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UK unlikely to leave EU, despite the local noise 

   

● The EU matters. The EU accounts for 45% (£227bn) of UK exports and 53% of UK 
imports (£288bn). In 2014, the UK ran a trade deficit of £61bn with the EU in 2014. 

● Almost 10% of the UK labour force is linked to commerce with EU. Both the 
coalition and the previous Labour government estimate that around 3m people 
earn their living by producing goods and services that are exported to the EU. 

● Half of a percentage point: the size of the UK’s net contribution to the EU budget 
in 2014 as a share of GDP – just £9.8bn against total GDP of nearly £1.8trn. 

● UK has the second-highest stock of foreign direct investment (FDI) in the world. 
In 2013, EU countries accounted for 46% of the stock of FDI in the UK – totalling 
£453bn. 

● Opinion polls matter. Since 2010, polls have pointed to a gradual shift in favour 
of EU membership. But more recently this has softened, likely due to the 
heightened risk of Grexit during Greece’s bailout negotiations. After over 100 
opinion polls on EU membership, on average the UK is tied 40% both in favour 
and against remaining in the EU, 20% are still undecided.   

Should the UK remain in the EU? 

    
7 survey average, data in % Source: YouGov, Survation, other 

 
Economic risk and tit-for-tat politics 

Leading up to the EU referendum – likely in late 2016 or early 2017 depending on how 
long treaty negotiations take – various political elites past and present, in favour and 
against EU membership, will argue past each other at no resolve. Of course, the UK 
press is going to bask in it. Indeed, few things in the modern UK are more certain. It is 
unlikely that the UK will leave the EU. Still, noisy negotiations and arguments across 
and along the benches of parliament are to be expected as MPs deliberate the content 
for the proposed treaty revisions and ultimately the UK’s place in the EU.  

Just this week, the prime minister lost a vote on changes to the rules governing the EU 
referendum. The government wanted to suspend the rules of purdah which is a month 
of restricted announcements and spending prior to a poll. Eurosceptics and Labour 
Party members united in the commons to reject the proposed changes.  

  Key Key Key Key mmmmacro acro acro acro vvvviews reportsiews reportsiews reportsiews reports    

Understanding Germany Understanding Germany Understanding Germany Understanding Germany 
––––    a last golden decade a last golden decade a last golden decade a last golden decade 
aheadaheadaheadahead    
13 October 2010    

Euro crisis: Euro crisis: Euro crisis: Euro crisis: tttthe role of he role of he role of he role of 
the ECBthe ECBthe ECBthe ECB    
29 July 2011    

Saving the euro: Saving the euro: Saving the euro: Saving the euro: tttthe case he case he case he case 
for an ECB yield capfor an ECB yield capfor an ECB yield capfor an ECB yield cap    
26 June 2012    

Tough love: the true Tough love: the true Tough love: the true Tough love: the true 
nature of the euro nature of the euro nature of the euro nature of the euro crisiscrisiscrisiscrisis    
20 August 2012    

Europe 2020: Reaping Europe 2020: Reaping Europe 2020: Reaping Europe 2020: Reaping 
the rewards of reformthe rewards of reformthe rewards of reformthe rewards of reform 
26 November 2013    

The lessons of the crisis: The lessons of the crisis: The lessons of the crisis: The lessons of the crisis: 
what Europe needswhat Europe needswhat Europe needswhat Europe needs    
27 June 2014    

ECB: question is not if, ECB: question is not if, ECB: question is not if, ECB: question is not if, 
but when and what?but when and what?but when and what?but when and what?    
2 December 2014    

Euro Plus Monitor 2014: Euro Plus Monitor 2014: Euro Plus Monitor 2014: Euro Plus Monitor 2014: 
from pain to gainfrom pain to gainfrom pain to gainfrom pain to gain    
18 December 2014    

Global Outlook 2015: Global Outlook 2015: Global Outlook 2015: Global Outlook 2015: ooooil, il, il, il, 
Putin and GreecePutin and GreecePutin and GreecePutin and Greece    
6 January 2015    

Greek electionGreek electionGreek electionGreek election: the : the : the : the 
reality shock aheadreality shock aheadreality shock aheadreality shock ahead 
26 January 2015 

Global Outlook: risk Global Outlook: risk Global Outlook: risk Global Outlook: risk 
control is workingcontrol is workingcontrol is workingcontrol is working 
15 April 2015    

 

11 September 2015 
    

 

 

Kallum Pickering 

Senior UK Economist 

+44 20 3465 2672 

Kallum.pickering@berenberg.com 

   

0

10

20

30

40

50

60

70

80

90

100

Sep 12 Sep 13 Sep 14 Sep 15

-25

-20

-15

-10

-5

0

5

10

15

20

25

Unsure (rhs) Net Balance - Stay in Europe



Economics 

  
 
 

2 

 
This could be the first of many acts in which the Conservative leadership does not prevail 
and will test the fabric of the Tory Party. Labour has been weakened by its recent election 
defeat and the rise of left-wing Jeremy Corbyn. And having lost the enemy within the 
party (the Lib Dems), the next few years will see the Tories fight it out among themselves, 
most likely over EU membership, among other things.   

Whereas political bickering usually has little impact on the economy, this is different. The 
risk that the debate about EU membership will have commercial implications is serious. 
Whether the UK likes it or not, it is part of the EU. A decision to leave would be damaging 
to the UK economy. But this is not the only reason to stay. Both the EU and those in the 
UK who are pro-EU should be very careful in relying solely on this argument. The EU has 
a political and not just a commercial dimension.  

So, the economic facts…. 

Trade 

The EU is the UK’s largest trading partner. In 2014 the EU accounted for 45% of total UK 
exports – £227bn, or around 12.6% of GDP. By comparison, the UK exported £90bn to the 
US and just £17bn to China. Although the total proportion of UK exports to the EU varies 
over time and is trending down, the EU still takes the largest slice. This trade is in part 
boosted by the benefits of harmonised tariffs and legislation supporting free commerce 
within the EU. Also, the added value of the UK belonging to the largest economic area in 
the world also grants it greater bargaining power for trade agreements with non-EU 
partners. 

Often, an argument called the “Rotterdam effect” is cited to suggest that trade with the 
EU is actually much lower, since a significant proportion of non-EU trade arrives in the 
UK via the Netherlands. But the Netherlands accounts for just 16% of total UK trade with 
the EU, not insignificant but not enough to refute the notion that EU forms the largest 
proportion of UK trade.  

UK trade balance? 

    
Data in £bn. Source: ONS 

Labour market 

Surprisingly, both the previous Labour government and the coalition agreed that the 
likely number of jobs either directly or indirectly linked to trade of goods and services to 
the EU is 3m, approximately 10% of the UK labour force. This does not imply that 
unemployment would suddenly skyrocket by 10% if the UK closed the door on Europe, 
since the other EU countries would still remain trade partners with the UK. But a 
considerable proportion of the UK labour market is exposed to the EU and could be 
affected should the UK choose to leave. 
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In addition, the UK is often used by multinational corporations as the location for a 
European hub; both the financial services and manufacturing industries benefit from 
this. If the UK were to leave the EU, it might be a disincentive for firms to use the UK as a 
base for European business and this would also harm labour demand. However, with full 
autonomy over its labour market, tax system and market regulations, the UK would have 
the capacity to make changes to its laws and regulations in order to ensure it remained 
business-friendly. 

Investment and budget contributions 

After the US, the UK is the world’s second-largest recipient of FDI. In 2013, the UK stock 
of FDI was £975bn, of which 46% or £453bn came from Europe. The remaining 54% was 
split equally between the US and everywhere else. Likewise, 46% of UK FDI stock abroad 
was in the EU, totalling £528.9bn. The UK benefits from this in both directions, from 
investment into the UK and from the earnings on its foreign investment. 

Profits on EU FDI dwarf the UK’s net fiscal contributions, which are often cited in anti-EU 
marketing. In 2014 the UK’s net contribution to the EU budget was just £9.8bn. In the 
same year, the UK earned over £25bn in net earnings on its EU FDI stock alone, more 
than double its net budget contribution. 

Regulation 

The EU single market, the rules and regulations that go along with it, such as product 
regulation, harmonisation of tariffs and laws, serve one goal that is common among 
members. The goal is that capital, labour, goods and services can move freely between 
members. If done correctly, the rules should be set in such a way as to maximise the 
benefit to all members.  

There will be occasions when individual member states find that the rules are damaging 
to their economies, or not in line with their current political preferences. In addition, 
members may occasionally suspect that other members benefit more. But these rules are 
in flux and the UK’s ability to influence and amend these rules helps UK firms to compete.  

Regulation is likely to be a key point of contention when the UK tries to revise the 
conditions of its EU membership ahead of the Brexit referendum, such as more opt-outs 
for the UK and other EU reforms. But overall, the UK does benefit from membership even 
in the current framework. Trying to measure the cost of EU regulation on UK business 
would be highly subjective and wholly unreliable. But according to the CBI, 52% of its 
member companies claimed to benefit from the harmonised standards, and just 15% 
indicated it had a negative impact.  

From both a pragmatic and theoretical standpoint, the UK will benefit while remaining 
part of the world’s largest free trade zone. The solution to any frustration with the 
current framework should not be to leave but to argue for change from within. As one of 
the largest members of the EU, the UK should be promoting cooperation with member 
states to improve the common framework for the benefit of the many.  

Immigration  

Immigration into the UK is increasing. In the early 1990s, net migration was less than 
50,000 per year. In 2014, net migration to the UK reached around 300,000, with almost 
twice as many immigrants (c640,000) as emigrants. EU citizens make up around 40% of 
UK immigrants, around 2.5 times as many as the number of UK citizens returning home. 
This shows that the UK economy and its society are attractive to people from abroad.   

Most immigrants coming to the UK make a positive contribution. According to a House of 
Commons briefing paper, more than three-quarters of migrants arrive in the UK to either 
work or study. Assuming the same proportions can be applied to the net figure, this 
leaves approximately 50,000 migrants per year whose intentions are not clear when they 
arrive. This number accounts for 0.08% of the total UK population, a small number with 
an equally small impact on the UK’s public services. 
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UK net immigration? 

    
Thousands, Source: ONS 

When ideology distorts economics 

On balance, the aforementioned factors indicate a clear benefit to the UK being part of the 
EU. However, when they are misconstrued, some aspects can seem like drains on the UK 
economy. Take trade as an example. The UK runs a trade deficit with the EU. But the 
same is true for non-EU trade. This largely reflects a need to improve the competitiveness 
of UK business rather than something that is a product of EU membership. Similarly, 
since the UK is a net contributor to the EU budget, the trade bloc is often seen as a draw 
on the UK’s resources. However, compared to the return on its EU FDI – no doubt boosted 
by its membership – the net budget contribution is small. Regarding immigration and 
regulation, those arguments do not need repeating. So, if the economic battleground is so 
clear cut, why is it the most frequent point of contention?  

Groundhog Day economics 

Ideology can rarely be fought with science and economic logic. It is no surprise that a 
number of people in the UK refute the notion of EU membership, since many also refute 
the idea of the UK union. Their argument is about national identity, which they feel is at 
threat, and more technically speaking, about centralisation of power to Europe. But this is 
not an issue that is exclusive to the EU. Within the UK, there are questions about the 
appropriate amount of power held by London. Scotland recently had a vote for 
independence and more recently the Conservatives used the “northern power house” 
policy with success during the last election, another promise to decentralise powers away 
from parliament in London. 

History is full of examples where the economy has suffered in order to achieve a political 
goal. If enough people in the UK think that, for political reasons, the UK should leave the 
EU, even if that entails an economic loss, it would be a valid political choice. Chances are 
that they do not want to incur such costs. It is mostly populist parties banging this 
agenda – backbench Tories and UKIP types. But, if their view that an EU exit would not 
damage the UK economy is seen as credible, a mistake could happen.   

The UK generally is not very ideological on economic and political matters. For the EU 
vote, this is a very good thing. For example, governments that do well with the economy 
typically remain in power – Thatcher, Blair… Cameron. If voters have the economic 
argument straight, there is little risk the UK will leave the EU. Of course, economic 
arguments will also be used by those with an ideological agenda against Europe and this 
is why the next couple of years will be spent going over these arguments again and again.  
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DisclaimerDisclaimerDisclaimerDisclaimer    

 
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 investorsRemarks regarding foreign investorsRemarks regarding foreign investorsRemarks 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 KingdomUnited KingdomUnited KingdomUnited 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 AmericaUnited States of AmericaUnited States of AmericaUnited 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. 
 
CopyrightCopyrightCopyrightCopyright    
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. 
 
© August 2015 Joh. Berenberg, Gossler & Co. KG  



Contacts: Investment Banking 
www.berenberg.com 

e-mail: firstname.lastname@berenberg.com / e-mail US: firstname.lastname@berenberg-us.com 

 

6 

 

EQUITY RESEARCH Internet www.berenberg.com E-mail: firstname.lastname@berenberg.com

RESEARCH

AEROSPACE & DEFENCE CAPITAL GOODS INSURANCE REAL ESTATE

Andrew Gollan +44 20 3207 7891 Sebastian Kuenne +44 20 3207 7856 Peter Eliot +44 20 3207 7880 Kai Klose +44 20 3207 7888

Charlotte Keyworth +44 20 3753 3013 Philippe Lorrain +44 20 3207 7823 Iain Pearce +44 20 3465 2665 Tina Munda +44 20 3465 2716

Horace Tam +44 20 3465 2726 Matthew Preston +44 20 3207 7913

AUTOMOTIVES Simon Toennessen +44 20 3207 7819 Sami Taipalus +44 20 3207 7866 TECHNOLOGY

Adam Hull +44 20 3465 2749 Adnaan Ahmad +44 20 3207 7851

Paul Kratz +44 20 3465 2678 CHEMICALS LUXURY GOODS Rebecca Alvey +44 20 3207 7910

Sebastian Bray +44 20 3753 3011 Zuzanna Pusz +44 20 3207 7812 Jean Beaubois +44 20 3207 7835

BANKS John Klein +44 20 3207 7930 Georgios Kertsos +44 20 3465 2715

Nick Anderson +44 20 3207 7838 Evgenia Molotova +44 20 3465 2664 MEDIA Daud Khan +44 20 3465 2638

Adam Barrass +44 20 3207 7923 Robert Berg +44 20 3465 2680 Gal Munda +44 20 3465 2746

James Burbridge +44 20 3753 3014 CONSTRUCTION Laura Janssens +44 20 3465 2639 Tammy Qiu +44 20 3465 2673

James Chappell +44 20 3207 7844 Lush Mahendrarajah +44 20 3207 7896 Jessica Pok +44 20 3207 7907

Andrew Lowe +44 20 3465 2743 Robert Muir +44 20 3207 7860 Sarah Simon +44 20 3207 7830 TELECOMMUNICATIONS

Eoin Mullany +44 20 3207 7854 Michael Watts +44 20 3207 7928 Wassil El Hebil +44 20 3207 7862

Jonathan Sharpe +44 20 3753 3031 METALS & MINING Usman Ghazi +44 20 3207 7824

FOOD MANUFACTURING AND H&PC Alessandro Abate +44 20 3753 3029 Siyi He +44 20 3465 2697

BEVERAGES Fintan Ryan +44 20 3465 2748 Laura Janssens +44 20 3465 2639

Javier Gonzalez Lastra +44 20 3465 2719 James Targett +44 20 3207 7873 MID CAP GENERAL Paul Marsch +44 20 3207 7857

Adam Mizrahi +44 20 3465 2653 Robert Chantry +44 20 3207 7861

GENERAL RETAIL Gunnar Cohrs +44 20 3207 7894 THEMATIC RESEARCH

BUSINESS SERVICES, LEISURE & TRANSPORT Conrad Bartos +44 20 3753 3053 Sam England +44 20 3465 2687 Asad Farid +44 20 3207 7932

Najet El Kassir +44 20 3207 7836 Michelle Wilson +44 20 3465 2663 Ned Hammond +44 20 3753 3017

Stuart Gordon +44 20 3207 7858 Benjamin May +44 20 3465 2667 UTILITIES

Simon Mezzanotte +44 20 3207 7917 HEALTHCARE Virginia Nordback +44 20 3465 2693 Andrew Fisher +44 20 3207 7937

Matthew O'Keeffe +44 20 3207 7895 Scott Bardo +44 20 3207 7869 Anna Patrice +44 20 3207 7863 Mehul Mahatma +44 20 3465 2698

Josh Puddle +44 20 3207 7881 Alistair Campbell +44 20 3207 7876 Philip Saliba +44 20 3465 2620 Lawson Steele +44 20 3207 7887

Graham Doyle +44 20 3465 2634 Simona Sarli +44 20 3207 7834

Klara Fernandes +44 20 3465 2718

Tom Jones +44 20 3207 7877 ECONOMICS

Louise Pearson +44 20 3465 2747 Kallum Pickering +44 20 3465 2672

Laura Sutcliffe +44 20 3465 2669 Holger Schmieding +44 20 3207 7889

EQUITY SALES E-mail: firstname.lastname@berenberg.com

SPECIALIST SALES SALES (cont.) SALES (cont.)

BANKS & DIVERSIFIED FINANCIALS GERMANY (cont.) SCANDINAVIA ELECTRONIC TRADING

Iro Papadopoulou +44 20 3207 7924 Joerg Wenzel +49 69 91 30 90 743 Marco Weiss +49 40 350 60 719 Daniel Eichhorn +49 40 350 60 391

CONSUMER STAPLES Matthias Führer +49 40 350 60 597

Rupert Trotter +44 20 3207 7815 UK SWITZERLAND, AUSTRIA & ITALY

CONSUMER DISCRETIONARY Andrea Ferrari +41 44 283 2020 CRM

Victoria Maigrot +44 20 3753 3010 +44 20 3207 7805 Stephan Hofer +41 44 283 2029 Edwina Lucas +44 20 3207 7908

HEALTHCARE Matthew Chawner +44 20 3207 7847 Carsten Kinder +41 44 283 2024 Greg Swallow +44 20 3207 7833

Frazer Hall +44 20 3207 7875 Alexandra Clément +44 20 3753 3018 Gianni Lavigna +41 44 283 2038

INDUSTRIALS Fabian De Smet +44 20 3207 7810 Jamie Nettleton +41 44 283 2026 CORPORATE ACCESS

Chris Armstrong +44 20 3207 7809 Toby Flaux +44 20 3465 2745 Benjamin Stillfried +41 44 283 2033 Lindsay Arnold +44 20 3207 7821

INSURANCE Karl Hancock +44 20 3207 7803 Jennie Jiricny +44 20 3207 7886

Trevor Moss +44 20 3207 7893 Sean Heath +44 20 3465 2742 SALES TRADING Stella Siggins +44 20 3465 2630

MEDIA & TELECOMMUNICATIONS David Hogg +44 20 3465 2628 HAMBURG

Julia Thannheiser +44 20 3465 2676 James Matthews +44 20 3207 7807 Alexander Heinz +49 40 350 60 359 EVENTS

MATERIALS David Mortlock +44 20 3207 7850 Gregor Labahn +49 40 350 60 571 Omi Adjekukor +44 20 3753 3008

Jina Zachrisson +44 20 3207 7879 Eleni Papoula +44 20 3465 2741 Marvin Schweden +49 40 350 60 576 Charlotte Kilby +44 20 3207 7832

Richard Payman +44 20 3207 7825 Tim Storm +49 40 350 60 415 Natalie Meech +44 20 3207 7831

SALES George Smibert +44 20 3207 7911 Philipp Wiechmann +49 40 350 60 346 Ellen Parker +44 20 3465 2684

BENELUX Anita Surana +44 20 3207 7855 Christoffer Winter +49 40 350 60 559 Sarah Weyman +44 20 3207 7801

Miel Bakker +44 20 3207 7808 Paul Walker +44 20 3465 2632 Lisa Winterton +44 20 3753 3057

Martin de Laet +44 20 3207 7804 LONDON

Alexander Wace +44 20 3465 2670 FRANCE Mike Berry +44 20 3465 2755

Thibault Bourgeat +33 1 5844 9505 Stewart Cook +44 20 3465 2752

GERMANY Alexandre Chevassus +33 1 5844 9512 Chris McKeand +44 20 3207 7938

Michael Brauburger +49 69 91 30 90 741 Dalila Farigoule +33 1 5844 9510 Simon Messman +44 20 3465 2754

Nina Buechs +49 69 91 30 90 735 Clémence Peyraud +33 1 5844 9521 AJ Pulleyn +44 20 3207 2756

André Grosskurth +49 69 91 30 90 734 Benjamin Voisin +33 1 5844 9507 Paul Somers +44 20 3465 2753

US SALES E-mail: firstname.lastname@berenberg-us.com

BERENBERG CAPITAL MARKETS LLC SALES Kieran O'Sullivan +1 617 292 8292 CRM

Member FINRA & SIPC Lemmiki Ehatamm +1 646 445 5561 Jonathan Saxon +1 646 445 7202 Laura Cooper +1 646 445 7201

Kelleigh Faldi +1 617 292 8288

Shawna Giust +1 646 445 7216 SALES TRADING CORPORATE ACCESS

Zubin Hubner +1 646 445 5572 Scott Duxbury +1 646 445 5573 Olivia Lee +1 646 445 7212

Jessica London +1 646 445 7218 Tristan Hedley +1 646 445 5566

Ryan McDonnell +1 646 445 7214 Christopher Kanian +1 646 445 5576 ECONOMICS

Emily Mouret +1 415 802 2525 Lars Schwartau +1 646 445 5571 Mickey Levy +1 646 445 4842

Peter Nichols +1 646 445 7204 Bob Spillane +1 646 445 5574

John von Berenberg-

Consbruch


	So, the economic facts….
	Trade

	Disclaimer

