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Economic Strategy 

Will Britain leave the European Union? 

 

 “The nearest run thing you ever saw in your life” Arthur Wellesley, first Duke of ■
Wellington 18 June 1815. 

The Politics of Brexit  
There have been only four Australian-style referendums in British history. Three of them 
have been during the leadership of David Cameron. The first referendum that Cameron 
introduced was on 5 May 2011. This was a referendum on the “alternative vote”. As part 
of his Coalition agreement with the Liberal Democrats, Cameron had agreed to hold a 
referendum of the introduction of a preferential voting system. In the UK this is referred 
to as the ‘alternative vote’ (AV). This referendum was defeated with only 32.1% in favour 
and 67.9% against. Importantly, this referendum was only defeated through the 
cooperation of the governing Conservative Party and the Labour Party.  

The second referendum that Cameron introduced was on 15 September 2014. This was 
a referendum on Scottish Independence. This followed an agreement between the 
Scottish and United Kingdom governments enacted in the Scottish Independence 
Referendum Act 2013. This referendum was defeated with 44.7% in favour and 55.3% 
against. Importantly, this referendum was only defeated through the co-operation of the 
governing Conservative Party and the Labour Party. 

The third referendum that Cameron has introduced is to be held on 23 June 2016. This 
is a referendum on whether Great Britain should leave the European Union. Britain 
leaving the European Union is called ‘Brexit’. The problem at the moment is that the 
governing Conservative Party is divided over the issue of leaving the European Union. 
Perhaps the most popular politician in the whole of Great Britain is Boris Johnson, the 
conservative Mayor of London. Boris Johnson has declared himself in favour of leaving 
the European Union. The leader of the British Labour Party following the 2015 election is 
Jeremy Corbyn. Jeremy Corbyn is known as a ‘personal Euro sceptic’. 

Polls show that the issue is extremely close. Polls published on 1 April 2016 (see 
footnote 

1
) suggest that some 45% of the electorate favour staying in the European 

Union. Some 42% want to leave the European Union. Some 13% are currently 
undecided. As time goes by, the undecided seem to be drifting towards wanting to leave. 
Even if a strategy for cooperation between the Conservative Party and the Labour Party 
can soon be found, defeating the proposition of leaving the European Union could be 
‘the nearest run thing you ever saw in your life’.  

  

 

 

                                                           
1
 Financial Times Poll of Polls 1 April 2016. 

 

Chart 1: The Impact of Brexit on Real GDP and GDP Per Capital in 2030 

 
SOURCE: BLOOMBERG 
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Britain in the European Union 
As the British economy emerged from the destruction of World War II, it became 
apparent that the fastest growth in its international trade was no longer within the old 
British Empire. Instead, Britain’s most rapidly growing market was Germany and other 
European countries rebuilding themselves from World War II. 

In 1957, in the Treaty of Rome, six countries including West Germany, France, Italy, 
The Netherlands, Luxemburg and Belgium formed the initial group of what was to 
become known as the European Economic Community (EEC). This was referred to in 
Britain as ‘The Common Market’.  

Britain was late to the party. It hesitated because of its existing trade agreements with 
countries in the British Commonwealth. There was another problem. France saw the 
EEC as a way that it could exert power over Germany in the post war world. It did not 
want Britain getting in its way.  

The British attempted to quite literally ‘get around the problem’. They formed an 
association which included themselves and many of the other countries which had been 
excluded from the original Treaty of Rome. This was called the European Free Trade 
Association (EFTA). This was established on 3 June 1960. It was composed of seven 
countries. These included Austria, Denmark, Norway, Portugal, Switzerland, Sweden 
and the United Kingdom. Iceland joined the group in 1970 and Finland in 1986. This 
group was a very successful free trade area. This group was also very successful in 
generating access for its members to join the EEC.  

Both the United Kingdom and Denmark left EFTA in 1973 to become part of the EEC. 
Portugal joined the EEC in 1986. Finland and Sweden joined the EEC in 1995 as did 
Austria. Currently only Norway, Switzerland, Iceland and Liechtenstein (a small 
principality which is bordered by Switzerland) remain members of EFTA.  

The case of Norway and Switzerland is especially relevant. In both cases their 
governments wanted to join the EEC. In both cases this move was defeated by national 
referendums. The EEC is now the EU (European Union). Should Britain vote to leave 
the European Union, it may then return to membership of EFTA with Switzerland and 
Norway. 

The Economics of Brexit 
It is apparent from our discussion above that Great Britain put an enormous amount of 
effort over a period from 1960 to 1973 in getting in to the European Union. We now 
examine the potential economic results of turning their back on all that effort and leaving 
the European Union.  

Put simply, Britain is ‘a banking system with a country attached’. What is another 
country in Europe that is ‘a banking system with a country attached?’ The country which 
most comes to mind is Switzerland. Lord Christopher Patten, the last British Governor of 
Hong Kong and now the Chancellor of the University of Oxford, once remarked that if 
Britain left the European Union, it would be ‘like Switzerland with the bomb’. 

Perhaps the best analysis of the economic effects of Britain leaving the European Union 
has been prepared by the consulting group Oxford Economics. A chart from the report 
on the economic consequences of leaving the EU can be seen in Chart 1. This chart 
was published by Bloomberg on 22 March 2016. 

Oxford Economics examined nine different scenarios for Britain leaving the European 
Union. They then calculated the impact of those scenarios for the British economy by 
2030.  
 

What happens next? 
It is not so important that Britain leaves the EU. It is very important what happens next. 
The impact of British exit upon the British economy is essentially determined by the mix 
of policies that Britain enacts after it leaves the EU. The drive to leave the EU is 
essentially populist. Populists both in Britain and in the United States share two 
essential motivations. They attempt to restrict free trade and they attempt to restrict 
immigration. 

What Oxford economics shows is that the damage to the British economy after leaving 
the EU is directly proportional to the success that populists then have in restricting trade 
and immigration. The more open the trade regime and the more open the immigration 
regime after leaving the EU, the less the damage. The more restrictive the trade regime 
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and the more restrictive the immigration regime, the greater the damage will be after 
leaving the EU.  

Chart 1 shows us nine different combinations of openness to trade and openness to 
immigration. The most open to immigration is shown as LIB or Liberal. The least open to 
immigration is shown as POP or Populist. Moderate or MOD is half way in between.  

The most open to trade is shown as CUS or Customs Union. This means that the UK, 
like Turkey now, would move to a customs union with the European Union. The next 
most open to trade is BIL or Bilateral Agreements. This means that the UK, like 
Switzerland now, would move to bilateral agreements with each individual member of 
the European Union. The least open to trade would be MFN. This means that the UK 
would remain outside the European Economic Area and the European Free Trade 
Association. This would give the UK what is called ‘Most Favoured Nation’ status. This 
is the position least open to trade. 

Oxford economics calculate that the result of the UK being part of a Customs Union, 
together with a Liberal immigration policy, would see a negligible loss of GDP of 0.1% 
between now and 2030. Investment would actually be very slightly higher and GDP per 
capita would be very slightly higher. This position is shown on Chart 1 as LIB CUS.  

At the other end of the scale, we have the populist policies of restricted immigration and  
restricted free trade. The result of this position would be to reduce GDP by 3.9% 
between now and 2030. This position is shown on the chart as POP MFN.  

Migration or Trade 
One intriguing issue emerges from the Oxford economic analysis. What is actually more 
important to EU GDP: open migration or open trade?  

My examination of the comparisons in Chart 1 suggests that around 62% of the 
beneficial effect to GDP within the EU is caused by open migration. This means that the 
fact that a skilled labour force can move rapidly within the EU tends to increase the 
potential GDP of the EU economies. This beneficial effect of open migration is much 
larger than the beneficial effect of open trade.  

My examination suggests that only around 38% of the beneficial effect to GDP within 
the EU is caused by open trade. Populists are more offended by migration than they are 
offended by trade. This means that populists are most likely to shut down the most 
beneficial effect of being within the EU.  

Would or could? 
Let us dispose of one objection to Brexit. This is that it would place the UK in a poor 
bargaining position. The UK is the second largest economy in Europe. Right now Turkey 
has a customs union with the EU. If Turkey can negotiate a customs union, it is absurd 
not to believe that the UK could do so.  

Right now Switzerland has bilateral agreements with the EU. These bilateral 
agreements support an extremely high level of GDP per capita in Switzerland. If 
Switzerland can negotiate these bilateral agreements, it is absurd not to believe that the 
UK could do so.  

Switzerland negotiated these bilateral agreements to protect its banking sector. 
Switzerland, like the UK, is ‘a banking system with a country attached’. The UK, like 
Switzerland, might wish to negotiate these bilateral agreements in order to protect its 
banking system. Should it do so, it would indeed become, as suggested by Lord 
Christopher Patten ‘like Switzerland with the bomb’. 

The question is whether the UK would wish to enter into these agreements such as 
Switzerland has. Should the referendum on leaving the EU succeed, then it is likely that 
British Prime Minister David Cameron would be replaced by a more populist prime 
minister like Boris Johnson. A populist prime minister would tend to have a more 
restrictive trade policy and certainly a more restrictive immigration policy. It is this more 
restrictive policy of a populist regime which actually does the economic damage to the 
British economy. 

Conclusion 
The vote on whether Britain will leave the European Union appears finely balanced. The 
economic damage done by Brexit would be determined not by Brexit itself, but by the 
kind of deal that Britain does with the European Union after it leaves. Britain is the 
second largest economy in Europe. It is strong enough to get almost any kind of deal 
that it wants.  
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The more restrictive on trade and immigration the deal is, the greater the damage would 
be. The real problem is that the populists who might rule the British economy after it 
leaves the European Union might negotiate restrictive deals on both trade and 
immigration. They might manage to shoot themselves in both feet. 
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`Brexit' Would Cause Significant Damage, Oxford Economics Says: Emma Charlton; 
Bloomberg; March 22, 2016 

 



 

Australia│Equity research│April 5, 2016   

 
   

 

 
 

5 
 

 

 

 

Queensland  New South Wales  Victoria  Western Australia 

Brisbane +61 7 3334 4888  Sydney +61 2 9043 7900  Melbourne +61 3 9947 4111  West Perth +61 8 6160 8700 

Stockbroking, Corporate Advice, Wealth Management  Stockbroking, Corporate Advice, Wealth Management  Stockbroking, Corporate Advice, Wealth Management  Stockbroking, Corporate Advice, Wealth Management 

Brisbane: Edward St +61 7 3121 5677  Armidale +61 2 6770 3300  Brighton +61 3 9519 3555  Perth +61 8 6462 1999 

Brisbane: Tynan 
Partners 

+61 7 3152 0600  Ballina +61 2 6686 4144  Camberwell +61 3 9813 2945   

South Australia 

Bundaberg +61 7 4153 1050  Balmain +61 2 8755 3333  Domain +61 3 9066 3200  Adelaide +61 8 8464 5000 

Cairns +61 7 4222 0555  Bowral +61 2 4851 5515  Farrer House +61 3 8644 5488  Norwood +61 8 8461 2800 

Caloundra +61 7 5491 5422  Chatswood +61 2 8116 1700  Geelong +61 3 5222 5128    

Gladstone +61 7 4972 8000  Coffs Harbour +61 2 6651 5700  Richmond +61 3 9916 4000    

Gold Coast +61 7 5581 5777  Gosford +61 2 4325 0884  South Yarra +61 3 8762 1400    

Ipswich/Springfield +61 7 3202 3995  Hurstville +61 2 9570 5755  Southbank +61 3 9037 9444    

Kedron +61 7 3350 9000  Merimbula +61 2 6495 2869  Traralgon +61 3 5176 6055    

Mackay +61 7 4957 3033  Neutral Bay +61 2 8969 7500  Warrnambool +61 3 5559 1500    

Milton +61 7 3114 8600  Newcastle +61 2 4926 4044      

Mt Gravatt +61 7 3245 5466  Newport +61 2 9998 4200  Australian Capital Territory    

Noosa +61 7 5449 9511  Orange +61 2 6361 9166  Canberra +61 2 6232 4999    

Redcliffe +61 7 3897 3999  Port Macquarie +61 2 6583 1735      

Rockhampton +61 7 4922 5855  Scone +61 2 6544 3144  Northern Territory    

Spring Hill +61 7 3833 9333  Sydney: Level 7 
Currency House 

+61 2 8216 5111  Darwin +61 8 8981 9555    

Sunshine Coast +61 7 5479 2757  Sydney: Level 9 +61 2 8215 5000  Tasmania     

Toowoomba +61 7 4639 1277  Sydney: Hunter St +61 2 9125 1788  Hobart +61 3 6236 9000    

Townsville +61 7 4725 5787   +61 2 9615 4500       

Yeppoon +61 7 4939 3021  Sydney: Reynolds 
Equities 

+61 2 9373 4452       

   Wollongong +61 2 4227 3022       

 
Disclaimer  
The information contained in this report is provided to you by Morgans Financial Limited as general advice only, and is made without consideration of an 
individual’s relevant personal circumstances. Morgans Financial Limited ABN 49 010 669 726, its related bodies corporate, directors and officers, employees, 
authorised representatives and agents (“Morgans”) do not accept any liability for any loss or damage arising from or in connection with any action taken or not 
taken on the basis of information contained in this report, or for any errors or omissions contained within. It is recommended that any persons who wish to act 
upon this report consult with their Morgans investment adviser before doing so. Those acting upon such information without advice do so entirely at their own risk.  

This report was prepared as private communication to clients of Morgans and is not intended for public circulation, publication or for use by any third party. The 
contents of this report may not be reproduced in whole or in part without the prior written consent of Morgans. While this report is based on information from 
sources which Morgans believes are reliable, its accuracy and completeness cannot be guaranteed. Any opinions expressed reflect Morgans judgement at this 
date and are subject to change. Morgans is under no obligation to provide revised assessments in the event of changed circumstances. This report does not 
constitute an offer or invitation to purchase any securities and should not be relied upon in connection with any contract or commitment whatsoever 

Disclosure of interest 
Morgans may from time to time hold an interest in any security referred to in this report and may, as principal or agent, sell such interests. Morgans may previously 
have acted as manager or co-manager of a public offering of any such securities. Morgans affiliates may provide or have provided banking services or corporate 
finance to the companies referred to in the report. The knowledge of affiliates concerning such services may not be reflected in this report. Morgans advises that it 
may earn brokerage, commissions, fees or other benefits and advantages, direct or indirect, in connection with the making of a recommendation or a dealing by a 
client in these securities. Some or all of Morgans Authorised Representatives may be remunerated wholly or partly by way of commission. 

Regulatory disclosures 
Analyst owns shares in the following mentioned company(ies):   - .  

  

Recommendation structure 
For a full explanation of the recommendation structure, refer to our website at http://www.morgans.com.au/research_disclaimer 

Research team 
For analyst qualifications and experience, refer to our website at http://www.morgans.com.au/research-and-markets/our-research-team 

Stocks under coverage 
For a full list of stocks under coverage, refer to our website at  
http://www.morgans.com.au/research-and-markets/company-analysis/ASX100-Companies-under-coverage and  
http://www.morgans.com.au/research-and-markets/company-analysis/EX-100-Companies-under-coverage 

Stock selection process 
For an overview on the stock selection process, refer to our website at http://www.morgans.com.au/research-and-markets/company-analysis 

 

www.morgans.com.au 

If you no longer wish to receive Morgans publications please contact your local Morgans branch or write to GPO Box 202 Brisbane QLD 4001 and include your 
account details. 

04.01.16 

 

 
 

 
      
      

 

http://www.morgans.com.au/research_disclaimer
http://www.morgans.com.au/research-and-markets/our-research-team
http://www.morgans.com.au/research-and-markets/company-analysis/ASX100-Companies-under-coverage
http://www.morgans.com.au/research-and-markets/company-analysis/EX-100-Companies-under-coverage
http://www.morgans.com.au/research-and-markets/company-analysis

