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Brexit update: exit risk increases to 35%  
   

● Negative shifts in the opinion polls since last summer should remind us that our 
biggest risk for the UK in 2016 – voting to “leave” in the EU referendum – needs to 
be watched carefully. With this, we increase our risk of a Brexit from 30% to 35%.  

● Recent terrible events in Cologne and Paris and a heavy flow of news on the EU 
migrant crisis have coincided with a worrying increase in support for the “leave 
camp”. Brexit news has increased fivefold since the start of the year. 

● The risk that the EU referendum becomes a vote on immigration rather than 
about membership of an economic and political union is a significant threat. Pro-
EU Prime Minister David Cameron is now under more pressure to secure a viable 
concession on his most contentious proposals on immigration. 

● Sterling pricing is beginning to reflect heightened risk – sterling weakened by 
over 6% in the last month. 

● We remain confident that the UK will vote to remain in the EU. Mr Cameron will 
likely secure an agreement after the usual late-night crisis meeting in Brussels 
that will contain enough for him to accept the deal and gain the support of the 
British public. 

● When the renegotiated conditions of the UK’s membership are announced, the 

risk may fall somewhat. However, should it remain elevated or increase leading 
up to the vote, heightened uncertainty is likely to cause a modest disruption to 
economic and financial market activity until after the referendum has passed.    

Chart 1: Brexit opinion polls – net balance 

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

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

● In this note, pages 1 and 2 discuss how recent events are shaping the risk of a 
Brexit and pages 3-6 cover various independent elements of the discussion.  
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Brexit risk has increased 

Recent polls are split down the middle: Although we maintain our base case that the UK 
will vote to remain in the EU, recent events have led to a clear shift in public opinion. 
Whereas last year only one in seven polls showed the leave camp ahead, in the last month 
this has increased to one in two. As Chart 1 shows, after “in” votes rose at the start of 2015 
and peaked at 12% in May 2015, the net balance in favour of staying has fallen sharply back 
to zero. Individual survey data can be volatile, but our index is weighted by survey size and 
averaged across a number of polls to minimise the effect of outliers. This shift, therefore, 
represents a clear trend.  

Brexit fears are beginning to take hold: With the vote on the horizon, Brexit has come 
sharply into focus. As Chart 2 shows, there has been a fivefold increase in the daily Brexit 
news count in 2016 compared to 2015 and, as expected, markets are beginning to price in 
the risk. In the last month, sterling has depreciated by around 6% in effective terms. The 
uncertain outcome has led to a weaker sterling, which reflects reduced demand and 
increased risk for UK assets. But current sterling weakness is probably only a small taste of 
what would be store for the UK in the unlikely event of an exit. In conjunction with markets 
pushing back UK rate hike expectations it is probable that sterling will weaken further in 
the run up to the vote rebounding only after the referendum is over – assuming the UK 
stays in the EU.  

Migrant crisis has weakened the “in” vote: Since the migrant crisis came to the fore, and 
following the attacks in Paris and Cologne, public support for EU membership has soured. 
This highlights our single biggest risk factor: that the referendum becomes a de facto vote 
on immigration. The negative impact of these events on the polls makes the prospect of a 
Brexit a more serious concern. With the “in” camp’s lead narrowing to zero, Mr Cameron’s 
deal will really count. Fortunately, the chances of him pulling it off – that is, securing a deal 
that UK voters like – look reasonably high.   

Chart 2: Brexit news story count Chart 3: Sterling effective exchange rate 

  
Daily Brexit news story count. 5 day MA  

Source: Bloomberg 

Effective Sterling exchange rate. Index Jan 2005=100, weekly average 

Source: Bank of England 

Fate has not granted Mr Cameron an easy passage: Some of his proposed changes, such as 
limiting in-work benefits to EU immigrants to those that have been in the UK for at least 
four years, are both his most contentious and most important in order to rekindle public 
support for the EU. However, since neither Mr Cameron nor EU leaders want the UK to 
leave, even though the four-year ban is highly unlikely to pass, the EU will grant enough of 
a concession so that Mr Cameron can hold up a viable solution – most likely in the form of 
an emergency brake or escape clause on border control.    

A deal can be struck: We remain optimistic that Mr Cameron and his EU counterparts will 
agree on most of the proposals and strike some deal on immigration that suffices to quell 
British fears. This should allow the “in” camp to regain some lost ground. But under the 
impact of the continuing migrant crisis, polls have shifted by more than we had expected 
and since the migrant crisis will likely remain in the headlines for months to come, the risk 
of a Brexit has increased.  
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An overview and update on Cameron’s deal  

The Conservative government under Prime Minister Cameron has promised the British 
public a referendum on EU membership which will take place before the end of 2017. 
Currently, there is no official date set but the referendum is widely expected to take place in 
the summer of 2016.  

The official process started in December 2015 when Mr Cameron sent a letter to Donald 
Tusk – president of the European Council – proposing terms on which to renegotiate the 
UK’s membership. Mr Cameron outlined proposals under four categories (see below). 
Negotiations are currently ongoing and our base case is that Mr Cameron will announce a 
set of agreed terms and the date of the referendum after the next EU summit scheduled for 
18-19 February. Ministers have reported that the parliamentary process to develop the legal 
framework to conduct a referendum will take around four months. Hence, it is most likely 
that the referendum will take place in late-June/early-July 2016.   

Key points from Cameron’s proposalsKey points from Cameron’s proposalsKey points from Cameron’s proposalsKey points from Cameron’s proposals    

Overall, Mr Cameron’s EU reform proposals look mostly constructive and are a reasonable 
basis for discussions with the EU about the terms of continued UK membership. Mr 
Cameron has proposed that negotiations should take place within a framework of four 
objectives; economic governance, competitiveness, sovereignty and immigration. 

● Economic governance – including the protection of the single market, that Eurozone 
changes should be voluntary rather than compulsory for non-Eurozone countries and 
that non-Eurozone country tax payers should never be financially liable for operations 
that support the Eurozone.  

● Competitiveness – to support economic growth and reduce unnecessary regulations. It 
includes such things as a capital markets union, a new trade strategy, the pursuit of 
trade deals with other major economies and the introduction of targets to cut the 
regulatory burden. 

● Sovereignty – including ending the UK’s treaty obligation to work towards an “ever 
closer union”, the enhancement of national parliaments where groups of member 
parliaments can act together to prevent unwanted legislation and proposals to achieve 
the EU’s commitments to subsidiarity. 

● Immigration – such as preventing free movement for new members until their 
economies have converged with existing member states, to introduce changes to 
“crack down” on the abusers of the free movement laws and to prevent migrants from 
qualifying for in-work benefits until they have lived in and contributed to the UK for 
four years. 

While the EU will not grant Mr Cameron all his proposals, such as the four-year block on 
benefits to EU migrants, we expect a deal to be agreed after the usual late-night crisis 
meeting in Brussels. The deal is likely to contain just enough for him to support the deal 
and campaign for the UK to stay in the EU. 

We understand that Mr Cameron had spoken to and agreed most of his demands with key 
EU leaders before the letter was sent to Tusk, so he had a good idea about where the lines 
in the sand were beforehand. On immigration, though the four-year ban is essentially off 
the table – this will not sit well with the eastern European new comers such as Poland – 
concessions will be made, especially in light of recent events in Germany. So far, reports 
suggest that this will come as some form of emergency brake or escape clause if UK public 
services are under strain.  

What happens next?What happens next?What happens next?What happens next?    

Right now, Mr Cameron and the pro-EU conservatives are doing the rounds across Europe 
to muster support before the key discussions on the proposals take place at the 18-19 
February EU summit. In the event that the February talks prove fruitless, it has been 
reported that Mr Cameron plans to extend the negotiations to the following summit – 
setting back the June/July vote probably to September.  
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What happens if the UK exits?  

Exit protocolExit protocolExit protocolExit protocol    

The EU has a specific protocol for exiting members – the UK would follow this if the 
referendum resulted in a vote to leave.  

1) Under article 50, the UK would notify the European Council that it will be leaving the 
union. What follows is the negotiation of the withdrawal agreement. 

2) Treaties would end for the UK from the date of the agreement or within two years 
unless the UK and the European Council agree to extend the negotiations. 

3) The council sets out the arrangement for withdrawal, including for the UK’s 
relationship with the EU. This agreement must be approved by the European Council 
after obtaining consent of the European Parliament. 

4) Finally, remaining EU members would need to agree any changes to EU budgets and 
policies for the UK’s exit.  

Immediate economic impact of a leave voteImmediate economic impact of a leave voteImmediate economic impact of a leave voteImmediate economic impact of a leave vote    

If the UK voted to leave, the risk of an immediate and severe weakening in economic 
activity would be very high and we would not rule out a recession. Consumer and business 
sentiment could decline sharply, leading to a slowdown in consumption and business 
investment. There would be a sharp rise in uncertainty about how a Brexit would be 
managed – the future of London as a financial centre and the development of the UK’s 
trade relationship with its biggest market, the EU, would be key questions to answer. 

The UK’s large current account deficit (roughly 4% of GDP) would become a serious risk 
rather than a modest problem. The UK relies on large capital inflows to finance this deficit 
and they would be at risk of stopping sharply if the UK votes to leave. Indeed, the UK is the 
third largest recipient of foreign direct investment (FDI) in the world after the US and 
China, and almost 50% of this comes from the EU. This could be the catalyst for a balance 
of payments crisis or, at the very least, a sharp depreciation of sterling, which would lead 

to higher inflation. This would squeeze real household incomes and reduce domestic 

demand.   

Not only would an “out” vote be a significant body blow to the economy, but it would most 
likely materially change the direction of economic policy. Monetary policy makers at the 
Bank of England would face further set-backs in starting the tightening cycle. And, given 
that the UK would probably see weakened external demand due to heightened risk, this 
demand-side shock would set back the Treasury’s plans to reduce the budget deficit. Even 
if the Treasury did not actively expand fiscal policy, the fiscal deficit would most likely 
increase, since lower consumption would lead to a fall in taxes, while higher 
unemployment would increase welfare spending.   

LongLongLongLong----term impact term impact term impact term impact ––––    depends ondepends ondepends ondepends on    what type of deal the UK secureswhat type of deal the UK secureswhat type of deal the UK secureswhat type of deal the UK secures    

Ex-ante – that is, before negotiations on the uncoupling process begin – it is not possible to 
say with any certainty what conditions the UK and EU’s relationship would exist under if 
the UK were a non-member. So far, the two suggestions often cited by Eurosceptics are that 
the UK would take on either a Norwegian- or Swiss-style relationship. In our view, neither 
of these looks as attractive to the UK as remaining part of the EU. 

Norway option: Norway is associated with the EU through its membership in the EEA 
(European Economic Area) and the EFTA (European Free Trade Association) and has access 
to the single market without tariffs. Goods, capital, services and people can move to and 
from the EU freely. Norway contributes to the EU budget but does not have voting rights – 
it has to accept the laws agreed by the EU that apply in the EEA. 

Swiss option: Swiss-EU relations exist through a series of bi-lateral trade agreements 
under which Switzerland adopts certain EU laws to gain access to the single market. 
Switzerland is a member of the EFTA but is not part of the EEA, after rejecting membership 
in a 1992 vote. Switzerland’s trade agreements are extensive but, in summary, they do not 
grant it full access to the single market and it does not have complete autonomy over its 
immigration policy. However, Switzerland does not face trade tariffs and is free to set its 
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own trade policy. Like Norway, Switzerland pays into the EU budget but has no voting 
rights.    

Why would these deals not work for the UK? Quite simply, the UK would neither be able to 
independently set its trade policy (Norway option) or set its immigration policy 
(Switzerland). Both of these terms have been put forward by the out camps as key reasons 
to leave the EU. Under both options, the UK would be better off with the status quo – as an 
EU member. The UK would be a voting member and so could influence the harmonised 
laws and rules imposed by the EU that it would have to adhere to in either case.  

A third option: The UK is a key trading partner for the EU and is a much larger economy 
than either Norway or Switzerland. Therefore, the UK would likely be able to negotiate its 
own tailored deal. But the terms of this deal will remain hypothetical until an exit vote is 
cast. Even if the UK managed to agree a deal under which it retains control of its borders 
and was free to negotiate its trade policy independently, it would almost certainly have to 
remain a non-voting contributor to the EU budget and accept regulations to gain access to, 
most likely, only the goods side of the single market (like Switzerland). This could lead to 
the end of London as the financial hub for Europe. 

In our view, none of these options would be as economically beneficial as remaining in a 
reformed EU. Euro-sceptics may not see it this way but the UK benefits heavily from free 
movement of people because the EU labour force acts like a two-directional supply side 
buffering mechanism. Removing this would shrink the supply side potential of the UK 
economy. Likewise, a bespoke agreement with the EU will be less favourable than under 
membership for one key reason – to ensure that other key EU members have no incentive 

to consider leaving, the EU would be inclined to strike a hard bargain with the UK. As 
such, in addition to the aforementioned supply side shock, the new deal would probably 
raise transaction costs of UK-EU trade and act like a demand side shock too.   

Key facts on the UK’s EU membership 

For a more detailed overview please see our previous report. 

● The EU accounts for 45% (£231bn) of UK exports, or around 13% of GDP, and 53% of UK 
imports (£290bn). In 2015, the UK ran a trade deficit of around £60bn with the EU. By 
comparison, the UK exported £91bn to the US and just £18bn to China. 

● Almost 10% of UK labour force is linked to commerce with EU. Around three million 
people earn their living by producing goods and services that are exported to the EU. 

● After the US and China, the UK is the world’s third-largest recipient of FDI. In 2014, the 
UK stock of FDI was £1,034bn, of which 48%, or £496bn, came from the EU.  

● Profits on EU FDI dwarf the UK’s net fiscal contributions. In 2015, the UK’s net 
contribution to the EU budget was just £8.5bn. In 2014 (most recent data), the UK 
earned nearly £24bn in net earnings on its EU FDI stock alone, more than double its 
net budget contribution in 2015.       

 
 

http://www.berenberg.de/uploads/tx_news/150911_UK_unlikely_to_leave_EU_01.pdf
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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. This document 
does not 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. 
 
© January 2016 Joh. Berenberg, Gossler & Co. KG  
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