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Executive Summary 
“Brexit” fears came to the fore last week as Prime Minister David Cameron scheduled a 
referendum on the issue for June 23. The British pound subsequently fell to a 7-year low and has 
since settled around this lower level. This depreciation in sterling likely reflects uncertainty 
around the implications of a potential British exit from the European Union (EU) (Figure 1). In 
that regard, it is impossible to quantify the exact effects Brexit would have on the U.K. economy. 
However, extensive trade ties, cross-border investment and the free flow of individuals between 
the United Kingdom and EU member countries could be at risk. London’s status as the financial 
capital of Europe could also be in jeopardy. Whatever the outcome, there is no precedent for such 
an event and any negotiations in the aftermath would likely be lengthy and challenging.  

Figure 1 

 

 

Figure 2 

 

Source: IHS Global Insight and Wells Fargo Securities, LLC  

Loss of Access to EU’s Single Market Looms 
Arguably the most significant issue at stake is Britain’s status as a member of the EU’s “single 
market,” which allows for the free movement of people, goods, services and money between 
member states. Unsurprisingly, this has led to the development of extensive cross-border ties 
between the United Kingdom and other EU members. In particular, trade with EU member states 
represents about one-half of total U.K. international trade (Figure 2). Moreover, estimates from 
the U.K. Labour Force Survey suggest there were roughly 3 million current U.K. residents that 
had emigrated from other EU countries as of Q1 2015.1  

An exit from the European Union would presumably mean an end to Britain’s access to the single 
market, at least in the very near term. This would likely imply a moratorium on U.K. free trade in 
goods and services with EU member states, and the future of the country’s estimated 3 million 
EU-born immigrants would be highly uncertain. Facing a potentially significant outflow of human 

                                                             
1 Vargas-Silva, C. and Yvonni Markaki. “Briefing: EU Migration to and from the UK.” (May 10, 2015)  
The Migration Observatory at the University of Oxford. 

1.20

1.40

1.60

1.80

2.00

2.20

1.20

1.40

1.60

1.80

2.00

2.20

2002 2004 2006 2008 2010 2012 2014 2016

U.K. Exchange Rate
USD per GBP

USD per GBP: Feb @ 1.40

49.6%
54.4%

50.4%
45.6%

0%

20%

40%

60%

80%

100%

120%

0%

20%

40%

60%

80%

100%

120%

Exports Imports

U.K. Trade by Region
2014, Percent of Total

Non-EU

EU

Special Commentary 
 

Jay H. Bryson, Global Economist 
jay.bryson@wellsfargo.com ● (704) 410-3274 

Erik Nelson, Economic Analyst 
erik.f.nelson@wellsfargo.com ● (704) 410-3267 

 

Brexit, Stage Left: What Is at Stake? 

Free trade and 
the free 
movement of 
individuals 
would be in 
jeopardy. 

mailto:jay.bryson@wellsfargo.com
mailto:erik.f.nelson@wellsfargo.com


Brexit, Stage Left: What Is at Stake? WELLS FARGO SECURITIES, LLC 
March 2, 2016 ECONOMICS GROUP 

 

 

 2 

capital and the specter of trade barriers with EU members, would Britain attempt to negotiate a 
new deal with the European Union?  

We hesitate to predict what a potential agreement would entail, but we can point to agreements 
other non-EU member states have negotiated with the European Union which might provide 
insight into the framework for a potential deal. Norway and Switzerland are arguably the two 
most noteworthy examples of countries that are not EU members but participate, either partially 
or wholly, in the union’s single market. 

Norway has gained full access to the EU single market through its membership in the European 
Economic Area (EEA). However, as a member of the EEA, Norway also must contribute to the EU 
budget and abide by EU regulations, but does not have a right to vote on these regulations. As we 
will discuss later in this report, these concessions may be contentious among British citizens if 
they prove to be requirements of single market access.  

Switzerland, on the other hand, has negotiated a series of bilateral agreements with the European 
Union to gain access only to selected aspects of the single market, including free trade in goods 
and the free movement of persons across borders. However, as is the case in Norway, these 
benefits have come at a price; Switzerland contributes to the EU budget and must abide by the 
relevant EU legislation that applies to the sectors of the single market in which it participates. 
Moreover, statements from EU legislators suggest they may be hesitant to work toward a similar 
deal with the United Kingdom, should it choose to leave the European Union. In a 2010 press 
statement, the Council of the European Union described its agreements with Switzerland as 
“complex” and “unwieldy to manage,” noting that they had “clearly reached [their] limits.”2  

In short, it seems unlikely that the United Kingdom would be able to negotiate a new agreement 
without making some sort of political concessions to the European Union, which may undermine 
the central purpose of Brexit and prove unpopular with the British populace. Moreover, 
negotiations on an agreement would likely be protracted and complex, further adding to 
uncertainty around the implications of Brexit. 

Investment Outlook at Risk 
Given geographical proximity and unfettered movement of capital, goods and services, it comes as 
little surprise that EU member states account for a significant share of foreign investment in the 
United Kingdom. Although the share has wavered slightly, EU members have generally accounted 
for about half of all foreign direct investment (FDI) in the United Kingdom over the past decade 
or so (Figure 3). Foreign businesses are unlikely to pull out of their U.K. investments overnight if 
Britain leaves the European Union. That said, future investment would clearly be at risk as these 
businesses were to face the prospect of obstacles to conducting business, including visa 
requirements for foreign workers and the discontinuation of free trade with EU member states.  

Figure 3 

 

 

Figure 4 

 

Source: U.K. Office for National Statistics, IHS Global Insight and Wells Fargo Securities, LLC  

                                                             
2 http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/EN/foraff/118458.pdf 
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Also at risk may be the outlook for domestic business investment. As Figure 4 shows, business 
fixed investment spending has been decelerating for the past few quarters. In the event of Brexit, 
business investment may come under further downward pressure. Business owners in the United 
Kingdom facing a sudden loss of access to a significant pool of immigrant labor and free trade 
with key partner countries may very well choose to retrench plans for future investment. It is 
impossible to know the extent of the impact of Brexit on domestic investment, but it stands to 
reason that it would prove to be a headwind.  

Will London Still Be the Financial Center of Europe? 
London is often referred to as the financial capital of Europe, and often serves as an attractive 
offshore base for many foreign banks. Indeed, it is the world’s preeminent foreign exchange (FX) 
and interest rate derivatives trading hub, having accounted for roughly 40 percent of total daily 
FX market turnover and about half of all over-the-counter (OTC) rate derivatives turnover as of 
2013.3 Moreover, equity issuance in London totaled €45 billion, far exceeding issuance in other 
major European financial hubs last year such as Paris (€9 billion) and Frankfurt (€7 billion). 

Given the sheer volume of financial services activity that occurs in the City, it comes as little 
surprise that the financial sector is an important part of the U.K. economy. Indeed, financial and 
insurance services contributed 8 percent of value added in 2014, while the sector accounted for 
about 12 percent of total government tax receipts in FY 2014.4 And while employment in the 
sector accounts for only about 4 percent of total U.K. employment, financial and insurance 
services accounted for nearly 60 percent of the country’s trade surplus in services in 2014.  

Should Brexit occur, individuals from other EU countries who are employed in the British 
financial services industry likely would no longer be able to work on a permanent basis. 
Moreover, uncertainty surrounding the future regulatory environment for foreign banks wishing 
to operate in the United Kingdom may cause some of these banks to relocate their operations 
elsewhere. As financial services represent more than a negligible sector of the U.K. economy, any 
disruption could exert headwinds on growth in the broader U.K. economy.   

What Does the United Kingdom Have to Gain by Leaving the EU? 
With so much at stake, what does the United Kingdom have to gain from leaving the European 
Union? Perhaps the most quantifiable benefit of leaving is that it would no longer have to 
contribute to the EU budget, at least in theory. At present, the United Kingdom is a significant net 
positive contributor to the EU budget. In 2014, the country’s net contribution to the budget 
totaled £9.8 billion, while estimates suggest the 2015 figure was roughly £8.5 billion.5 That said, 
these figures represent less than 1 percent of nominal GDP and less than 3 percent of total 
government expenditures.  

Some proponents of Brexit also argue that it would afford the United Kingdom greater control 
over immigration from EU member countries, and that perhaps some of the country’s regulatory 
burden would be eased by leaving the EU. It is beyond the scope of this report to ascertain the 
impact of EU immigration on the U.K. economy, but we concede the possibility that U.K. 
legislators may be able to reduce the country’s regulatory burden in the wake of an exit from the 
European Union. However, as exemplified by Norway and Switzerland, the United Kingdom may 
not be afforded some of these benefits if it attempts to negotiate a deal to regain access to the 
single market or free trade with EU member states. 

 

 

     

 

                                                             
3 Triennial Central Bank Survey (September 2013). Bank for International Settlements. These figures 
technically correspond to the United Kingdom as a whole, but we assume the vast majority of financial 
services activity in the United Kingdom occurs in London.  
4 “Financial Services: Contribution to the UK Economy” (Feb. 26, 2015). House of Commons Library. 
5 European Union Finances 2015. (December 2015). HM Treasury. 
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Conclusion: Plunging into the Abyss 
Financial markets have clearly grown increasingly worrisome of the potential for a British exit 
from the European Union in recent weeks. In our view, this fear is justified. There is little 
historical evidence we can use as a compass for the United Kingdom’s future outside of the 
European Union. Should Brexit occur, the outlook for economic activity in the United Kingdom is 
highly uncertain both in the short term and over the longer term. Polls currently suggest a slightly 
larger share of British citizens favor maintaining membership in the European Union over 
exiting, and financial markets will likely remain on pins and needles as long as the margin 
remains narrow.      
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