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BREXIT AFTERMATH: POLITICAL, FINANCIAL AND ECONOMIC 

CONSEQUENCES  

 

The political fallout 

The anti-EU sentiment brewing in Britain is hardly an isolated case. It represents growing dissent across the 

continent. We believe that the Brexit vote should be seen as a vote against the establishment, its representatives 

(politicians, bureaucrats, etc.) and the status quo. The Brexit vote is a symptom of our challenging times and is not 

confined to Europe. Other iterations include the growing popularity of Trump and Sanders as well as numerous other 

anti-establishment movements around the world. Our purpose here is not to delve into the reasons for this paradigm 

shift.  

The Brexit outcome reflects a wave of discontent sweeping through the hearts and minds of the middle class and 

lower-income households in the UK; a lingering economic malaise with fewer stable jobs historically preceded surges 

in popularity for far right parties in Europe. We believe that excessive central bank policies had the effect of bailing 

out politicians from having to make tough decisions. European leaders delayed indefinitely politically unpalatable and 

greatly needed structural reforms and continued to pile in even more debt. Currently, the world is much more 

indebted than it was in 2008 while there is no real income growth.  

The political and economic challenges Europe faces are manifold and far reaching, from the banking crisis in Italy to 

the Spanish election limbo, from the violent manifestations of terrorism in France and Belgium to the collapse of any 

semblance of political confidence in Greece, not to mention the mishandling of the migrant crisis or the Erdogan 

standoff.      

In addition, the Central bank policies have disproportionately benefited the very top wealth bracket of the population 

– those who held financial assets and could benefit from valuation bubbles. The worsening income inequality after the 

crisis is well documented. This increased skew is not captured by economic indicator averages. As a result, the median 

person in developed countries is worse off compared to 2008, even though “on average” the developed economies 

might appear to have somewhat recovered. The Bloomberg table below1 illustrates that only the top two income 

brackets in the US saw income growth while all other brackets saw income contraction.  
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We believe that the Brexit vote will have serious ramifications. Rising far-right, populist and fringe parties in Europe 

will take advantage of popular discontent. Those parties will see the promise of a referendum as a cheap and easy 

path to power, conceivably piggybacking on plebiscite pledges to get into office. The chart below shows a dramatic 

increase of EU countries wishing to hold referenda. The proportion of citizens within these countries that currently 

wish to leave the EU is far greater than the UK’s at the time of Cameron’s electoral bid. Don’t forget that 6 months 

before the referendum in the UK, only 25% of the people polled stood for Brexit, which quickly increased to 50% 

during the campaign. According to recent polls, in Italy, France and Sweden 40% of the people wish to leave the EU, 

with no referendum in sight as of yet. The number will surely increase once (and if) the exit campaigns shift into gear.   

 

 

The financial fallout 

The financial mess resulting from the Brexit vote will have a deep and long-lasting effect. London, a global financial 

capital, was just veiled in a fog of uncertainty that is forcing most of the financial institutions to consider relocation, 

overhaul and risk-cutting. Brexit has hit the heart of the financial markets. Anyone who thinks that Brexit is a “local” 

issue (as some media and politicians tried to spin it) clearly has no idea how correlated and interdependent the world 

markets have become. The one thing that financial markets and institutions fear most is uncertainty. Given that there 

is no historical precedent and little visibility on future developments, financial uncertainty just hit 2008 levels.  

The turmoil in the financial markets will have a formidable credit tightening effect. The US Fed described the January-

February financial tumult earlier this year as the equivalent of a 0.75% interest rate hike. This occurred because in 

risk-off environments the availability of credit diminishes while its price increases. The Brexit is several orders of 

magnitude more significant and the resulting tightening will be to the tune of 1.5-2%, possibly more. This would 

translate into a simultaneous shock-type interest rate hike of 1.5-2% across the world – from the US Fed, to the 

European Central Bank and the Bank of Japan. However, credit tightenings induced by market turmoil are far worse 

than those controlled by central banks, because of the inherent risks and uncertainty they present.   

The economic fallout 

The global economy was already in a tight spot even before the Brexit vote. With real GDP growth at nearly 0% in 

most developed markets and almost all economic indicators on a downward trajectory we were a few months away 

from an actual contraction by most economic measures. Political turmoil, business uncertainty and the tightening of 

financial conditions will accelerate the recessionary forces already at play. 
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1   http://www.bloomberg.com/news/articles/2016-03-02/inequality-is-shaping-u-s-electoral-politics-stiglitz-says  
 

In a legal nightmare, the UK now needs to untangle and renegotiate a multitude of trade agreements with EU member 

states. Most multinational companies with EU operations headquartered in the UK are currently contemplating 

moving out of the UK but where do they go? Is France a safe location with Le Pen gaining momentum? The confusion 

and uncertainty in corporate board rooms are palpable. Management teams are now switching from “expansion” 

plans to “damage control” mode. We expect an immediate hit to revenues and earnings globally exacerbating the 

profit recession that has been going on for over a year.   

The level of uncertainty that Brexit entails, spells heightened financial and economic risk for the markets. The divorce 

procedure will take up to two years through Article 50 and that is assuming the proceedings will start immediately. 

David Cameron announced that he will not be the one to start the process which would prolong it by 3 months. Most 

companies cannot afford to wait that long. 

Conclusion 

The unprecedented vote to leave the EU could not have come at a worse time. Against a backdrop of global economic 

weakness, central banks were beginning to capitulate as they reached the limits of their extravagant policies. The Fed 

could not raise rates by a mere 0.25% out of fear that the economy was not strong enough to withstand the hike. The 

ECB’s Mario Draghi is already at the limit of his accommodative policies. He is already buying €80bn worth of bonds 

per month and will run out of bonds to buy in 7 months. ECB’s interest rates are already negative despite the 

numerous recent reports that negative rates do not work and have adverse effects. The same is true for the Bank of 

Japan. Quantitative easing offered little to the real economy but it boosted financial markets for a while. However, 

today it has lost its ability to affect the markets. Just look at the strong rise of the yen and the slump in the Japanese 

equities despite the extreme accommodation by the Bank of Japan.  

Simplistic views arguing that the UK represents only 4% of global GDP, painting Brexit as a local issue which will have 

no effect on American (or Asian) companies, since S&P 500 revenue exposure is a mere 1% to the UK and 7% to 

Europe are naïve and treacherous. With Europe being the largest trading partner and main export market for China, 

we are now looking at a much higher probability for yuan devaluation and a rapid increase in the economic 

slowdown.  

The markets have always struggled with evaluating knock-on effects. Remember 2008 and how the media and 

financial commentators all held that the sub-prime mortgages were a tiny 4% of the US economy (and a mere 0.8% of 

global GDP) and that the other 96% was doing just fine and that the markets were over-reacting? This “tiny” 0.8% of 

the global GDP pushed the entire world in a financial crisis through ripple effects that few could foresee. We live in a 

globalized economy with highly correlated markets. The EU represents a full 20% of global GDP, and faces an 

uncertain future as the Brexit aftermath unfolds. 
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