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The EU Referendum 
 “More than at any other time in history, mankind faces a crossroads. One path 
leads to despair and utter hopelessness the other to total extinction. Let us pray 
we have the wisdom to choose correctly” Woody Allen, 1971 

Given the exaggerated claims made by both sides in the EU referendum debate, this paper seeks 
to provide some background facts relevant to the referendum and some views on investment 
strategy in the event of a Leave outcome.  The information is gathered from a range of reliable 
sources including the Bank of England and several economic consultancies. 
 
Summary 
 
The evidence indicates a Leave vote would result in lower economic growth due to a negative 
impact on trade, investment and productivity, though the damage is unlikely to be extreme or 
irreversible.  The principal benefits are seen to be an enhanced control over immigration and 
reduced regulation, though these appear to be overstated by the Leave campaign.  The biggest 
risk appears to be political, with potential knock on effects on Scotland, Northern Ireland and the 
EU, which could have more lasting economic consequences.  Changing investment strategy either 
ahead of, or after the vote, involves costs and uncertainty.  We offer clients the option of reducing 
risk through alternative investment strategies with predictable patterns of return for those who take 
a pessimistic view of the global outlook, which encompasses the risk not only of Brexit but also of a 
Trump election victory in November. The suitability of such alternative strategies would, of course, 
be dependant on each individual’s tolerance for risk. 
 
The Leave Process 
 
In case of a vote to exit, Article 50 of the Treaty for the European Union remains the only formal 
process for a Member State to resign its membership. If the UK public were to vote “leave” and the 
UK Government invoked Article 50, this would commence up to two years of negotiations among 
the remaining EU Member States to agree the terms to be offered for a continued trading 
relationship with the UK. The UK could not take part in these negotiations. If the two year timeline 
elapses, this can be extended with the unanimous agreement of the EU Member States. If no 
extension is agreed, the UK could revert to a basic set of trade rules pending further negotiations 
outside of the Article 50 provisions. However, given that no other Member State has left the 
European Union prior to this, it is unclear how the process invoked by Article 50, or any other exit 
scenario, would work in practice. Uncertainty is thus likely to prevail during this period, while the 
EU Member States decide an approach without any influence from the UK. 
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The Probability of a Leave Vote 
 
The probability of a Leave vote is still below that of a Remain vote, with the average betting odds 
currently implying a 26% chance of a Leave and a 74% chance of Remain.  Two weeks ago 
Remain had an 82% probability.  The latest FT poll of polls suggests 46% would vote Remain and 
43% would vote Leave.  The chart below summarises the current position (7/6/2016). 
 

 
The foreign exchange market can also be used as a barometer of opinion, with chart below 
showing that the US$ / £ exchange rate has fallen by 5% from levels of last November ($1.52/£) 
whilst it is estimated that a Leave vote would result in a further 17% fall (to $1.20/£) from the 
current level ($1.45/£) – implying a 75% bias in favour of a Remain vote.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The reason sterling would depreciate with a leave vote is apparent from the impact on trade and 
investment (see below).  Also, weak sterling would lead to higher imported inflation. 

Source: National Centre for Social Research & www.oddschecker 
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Trade 
• The EU is the UK’s biggest trading partner (44% of UK exports, 53% of UK imports). 
• The OECD estimates that trade is boosted by 50% as a result of being within the EU.   
• 50% of the world’s largest financial firms have their European headquarters in London to 

benefit from the “passport” to the EU and the financial sector generates a 3% trade surplus.  
Many would have to set up new EU subsidiaries, though the impact on the UK is uncertain. 

• EU trade may detract from opportunities elsewhere, but this effect is thought to be small as 
the EU has negotiated favourable trading terms with many other countries.  

• Any impact on trade is likely to take years to be fully realised. 
 

Investment 
• The EU is the UK’s biggest investment partner (48% of investment into UK comes from the 

EU and 40% of UK investment overseas is into the EU). 
• Surveys indicate one third of companies have postponed or cancelled investment in the last 

6 months as a result of the referendum.  The chart below emphasises how investment has 
slowed in response to Brexit fears. 
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Regulation and Productivity 
 

• The UK currently has one of the lightest employment regulatory regimes in the world, so the 
benefits from leaving the EU would be limited.  The chart below, produced by the OECD, 
shows the intensity of regulation by country, with low numbers representing light regulation. 
 
 

 
 

• Companies would have to conform to EU regulations if they want to export to the EU. The 
cost of duplicating regulatory requirements would in most cases be prohibitive, so EU 
regulations would remain the standard for UK exporters. 

 
Growth 
 
The forecasts of the impact on UK real gross domestic product of leaving the EU by thirteen 
leading economic organisations range from +3.8% to -9.5% over 10 years.  The average forecast 
is that GDP will be reduced by 3% over 10 years in the event of a Leave outcome.  This compares 
with trend annual growth of 2.5%.  The impact is thus not huge over the longer term.  In the year 
following a Leave vote the Bank of England has forecast a modest recession as uncertainty leads 
to reduced investment and a fall in confidence. 
 
  

Source: OECD 
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Immigration 
 

• Migrant flows to the UK have jumped each time new Eastern European countries have 
joined the EU (2003/4 and 2014).  50% of immigrants to the UK currently come from the 
EU. 
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  

• Migrants have been net contributors to public finances and the NIESR and CER concluded 
the impact on unemployment and wages of immigration was negligible and temporary. 

• The impact of immigration has been positive and has raised per capita income. 
• The cost in cultural terms was not included in these surveys. 

 
 
Politics 
 
The biggest long term risk to economic growth is the threat that Scotland and possibly Northern 
Ireland will secede from the UK.  In addition, there is the risk that a Leave vote would prove to be a 
catalyst to other EU countries to vote to leave.  France, Italy and the Netherlands have strong anti-
EU sentiment.  This would be highly destabilising for markets. 
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The Investment Perspective  
 

Our current investment strategy is based on the assumption that the vote will be in favour of 
Remain.  For those clients who expect a Leave vote or who believe there is a significant chance of 
a leave vote then, assuming that there could be considerable downside risk to equities both in the 
short and longer term, what strategy should be adopted?  

Background Considerations 

1) The costs of changing a portfolio asset allocation are not insignificant: dealing commissions 
across bonds and equities average 0.75% and the bid-offer spread is normally around 
1.0%.  If one is selling into a falling market (e.g. the day following the vote), then the bid-
offer spread could be materially wider. 
 

2)   Current market valuations need to be taken into account as they will affect the potential 
upside and downside market movements.  UK equities are relatively cheap and as such 
already partially reflect the risk of a Leave vote.  Government bonds are expensive, 
reflecting the safe haven qualities of gilts. Corporate bonds are closer to fair value and 
three bonds we hold have overseas credits so will be less affected by UK events. 

 
3)   The consensus economic view is that the immediate implications of a Leave vote are 

negative for trade, investment and growth in the short term.  However, there could also be 
secondary knock-on effects including Scotland seceding from the UK, a partial break-up of 
the EU. 

 Investment Strategies 

1) Sell all or part of your portfolio now as an insurance against a Leave vote and hold cash 
until confidence returns.  The costs of this insurance are some 1.5% to sell, the risk of 
missing out on upside of perhaps 5% in the event of a Remain vote and the cost of 1.5% to 
repurchase.  The downside for equities in the event of a Leave vote is probably 10% 
immediately, but whether that is recouped over the subsequent 6 months or leads to a 
further decline depends on political events in the UK, EU and US.  The cost /benefit is thus 
finely balanced unless you expect severe secondary effects from a Leave vote. 
 

2)   Sell all or part of your portfolio on the day of the news in the event of a Leave outcome.  It 
would be reasonable to expect an immediate sharp fall in the equity market of perhaps 10% 
as prices to sell would be exaggerated by the volume of business and a degree of panic 
selling.  The risk would be that sales occur at a low point and the market then rebounds as 
calmer reflection takes place in subsequent weeks.  Of course, if the worst case secondary 
events take place then an immediate sale could turn out to be beneficial.   

 
3)   Selling on the day of the event at a time of heightened emotion is usually a bad strategy and 

it is usually best to wait for relative calm to return to the market after days or weeks before 
selling.  This allows time for reflection and hopefully would see some recovery in the equity 
market from initial falls. 

 
4)   Move the portfolio into a mix of lower risk assets offering more predictable returns ahead of 

the vote.  This portfolio could comprise short dated corporate bonds, fixed income hedge 
funds, and a range of alternative investments dependant on your own personal risk 



7 

tolerance. This strategy would incur costs of sale and repurchase so it would not be 
suitable as a short term hold awaiting the outcome of events. We have a brochure 
describing this strategy if you are interested in learning more about this. We would be 
happy to discuss a full range of possible strategies. 

The decision as to the most logical strategy to pursue really comes down to personal risk aversion 
and the probability you would attach to secondary knock on effects leading to a global recession.  
Our current strategy is to assume the vote is to Remain and we are holding 8% of the UK portfolio 
in cash as a small hedge against volatility ahead of the vote. 

I trust you find this helpful, please do not hesitate to contact me with any questions. 

 

Matthew Hunt, CFA 

Chief Investment Officer and Principal 
Prospect Wealth Management 
 
0207 392 2811 
 
Plough Court 
37 Lombard Street 
London 
EC3V 9BQ 
 
 
Risk warnings  
The value of investments and the income from them, can go down as well as up, any you may not recover 
the amount of your initial investment. Where an investment involved exposure to a foreign currency, changes 
in rates of exchange may cause the value of the investment and the income from it, to go up or down. Past 
performance is not a reliable indicator of future results.  

Prospect Wealth Management nor any connected company accepts responsibility for any direct or indirect or 
on sequential loss suffered by you or any other person as a result of your acting, or deciding not to act, in 
reliance upon any information contained in this document. 

Prospect Wealth Management is a trade name of Raymond James Investment Services Limited utilised 
under exclusive licence. Raymond James Investment Services Limited is a member of the London Stock 
Exchange and is authorised and regulated by the Financial Conduct Authority. Registered in England and 
Wales No. 3779657. Registered Office: Broadwalk House, 5 Appold Street, London EC2A2AG. 

 


