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 British euroscepticism recedes  
   

● We worry about Brexit: The UK can probably look to around 3% yoy growth 
over the next couple of years as long as there are no accidents. Brexit is one 
possible accident that would have serious repercussions for the outlook.  

● Leaving the EU would be the height of folly: The choice facing the UK in a 
possible referendum on EU membership, which Prime Minister David 
Cameron would hold by the end of 2017 if he wins May’s general election, is 
simple. In the EU, Britain participates in a free trade project unparalleled 
anywhere else in the world. Trade boosts productivity and living standards. 
The UK can continue reaping those gains, or lose out by leaving. 

● The EU will always remain an important export market for the UK: While 
the UK could exit the EU politically, it cannot geographically, and distance 
matters with supply chains now stretching across several countries. 

● There is no evidence of a crushing regulatory burden: Some of the EU’s 
rules are unnecessary and others are over-engineered. But as part of the EU 
the UK nevertheless manages to have some of the most liberal product and 
labour market regulations in the developed world. Arguments that the UK 
would significantly cut that burden by leaving the EU are delusional. 

● An EU exit would be costly: Estimating precisely how costly is tricky, 
because it is impossible to isolate the effect of the EU from the myriad other 
events and policy changes over the past 40 years. But we can make an 
attempt. Most studies find that Britain gains from EU membership, by up to 
5% of GDP a year. Some studies find significant costs, but only with 
contrived assumptions (eg Minford, 2005, compares the EU to an unrealistic 
world in which the UK had completely open borders). 

● Uncertainty and disruption: EU exit would not impoverish the UK, but it 
would most likely cost a bit more than a bag of crisps. In the short run, 
exiting stage-left would cause severe disruption. No one would know what 
arrangements would follow EU membership. Firms would hunker down to 
wait for the dust to settle. If Britain could not negotiate a full trade deal with 
the EU within two years of the vote, UK exports to the EU could 
automatically face tariffs. Financial firms may be unable to passport into the 
single market. Even the fear of that could hurt growth before a plebiscite. 

● Brits’ opinions are changing: A YouGov poll this week gave a 10 point lead 
for staying in (Chart 1) and a 36 point lead if David Cameron hypothetically 
endorsed the result of a “renegotiation” with the EU. Open debate of Brexit 
and business warnings of the costs may be filtering through. UKIP’s recent 
troubles may have made EU exit seem a less respectable position. The easing 
euro crisis probably helps, and Greece’s travails may have raised support for 
the status quo. In any event, we can sleep easier. With two more years of 
debating to go, support for EU membership could improve further. We 
expect the UK to remain in the EU. 

Chart 1: Support for EU membership rising. 

 
Poll asked: “If there was a referendum on Britain’s membership of the European Union, how would you 

vote?” Source: YouGov 
 

  Berenberg UK forecasts 

 2015201520152015    2012012012016666    

GDP 3.1% 3.0% 

Inflation 0.3% 1.7% 

U/e 5.3% 4.7% 

Fiscal deficit 4.1% 3.0% 

Next week’s key data 

(See p4 for more details) 

    

Manufacturing PMI, February 

Published 09:30, 2 March 

Previous 53.0 

Berenberg 53.3 

Consensus 53.0 

 

Manufacturing suffered last year as 

Vladimir Putin’s war in Ukraine sent 

shockwaves through European 

industry, with the uncertainty leading 

firms to delay investment. European 

firms seem to be more anesthetised 

to that risk now, with the Eurozone 

manufacturing PMI gradually rising 

since September, a pattern that 

should be followed in the UK. But, 

after rising 0.3 points last month, we 

look for the PMI to take a breather in 

February before resuming that 

upward grind. 

Services PMI, February 

Published 09:30, 4 March 

Previous 57.0 

Berenberg 57.5 

Consensus 57.2 

 

Cheap food and oil along with a 

recovering Eurozone are helping the 

UK economy gather momentum again. 

Retail sales have been on a tear in 

recent months, pointing to strong 

services growth. Indeed, we look for 

UK growth to accelerate to 3.1% this 

year, after recording 2.6% last year. 

 

That being said, the services PMI 

jumped from 55.8 to 57.2 last month 

and has been volatile recently, so we 

look for it to give up a little of the 

previous gain. That would leave the 

PMI above its long-run average and 

consistent with around 1% qoq service 

sector growth. 

 

27 February 2015 
Rob Wood 

Chief UK Economist 

+44 20 3207 7822 

rob.wood@berenberg.com 
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Britain should remain in the EU    

   

Leaving the EU would be the height of folly. The sums just do not add up. As part of 
the union, Britain participates in a free trade project unparalleled anywhere else in 
the world. Free trade boosts productivity, output and living standards as countries 
are able to concentrate on what they do best, whether that is building Mercedes or 
selling financial services. The EU provides member countries with access to a single 
market of 500m consumers.  

The choice facing the UK in a possible referendum on membership of the EU, which 
Prime Minister David Cameron would hold before 2018 if he retains power in May’s 
general election, really is that simple. Trade is good and the EU boosts trade. The EU 
is the UK’s single biggest export market and will always remain so because though 
the UK could exit the EU politically, it cannot geographically. Most studies find that 
Britain gains somewhere between 2% and 5% of GDP every year from its membership 
of the EU. 

Those estimated benefits are net of costs, some of which come from regulations. A 
single market requires lots of rules to ensure it works. Some regulations are 
unnecessary. Others over-engineered. All of it creates costs. But if the EU did not set 
the rules, the UK government would have to instead. In all likelihood, a UK outside 
the EU would simply adopt EU product regulations on mass. So leaving the union 
would not eliminate regulatory costs. Indeed, they may even rise. UK politicians are 
just as good at dreaming up costly rules and schemes as their Brussels counterparts. 

That is not to say the EU could not be more lightly regulated. Of course it could. The 
UK should push hard for that. But there is no evidence that the UK suffers from a 
crushing burden of regulation. Indeed, as part of the EU the UK manages to have one 
of the most liberal regulatory environments in the developed world. Chart 2 shows 
the UK has the second-lowest product market regulation burden in the OECD. But 
what about dreaded EU labour market regulations? Well, the UK ranks fifth in the 
world for labour market efficiency in the World Economic Forum Global 
Competitiveness Index. Arguments that the UK would significantly cut economic 
costs of regulation by leaving the EU are delusional. 

Those facts are important when considering studies that calculate huge costs of the 
EU. Patrick Minford (2005) estimated that EU membership imposed vast costs on the 
UK economy by assuming continued EU membership would force the UK to return 
labour market regulation to its full pre-Thatcher glory while leaving would result in 
the UK unilaterally removing all trade barriers. That is detached from reality. For 
instance, 10 years after those estimates were made the UK retains a highly flexible 
labour market. Moreover, Eurozone countries have implemented many reforms to 
free up labour markets since the financial crisis. Arguments about Greece’s position 
in the Eurozone turn, in part, on the Hellenic government’s willingness to continue 
unshackling the economy. 

Chart 2: UK has very liberal product market rules 

 
OECD product market regulations index, 2013. Source: OECD 
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It is also worth bearing in mind that the genesis of many EU regulations was the 
UK’s drive to develop a European single market 30 odd years ago. Calls for the EU to 
“complete” the services single market, or to force other countries to fully open their 
markets in line with current rules, require more not less Europe. Those calls for 
more Europe are driven by the same calculus as above. Regulations are costly, but 
they lay the foundations for benefits. 

Some sceptics might argue that the UK could gain from free trade without having to 
be part of the single market, by relying on World Trade Organisation (WTO) 
protections. But WTO protections relate mainly to tariff barriers, while non-tariff 
barriers like quotas, customs procedures and product specifications are sometimes 
the biggest impediment to free trade.  

The point of a single market is to overcome those impediments to trade. They allow 
a car manufactured in the UK, for instance, to be sold anywhere in the Eurozone 
without any fuss. In contrast, selling cars to the US is more difficult. That is why a 
recent UK government study finds that a transatlantic trade partnership could boost 
UK car sales to the US by up to 25%, mainly by lowering non-tariff barriers. 
Importantly for the UK, services trade would be seriously impeded by leaving the EU. 
Financial firms in particular would lose their ability to “passport” into EU countries. 
Though finance is hardly held in high esteem in the UK, it does remain a significant 
part of the economy and a large exporter. Moreover, there is a lot more to services 
than finance. 

To go further than WTO access would require negotiations and the EU would not 
grant the UK full access to its markets for nothing. EU exports to the UK are worth 
2.9% of EU GDP. The flows the other way are 13.3% of UK GDP. The UK has the 
weaker bargaining position. As arguments over Greece show, the EU will take a 
tough line with those attempting blackmail. For full access to the single market, the 
UK will probably have to implement the regulations that eurosceptics find so 
burdensome now, just like Norway and Switzerland, which have slightly detached 
relationships with the EU, do. 

The benefits of EU membership do not turn only on the single market. Britain gains 
significant influence from its EU position. The UK economy is about one-seventh the 
size of the US, a fifth the size of the euro area, while China’s economic output is 
nearly four times Britain’s (at current exchange rates). The European Union can 
negotiate almost as an equal with those other countries whereas Britain cannot, 
which is why the UK is most unlikely to receive the same trade concessions on its 
own as it would as part of the EU. Just look at Switzerland. Using its independence 
from EU trade policy, the Swiss have signed a free trade deal with China. But that 
deal is highly unbalanced. Switzerland is obliged to open its markets fully and 
immediately to China, but China will not reciprocate for another 15 years. In any 
case, the EU is pursuing many trade deals, including the big prize of a wide-ranging 
agreement with the US.  

Influence encompasses more than trade. Whether it be climate change, banking 
regulations, or intellectual property, any clout the UK has on the world stage comes 
in part through its leverage over the much larger EU. Britain will only shrink in 
importance within the world economy over the coming years and decades, but it will 
expand in importance within the EU because of a higher birth rate and significant 
immigration flows. That makes the benefits of leveraging UK influence ever more 
compelling. As such a large economic block, EU rules and regulations can set world 
rules and regulations. And as part of the EU, the UK has a seat at the decision table. 
Rather than meekly accepting world standards that are bad for Britain, the UK has a 
chance to set those rules advantageously. 

There is a reason why countries from the US to Japan encourage the UK to remain 
part of the EU. They see the importance of that membership for their firms’ 
investments, and for their ability to influence a region that remains a huge part of 
the world economy. They also see what the UK brings to the table in the EU. As a 
liberalising influence, Britain has over many years helped drive the whole of Europe 
in a more market-friendly direction. Without Britain, the huge EU market, so 
important to the world, may become less liberal. 

Who would want to prioritise a trade deal with the UK over the EU, if the latter gave 
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bigger economic benefits and the former no longer had much influence on the EU? 
There is no promised land of magical trade deals the UK could cut if it left the EU. 
Britain should aim to further break down trade barriers within the EU trading block, 
and between that block and other countries. Romantic notions of selling to the 
Commonwealth or the UK on its own opening up huge markets reside in the realms 
of fantasy. The experience of the European Economic Area (EEA) countries, like 
Norway, can be instructive. They have access to the single market but can cut their 
own trade deals. Other countries have often preferred to wait to agree with the full 
EU before negotiating with EEA countries. The UK is bigger than Norway, but the EU 
is much bigger than both, suggesting the UK may not have that much extra leverage. 

Of course, the EU is more than a trading block, which is in part behind calls for the 
UK to leave. If the EU has contributed to peace in Europe then it would of course 
have been worth significant economic sacrifice (though such peace should ultimately 
add up to a difficult to measure but significant economic benefit). But the EU’s 
expansion into social policy and policing, for instance, irks many Britons without 
being at all crucial to guaranteeing the peace or a continuing single market.  

That questioning of the EU’s drive to “ever closer union” by and in the UK is not a 
case of small minded little-Englanders stupidly turning their nose at “Europe”. 
Rather it must be healthy to question the level at which sovereignty should lie, to 
ensure that government works effectively for the people. If other countries want 
more political integration then the UK will need to stand back to protect public 
support for single-market membership. That should be possible to accommodate 
within the EU, but it could require changes. 

Every marriage has its arguments. Britain’s union with the EU was more one of 
convenience than love, but the evidence suggests it has brought prosperity to the 
family. As romantic as it might sound to some in Britain, the Commonwealth will not 
rival the EU for trade benefits to the UK, China will not be chomping at the bit to 
allow the UK unfettered access to its domestic markets and the UK should aim higher 
than being the Hong Kong of Europe. Aspiring to be a small island with an enormous 
banking sector and a political system overshadowed by its neighbours should not be 
the UK’s strategy. 

As Margaret Thatcher put it all those years ago in her 1988 Bruges speech: “Britain 
does not dream of some cosy, isolated existence on the fringes of the European 
Community. Our destiny is in Europe, as part of the Community. That is not to say 
that our future lies only in Europe, but nor does that of France or Spain or, indeed, of 
any other member. The Community is not an end in itself… Nor must it be ossified 
by endless regulation. The European Community is a practical means by which 
Europe can ensure the future prosperity and security of its people in a world in 
which there are many other powerful nations and groups of nations.” That probably 
still accurately describes how many Britons see the EU today, and why some are 
concerned by the mission creep. 

Leaving the EU would not impoverish the UK in the long run, but neither would it 
provide the leg-up that proponents seem to suggest. Most estimates suggest the 
single market provides meaningful benefits. Let us stay in, keep reaping those 
benefits and contribute to pushing the EU further in the direction of liberalisation 
and openness to trade. That is where the UK’s real pot of gold lies.  
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Economic calendar    

   

PMI week:PMI week:PMI week:PMI week:    manufacturing on 2 March, cmanufacturing on 2 March, cmanufacturing on 2 March, cmanufacturing on 2 March, constructiononstructiononstructiononstruction    onononon    3 March3 March3 March3 March    and services and services and services and services 

onononon    4 March4 March4 March4 March    

After rebounding markedly in January, the all-important services PMI could give 
back a little ground in February. That being said, the underlying picture now seems 
to be one of the UK picking up a bit of pace again. The manufacturing PMI should 
continue to gradually grind up over the coming months as the Eurozone slowdown 
last year fades. Indeed, several leading indicators now point to Eurozone growth 
accelerating to around trend rates by the summer (see Shrugging off Greek events, 
published 27 February), while export volumes grew strongly in the fourth quarter. 

Consumers have been on a tear recently as they happily spend the money freed up by 
cheaper petrol and food prices, which should keep the services PMI consistent with 
strong growth. January’s services PMI reading of 57.2 was above the pre-crisis 
average of 56.2, making it consistent with around 1% qoq service sector growth. That 
is more than enough to deliver our forecast of 3.1% UK GDP growth in 2015. 

Chart 3: PMI’s point to solid growth 

 
Source: Markit 

 

   
 

 

      Forecast Consensus Last 

MondayMondayMondayMonday    2222    MarchMarchMarchMarch         

07:00 Nationwide house prices qoq Feb 0.2% 0.3% 0.5% 
07:00 Nationwide house prices yoy Feb 6.1% 6.2% 6.8% 
09:30 BoE consumer credit  Jan £0.7bn £1.0bn £0.6bn 
09:30 Net mortgage lending  Jan £1.6bn £1.7bn £1.6bn 
09:30 Mortgage approvals  Jan 60.7k 61.0k 60.3k 
09:30 Manufacturing PMI  Feb 53.0 53.3 53.0 

TuesdayTuesdayTuesdayTuesday    3 March3 March3 March3 March    
     

09:30 Construction PMI  Feb 59.1 59.2 59.0 

Wednesday 4 MarchWednesday 4 MarchWednesday 4 MarchWednesday 4 March    
     

09:30 Services PMI  Feb 57.0 57.5 57.2 

Thursday 5 MarchThursday 5 MarchThursday 5 MarchThursday 5 March    
     

 BoE interest rate vote  Mar 0-9-0 -- 0-9-0 

Friday 6 MarchFriday 6 MarchFriday 6 MarchFriday 6 March    
     

 BoE inflation expectations  Q1 -- -- -- 

Sometime 6Sometime 6Sometime 6Sometime 6----13 March13 March13 March13 March    
     

 Halifax house prices mom Feb -0.3% -0.3% 2.0% 
 Halifax house prices yoy Feb 8.5% 8.5% 8.5% 
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Disclaimer    
 
This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, 
Gossler & Co. KG (hereinafter referred to as “the Bank”),. The Bank has made any effort to carefully research and 
process all information. The information has been obtained from sources which we believe to be reliable such as, for 
example, Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for 
the correctness and completeness of all information given. The provided information has not been checked by a 
third party, especially an independent auditing firm. We explicitly point to the stated date of preparation. The 
information given can become incorrect due to passage of time and/or as a result of legal, political, economic or 
other changes. We do not assume responsibility to indicate such changes and/or to publish an updated document. 
The forecasts contained in this document or other statements on rates of return, capital gains or other accession are 
the personal opinion of the author and we do not assume liability for the realisation of these. 
This document is only for information purposes. It does not constitute a financial analysis within the meaning of § 
34b or § 31 Subs. 2 of the German Securities Trading Act (Wertpapierhandelsgesetz), no investment advice or 
recommendation to buy financial instruments. It does not replace consulting regarding legal, tax or financial 
matters. 
 
Remarks regarding foreign investors 

The preparation of this document is subject to regulation by German law. The distribution of this document in other 
jurisdictions may be restricted by law, and persons, into whose possession this document comes, should inform 
themselves about, and observe, any such restrictions. 
 
United Kingdom 

This document is meant exclusively for institutional investors and market professionals, but not for private 
customers. It is not for distribution to or the use of private investors or private customers. 
 

United States of America 
This document has been prepared exclusively by Joh. Berenberg, Gossler & Co. KG. Although Berenberg Capital 
Markets LLC, an affiliate of the Bank and registered US broker-dealer, distributes this document to certain customers, 
Berenberg Capital Markets LLC does not provide input into its contents, nor does this document constitute research of 
Berenberg Capital Markets LLC. In addition, this document is meant exclusively for institutional investors and market 
professionals, but not for private customers. It is not for distribution to or the use of private investors or private 
customers. 
This document is classified as objective for the purposes of FINRA rules. Please contact Berenberg Capital Markets LLC 
(+1 617.292.8200), if you require additional information. 
 

Copyright 
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, 
photocopied or duplicated in any form by any means or redistributed without the Bank’s prior written consent. 
 
© May 2013 Joh. Berenberg, Gossler & Co. KG  
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