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The Impact of The U.K.’s vote to Leave the E.U. 
 
On June 23rd voters in the United Kingdom (U.K.) voted 51.9% in favour (48.1% against) of leaving 
the European Union (E.U.) in a referendum. 
 
 
Immediate Impact 
 
The existing arrangements between the U.K and the E.U. do not change overnight.  The government 
of the U.K. will have to officially notify the E.U. of its intention to leave the E.U. and then a protracted 
period of negotiating both its withdrawal from the E.U. and its re-engagement with it will commence.  
This will undoubtedly take a number of years to accomplish.  In the interim the uncertainty concerning 
the outcome of these yet-to-start negotiations will dampen the UK economy as businesses hesitate to 
invest and consumers hesitate to spend.  Because of the Leave result, the U.K. economy is expected 
to perform about 2.4% less in total that it would otherwise have done over the next two years, including 
the possibility of a modest recession in 2017. 
 
Stock and currency markets reacted sharply negatively to the result of the vote due in part to its 
economic implications, the fact that the markets had run up a bit in advance of the vote expecting the 
Remain side to win and the market’s propensity to over-react to news. 
 
 
Uncertainty 
 
The modest margin of victory by the winning side and the geographical split of the vote has created all 
sorts of uncertainty, both economically and politically.   

� The split in the vote within the population at large is also present within political parties.  This is 

creating a leadership vacuum and further uncertainty.  U.K. Prime Minister David Cameron who 

led the Remain campaign has announced his intention to resign.  Labour leader Jeremy Corbyn 

is under pressure from within his party to step aside due to a lackluster performance on his part 

during the referendum campaign. 



� Scotland (62%), Northern Ireland (56%), London (60%) and people under the age of 25 at large 

(64%) voted decisively in favour of remaining within the E.U. while most of England and Wales 

and senior citizens at large voted to leave. These are serious political rifts that must be 

addressed. 

� As the referendum is not legally binding on the government, there will be pressure to consider 

alternatives to leaving the E.U. as well as those to move expeditiously to negotiate the departure. 

� The U.K. is the financial hub of Europe.  How this will change is now open to a wide range of 

potential outcomes. 

� 13% of the U.K.’s Gross Domestic Product (GDP) comes from trade with the E.U. while 4% of 

the E.U.’s GDP comes from trade with the U.K.  Trade will be affected to some degree but it is 

not going to stop. 

� The current arrangement with the E.U. encompasses not only trade in goods and services but 

also investment, labour mobility and immigration.  Agreements on all these matters will have to 

be negotiated.  The E.U. will be torn between the desire to make an example of the U.K. to 

dissuade secessionist movements in other member countries and the need for a strong working 

relationship with the U.K. 

� The E.U. may be beginning to recognize the need for reform of some of its more arcane internal 

regulations that have been the seeds of a good part of the discontent not only in the U.K. but in 

a number of other E.U. member countries as well. 

 
 
Long Term Impact 
 
A close relationship between the U.K. and the E.U. will continue to exist.  Exactly what that will look like 
is far from clear at this time.  As a result of leaving the E.U., the U.K. economy is expected to grow 
about 0.36% less per year over the next 15 years than it would otherwise have done.  All assumptions, 
both good and bad, will be subject to change as the myriad of negotiations change the landscape. 
 
 
Impact for Investors 
 
Uncertainty is generally a negative for the price of investments.  The markets are likely to underprice a 
wide range of securities in the short term.  A number of British investments and to a lesser extent, 
European investments, may remain somewhat depressed in price until some clarity starts to materialize 
on the issues addressed above.  Despite the somber tone of the markets at present, disruptions of this 
nature do create investment opportunities.  Market volatility will likely spend some time above the long 
term average.  Once again, interest rate increases are likely to be on hold for a while longer. 
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