to interpretation.  

 First, the net effect of Brexit on real UK GDP is almost always deemed 
negative

1
. Some were quick to criticise this quasi-unanimity as a sign of analytical 

bias (groupthink). The truth is more anodyne: it is brave, to say the least, to build an 

                                                           

 
1
 Just one study, to the best of our knowledge, has produced a different outcome, but the elasticities retained in this model were deemed fanciful. See 

Sampson & al. (2016), “How ‘Economists for Brexit’ manage to defy the laws of gravity”, VoxEU, 2 June. 
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economic model in which a country limiting trade with its main trading partner 
(representing around half of its exports) would manage to find additional activity. 
Besides, as the UK is a relatively unregulated economy, and in any case hardly 
regulated at all by the EU

2
, the potential gain of additional deregulation has no 

chance of offsetting the loss generated on the external trade front.  

 Second, the negative impact on the UK economy is generally stronger in the 
medium-long term than in the short term

3
. The assumption is that the new 

relationship between the UK and the EU whatever form it takes, could never be as 
advantageous as full access to the single market. There are differences between 
models and according to the variants (best case, worst case). In the short term, the 

loss of GDP would be 1 point per annum on average during a period ranging from 
two to five years. Out to 2019, the IMF calculates the loss of GDP at 1.5 points in its 
baseline scenario and 5.6 points in its worst-case scenario. This provides a 
reference point for evaluating contagion effects.  

 Multiple shock transmission channels. In the short term, the channels will 

primarily hit confidence, financial variables (the risk premium, exchange rates) trade 
and investment. Two rating agencies have downgraded the UK's sovereign rating 
following the vote. As during all risk-off periods, financial conditions will tighten for 
businesses (chart lhs). The impact of currency depreciation looks ambiguous, 
positive for some exporters, but negative for the price of imports and for purchasing 
power. Households may be inclined to increase their savings in a context of 
uncertainty regarding economic policy (chart rhs). All told, the most fearsome effect 
concerns investment spending by corporates. In the longer term, effects on foreign 
direct investment, migratory flows and public finances must be taken into account. 

 

UK: corporate spread UK: uncertainty index 

  
Sources: Thomson Reuters, policyuncertainty.com, Oddo Securities 

 Bearing these points in mind, we have taken the unoriginal step of lowering our 
forecasts for UK GDP by 0.3 points for 2016 (to 1.5%) and by 1.5 points for 2017 
(to 0.4%). The uncertainty surrounding these figures is, we repeat, very high. What 

would the repercussions be for other European countries? 
 

We see three main channels by which the shock to the UK could spread beyond its 
borders: trade, finance and the political climate.  
 

The direct economic impact stems from the probable reduction in exports. 

Europe's largest exporters of goods to the UK are Belgium and the Netherlands (8% 
and 7% of GDP), followed by Germany (3% of GDP), and then France, Italy and Spain 
(around 1.5% of GDP). These figures could be skewed by the Netherlands and Belgium 
being important transit points for merchandise. Exports to the UK represent 3.3% of 
GDP for the Eurozone (0.5% for the US). These trade flows will not dry up overnight, 
but a wait-and-see attitude could easily cause them to shrink by 10%. The IMF 
estimates that this shock would shave 0.2 to 0.5 points off GDP out to 2018 with 
stronger repercussions in certain specific cases: Ireland (-0.7 to -1.9 points), the 
Netherlands (-0.3 to -0.7) and Belgium (-0.3 to -0.6). Our base-case scenario involves 
a downward revision of 0.3 points to our forecasts for the Eurozone over the next 
18 months, which puts growth at 1.8% in 2016 and 2% in 2017. 
 

The indirect repercussion via the financial sector is potentially more significant 
than the effect on trade. But the lasting impact could be very small if we realise 
that Brexit is not comparable to Lehman’s demise (as has sometimes been 
suggested). Remember that the Lehman shock brought global finance to a standstill for 

                                                           

 
2
 See our Economic Report of 24 June 2016: “Europe undermined, Europe criticised, Europe incomplete”. 

3
 Two summaries are provided by Armstrong and Portes (2016), “Commentary : the economic consequences of leaving the EU”, National Institute 

Economic Review, May; and the IMF (2016), “Macroeconomic implications of the United Kingdom leaving the European Union”, June. Note that this 
research evaluates the difference in GDP points between a Brexit scenario and a baseline non-Brexit scenario. 
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several weeks, halted global trade for two quarters and triggered waves of bankruptcies. 
It hit the US economy when it had already been in recession for nine months. According 
to the BIS, the European banking sector’s exposure to the UK, all sectors combined, 
represents 13% of GDP in the Netherlands, 12% in Germany, 10% in France, only 4% 
in Belgium and 2% in Italy, but 32% in Ireland and 33% in Spain (exposure of a major 
Spanish bank). Provided that the slowdown in the UK does not trigger a long or severe 
recession, the rise in payment defaults can be absorbed. One point worth monitoring 
closely, however, will be trends on the UK property market. Finally, the treatment that 
the banks have come in for on the markets in recent days is a serious cause for 
concern. It could cause some reluctance in granting loans to companies which 
already have to cope with a variety of constraints, be they regulatory, 
technological or related to monetary policy. Our economic scenario for the Eurozone 

is largely underpinned by the ongoing upturn in lending and the attendant firming trend 
in investment. This is the area at the greatest risk of a Brexit scenario.  
 
Finally, there is political uncertainty. Unsurprisingly, Eurosceptics everywhere were 

jubilant after the Leave vote won, calling for an identical referendum to be held in their 
own countries. Contrary to a viewpoint often expressed in recent days, we tend to 
think that Euroscepticism has peaked with the UK referendum. It will probably 
continue to run high for some time, but there is no guarantee that it will make 
further in-roads elsewhere in Europe, and lead to disintegration of the EU

4
. The 

reasons are as follows.  

 First, the realisation is gradually dawning that the “Brexiteers” had promised a 

glorious future that they cannot deliver. The lie is now blatantly obvious, and even 
acknowledged by some in the Leave camp. The “Frexiteers” (Front National), 
“Gerxiteers” (AfD) and “Nexiteers” (PVV) will now be expected to make more 
realistic promises - which they will be incapable of doing. The UK example could 
well dampen voters’ ardour for anti-European projects which are ultimately 
vague and risky.  

 Second, it is becoming clearer that the institutional divorce bodes to be complex, 
even for the UK which for a long time has kept one foot outside the European project 
(euro, Schengen). Organising an exit for a Eurozone member would raise infinitely 
more difficult issues to resolve. As a consequence, the status quo, however 
imperfect, might seem preferable

5
.  

 Third, no government will take the risk of holding a referendum in the current 
climate. For this to take place, the Eurosceptics would need to take power in a 

general election. In the oft-cited case of France, we think that the risk is very 
limited

6
. In spite of everything, let us imagine that a referendum is organised 

elsewhere. There is no guarantee that citizens of other countries would opt for an 
exit - this is not suggested by many surveys such as the Eurobarometer. As to 
whether the future of their country would be improved by leaving the EU, the 
majority of the Dutch, French or Germans believe the opposite. The most 
borderline case is Italy, where cumulated GDP growth has not exceeded 5% in 16 

years. In October, the Italian government is to hold a referendum to ratify a 
constitutional reform

7
. With Matteo Renzi less popular than two years ago, there is 

the risk of failure and the return to political instability. Under these conditions, 
there is nothing to prevent pro-European leaders from being as cynical as 
their anti-European adversaries. If some concessions could be made to David 
Cameron in February, it would be probably good policy to do the same for 
Matteo Renzi. He is trying to make the most of Brexit to get around the new rules 

for banking resolution. This would probably be a big ask, but there are other 
subjects, such as fiscal rules, where the Commission would do well to show some 
leniency.   

  

                                                           

 
4
 See our Economic Note of 17 June 2016: “Brexit does not mean the disintegration of Europe”  

5
 Or, to put it differently, in the words of the UK historian Timothy Garton Ash: “The Europe we have today is the worst possible Europe… apart from all 

the other Europes that have been tried from time to time”. 
6
 See our Economy Note of 9 June 2016: "French elections in 2017: a new assessment ". 

7
 The reform’s goal is to change the Italian political system by making the government responsible only to the Assembly, thereby reducing the role of the 

Senate. This referendum is compulsory because the reform did not garner a sufficient majority in Parliament. 
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