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LONDON: Britons have voted to leave the European Union, a
decision which leaves the world’s fifth-biggest economy facing
deep uncertainty about its growth prospects and its attractive-
ness to investors, and which could hurt other economies in
Europe and beyond. The vote is expected to deliver at least a
short-term hit to growth in Britain and might push it into reces-
sion. It could prompt the Bank of England to cut interest rates to
zero and test the willingness of creditors to keep on funding
Britain’s current account deficit.

Further ahead, the implications of the vote will depend on
what kind of trading relationship Britain can strike with the EU,
which accounts for nearly half the country’s exports. Below is a
summary of the economic implications of the vote:

ECONOMIC GROWTH
• Britain’s economy would grow more slowly outside the EU

than if it stayed in, according to a raft of projections made
in the run-up to the referendum by the government, the
BoE, think-tanks, international organizations and hundreds
of academics.

• Finance minister George Osborne has warned of a “DIY reces-
sion” and the BoE has said a “material slowdown” could result
after a Brexit. Its governor Mark Carney has said the economy
could go into a two-quarter contraction. 

• Ratings agencies said the expected slowdown in growth fol-
lowing the vote was negative for Britain’s credit ratings.

• Politics could also weigh on the economy: Prime Minister David
Cameron has said he will step down by October and there
has been no news so far of Osborne’s future. There is also the
possibility of another independence referendum in Scotland,
which voted strongly to stay in the EU.

• A small group of pro-Brexit economists has said leaving the EU
will boost growth in the years to come although at least one
of them predicts a shallow downturn first.

• The fall in sterling, which on Friday hit its lowest level against
the dollar since 1985, could help exporters - although
demand in many countries around the world remains weak. 

• Below are estimates of the impact of Brexit on Britain’s gross
domestic product, compared with remaining in the EU.

The OECD and the IMF have said a Brexit will hurt the rest of the
EU and affect other countries further afield. The OECD has
said output in the EU, not including Britain, will be around 1
percent weaker by 2020 than otherwise if Britain left bloc, a
palpable hit for a region which is growing only weakly.

• The OECD has said there could be deeper economic fallout if a
Brexit undermines confidence in the future of the EU, a sce-
nario not included in its forecasts.

• US Federal Reserve Chair Janet Yellen said last week the refer-
endum could have consequences for the global economy
and financial markets, potentially meaning that next US rate
hike is pushed back. 

MONETARY POLICY
• BoE Governor Carney responded to the vote quickly, saying the

central bank was ready to provide 250 billion pounds of addi-
tional funds to support markets. He also said the Bank will
consider additional policy responses in the coming weeks.

Before the vote, Carney said it was too simple to assume the
Bank will cut interest rates from what is already a record low
of 0.5 percent to cushion the economy after a Brexit vote. The
BoE says it would have to weigh up slower growth against
higher inflation caused by a weakening of the pound.

• That means any decision to change interest rates might not take
place for several weeks, possibly not until August when the
BoE is due to publish its latest detailed view on the economy.

• Seventeen of 26 market economists polled by Reuters in April
expected the BoE’s next move after an exit from the EU
would be to cut rates rather than raise them.

TWIN DEFICITS
• Britain racked up its biggest current account deficit on record

last year, equivalent to 5.2 percent of economic output.  The
shortfall reflected higher flows of dividends and debt pay-
ments to foreign investors than similar flows into the country
as well as its wide trade deficit. Carney has said a Brexit could
test the “kindness of strangers” who fund the balance of pay-
ments deficit.

• Finance minister Osborne said during campaigning for the ref-
erendum that he would have to raise taxes and cut spending
if Britain voted to leave the EU to prevent the slowdown in
growth from hurting his push to bring down Britain’s still
large budget deficit. After Cameron’s resignation, it was not
clear if that plan would be maintained.

STERLING AND GILTS
• Sterling plunged to a 31-year low on Friday, its biggest fall in

history. George Soros, the billionaire who earned fame by
betting against the pound in 1992, said it could go as low as
$1.15. On Friday it was trading at around $1.39.

• Gilt yields struck new record lows, with the 10-year yield touch-
ing 1.018 percent. Strategists think it could fall further, below
1 percent.

JOBS
• Most forecasters have said Britain’s unemployment rate - now

at a 10-year low of 5.0 percent - would rise after leaving the
EU, although after the financial crisis Britain managed to
avoid job losses on the scale seen it other countries.

• As seen after the crisis, wages will probably bear the brunt of
any post-Brexit slowdown, according to the International
Monetary Fund. Britain’s National Institute of Economic and
Social Research think tank estimated real consumer wages
will be between 2.2 percent and 7.0 percent lower in real
terms by 2030 than if Britain had stayed in the EU.

• By contrast, Economists for Brexit has said Britain’s labour mar-
ket could become more dynamic through the repeal of oner-
ous EU regulation and the elimination of some of the EU’s
highest import tariffs such as on food, boosting productivity
and living standards. But cutting back import tariffs could
expose some sectors of the economy to fierce competition.

TRADE
• World leaders from the United States, Japan, Germany and
France have warned Britain that leaving the EU would hurt its

standing as a global trading power.
• US President Barack Obama said Britain would join “the back of

the queue” for talks with the United States. This week French
President Francois Hollande said leaving the EU would put at
risk Britain’s access to the single market.

• Pro-Brexit economists have dismissed the warnings as scare-
mongering and they say Britain could forge trade deals with
the EU and countries beyond and could also cut import
duties on its own if no deal was forthcoming. — Reuters

SYDNEY: The pain of Britain’s European divorce radiated around
the globe yesterday, blowing up a storm in financial markets that
may take time to die down and retarding prospects for a recovery
in world trade. Sterling’s steepling fall to 30-year lows showed
investors saw the British vote to quit the European Union as a
self-inflicted wound, but economic casualties could spread far
and wide. “The global economy was fragile before and is more so
today,” Citi economists said in a report.

Markets, caught off guard by the result, pushed back the
expected timing of rate rises by the US Federal Reserve and tried
to work out if the Bank of England and other central banks would
ease to shore up their economies. “In the real economy, global
GDP is definitely going to be affected, US. GDP, Japan GDP, GDP
everywhere!,” said Bob Takai, President at Sumitomo Corp Global
Research in Tokyo. “So I think it’s going to be difficult for the Fed
to raise rates. No rate hikes this year and maybe the Fed is going
to have to think about their whole monetary policy.” Japan, which
wants a weaker yen to break free of recession, felt the impact
immediately. The yen, regarded as a safe haven currency, surged
past 100 per dollar to its strongest in 2-1/2 years and stocks fell
more than 8 percent during trade yesterday. Asia’s emerging mar-
kets were also hit hard, with stocks and currencies falling.

China’s yuan slumped to its lowest in more than five years,
with the central bank thought to be intervening to sell dollars.
“From an investment perspective it’s the last thing the global
economy needed because of the uncertainty that it’s going to
add in to what’s already been a volatile year,” said Savanth
Sebastian, an economist at Comsec in Sydney.

The yen’s gains intensified the concerns of Japanese policy-
makers, who want a weaker currency to support exports and their
deflation-hit economy. So far, Japan has been unable to garner
support from other major countries, most notably the United
States, for intervention to weaken the yen.

It was unclear if that would change even as Tokyo signalled
yesterday it was ready to act. “I’m extremely concerned about the
risk (Brexit) has on the global economy, financial and currency
markets,” Japan’s finance minister Taro Aso said. “It is extremely
important to ensure growth in the global economy, as well as
maintaining currency and financial stability.” Any unliateral
action by the Japanese could run the risk of triggering competi-
tive devaluations by rival export-focused economies, vying for
market share at a time when world trade was slowing.

“NOT A LEHMAN MOMENT”
Ratings agency Standard & Poor’s said the United Kingdom

was likely to lose its AAA credit rating, the Financial Times report-
ed, and economists said if the transition - including negotiating
trade deals with the EU and other countries - was not smooth
then Britain risked falling into recession next year.

But despite the market ructions, many said the Leave vote was
not a moment equivalent to the 2008 collapse of Lehman
Brothers that could tip the world economy back into crisis.
“Financial markets will likely react in an aggressive manner this
morning and the world has changed, but from a market perspec-
tive this is not a systemic Lehman moment,” Exane BNP Paribas
analysts said in a report.

“It is politics where the main uncertainty now lies, with central
bank response also important.” One of the biggest challenges for
Britain will be to reach standalone trade deals in the timeframe of
about two years to manage its withdrawal, given such negotia-
tions often take much longer. — Reuters

Brexit adds to fragility of global economic growth
Fed may find it hard to raise rates

PARIS: People work as screens display news and trading
rates at the Euronext Stock Exchange services in Paris’
financial district of La Defense yesterday as Britain has
voted to break out of the European Union. — AFP
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NEW DELHI: An Indian money exchanger waits for cus-
tomers in New Delhi yesterday. The pound collapsed to
a 31-year low and there was pandemonium on curren-
cy, equity and oil markets yesterday as Britain voted to
leave the European Union, fuelling a wave of global
uncertainty. — AFP


