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UK’s EU membership: partly in and partly out
Favoring single market and enlargement but opting-out from euro & Schengen
European
Economic 1% referendum on UK's
Community EEC membership "Yes" Maastricht Treaty
(EEC) wins by 67% to 33% (opt-out for the UK)
European
Steel & Coal UK joins Single Euro
Community EEC European Act introduction
W L T T T T Ty )
1951 1957 1973 1975 1986 1992 1999
PM Cameron vows to UK and EU negotiate
renegotiate EU a deal, which
8 Eastern membership terms & run partially addresses
European referendum, if his party UK government’s
countries wins May 2015 election demands
join the EU
Conservatives 2"4 referendum on
Lisbon win general UK's EU
Treaty election membership; Brexit

wins by 52% to 48%
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Brexit calls gain momentum after the outbreak of the euro area crisis @
Daily Express the first mainstream national newspaper to support the case (Nov. 2010)

DAILY S EXPRESS

THE WORLD'S GREATEST NEWSPAPELR \ ™ SATUSDAY Jangazy & 2on FREE
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GET BRITAIN
UT OF THE EU

Source: Daily Express |  Page2



Negotiations may well take longer than 2 years @
Unless the UK seeks no special access to the single market

. European Council Agreement on exit
UK withdrawal A p . . .
. . provides guidelines for (and transitional?)
notification ..
European Commission arrangement
French German
UK EU A .
Presidential Federal
Referendum . .

Election Election

June 2016 March 29" April-May April 29" September October
2017 2017 2017 2018

European Council,
UK Parliament &
European Parliament
vote on agreement

UK leaves EU

v N

Transitional WTO rules?
deal ?

Potential extention
(unanimous agreement by the
UK and the remaining 27 EU

Member States is required)

Late 2018/ End-March 2019

Early 2019 (Article 50 provides for a two year negotiation period
after withdrawal notification)

Source: HM Treasury, EU Commission, Eurobank Economic Research Page 3



Existing trade arrangements with the EU A
: :
A tradeoff between access to the single market and independence
Low independence High market access
Independence
Ability to Fiscal Independent to negotiate Ability to A .
ignore EU contribution immigration trade deals influence EU Si clce;Is 1 . Passporting
rules to EU policy with non-EU rules ingle Warke
countries
EU membership Very limited Yes No No Yes Full Full
European Economic
Area (EEA) L. L. . .
Norway, Iceland, Limited Yes No Yes Limited High High
Liechtenstein
European Free Trade
Association (EFTA) Partial Yes No Yes No Medium No
Switzerland
New UK-EU Free Trade
? ? ? ?
Agreement (FTA) : : Yes Yes No : :
W TO rules Yes No Yes Yes No No No
I |
High independence Low market access

Source: OECD (2016); IMF (2016) CER (2016), Eurobank Economic Research | Page 4



The immediate period following the UK’s EU referendum @
Expectations for economic stagnation in H2-16 proved overly pessimistic...

Economy remarkably resilient so far to Brexit uncertainty

=== GDP growth (QoQ%, SA)- rhs UThe UK economy has defied stagnation
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Easier financial conditions & weaker sterling helped to absorb post-referendum uncertainty
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The immediate period following the UK’s EU referendum
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...but Brexit impact may become increasingly visible after Article 50’s activation

Sterling depreciation has boosted inflation, undermining
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UK PMI: has post-EU referendum rebound come to an end?

e==UK PMI Composite, output index
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Consumer confidence negatively affected by slowing
real wage growth; saving rate close to record lows

=== Gfk Consumer confidence indicator, lhs %
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UBrexit impact may become more visible
following Article 50’s activation

v" Behavior of UK businesses & consumers will

need to adjust in a prolonged period of

increased uncertainty over the terms of the

UK withdrawal & the new UK/EU
association agreement

Source: OECD, Bloomberg, Eurobank Economic Research
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Most studies predict a permanent UK output loss due to Brexit @m
Direct and indirect effects of reduced trade with the EU; lower labor productivity

Source Brexit effect on the UK economy
-3.0% to -0.6% of per capita GDP (static estimate)

Bertelsmann Stiftung (2015)
-14.0% to -0.2% of per capita GDP (dynamic estimate)

-2.6% to -1.3% on incomes (static long-run trade effects)
Dhingra et al. (2016a, 2016b)

-9.5% to -6.3% on incomes (dynamic long-run trade effects)

-6.0% to -3.6% of GDP (short-run)
HM Government (2016c¢c, 2016d)

-9.5% to -3.4% of GDP (long-run)

-2.6% to +1.1% of GDP
Mansfield (2014)

+0.1% of GDP (most likely scenario)

NIESR (Baker et al., 2016, Ebell -2.3% of GDP (short-run)
and Warren, 2016) -7.8% to -1.8% of GDP (long-run)

-3.3% of GDP (medium-term, up to 2020)
OECD (2016)

-7.7% to -2.7% of GDP (long-run, up to 2030)

-2.2% to +1.6% of GDP
Open Europe (2015)

(Politically realistic range: -0.8% to +0.6% of GDP)

Ottaviano et al. (2014) -1.1 to -3.1% of GDP
Oxford Economics (2016) -3.9% to -0.1% of GDP (long-run)
-5.5% to -3.0% of GDP (medium-term)
PwC (2016)
-3.5% to -1.2% of GDP (long-term)
Minford (2016) +4.0% of GDP

Source: IMF (2016), Eurobank Economic Research | Page 7



UK’s large CA deficit requires substantial inflows for its financing

Or else a slowdown in domestic demand (investments) an increase of national
savings and/or a permanent exchange rate depreciation to restore external equilibrium

B curobank
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Financial sector: a key component of the UK economy @
Highly susceptible to loss of access to the single market (passporting)

Financial & Insurance activities (share of Gross Value Added)
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The UK economy is highly dependent on inward FDI

Much of it comes from other EU countries

&) Eurobank

Share in FDI inflows to the EU-15
(annual average %)
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UThe total stock of FDI in the UK
exceeds 1 trillion GBP,
representing around 57% of the
country’s GDP

UAlmost 50% of it comes from the
rest of the EU, with the
Netherlands, France, Luxemburg
and Germany making the largest
contributions

QIf access to the single market were
lost, the UK might become a less
attractive destination for FDI
inflows, with negative
repercussions for investment,
export capacity and productivity

Source: OECD, Eurostat, Office for National Statistics, Eurobank Economic Research
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EU immigration to the UK @
Considerable contribution to UK output & productivity

Long-Term International Net Migration by Citizenship

UThe number of EU migrants to the UK
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UEmpirical analysis suggests that
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to UK GDP and productivity growth
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Source: Office for National Statistics, OECD, IMF, Eurobank Economic Research



UK is already among the least regulated markets in the developed world

@ Eurobank

How much room for additional gains from “de-Europeanising Britain”?
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UK’s contribution to the EU budget among the lowest as % of GDP

How large might the gains from Brexit be?

& e urobank
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UK is a net contributor to the EU budget

e=mUK's Net Contribution to EU budget (as % of GDP)

= == o Average 2000-2015

2000

35,000 -
30,000 -
25,000 -
20,000 -
15,000 -
10,000 -

5,000 -

2001

2002
2003-
2004-
2005-
2006
2007
2008-
2009
2010
2011
2012
2013
2014-
2015

Nominal gross contribution to the EU budget

*

EEUR mn, 2013-2015 avg (lhs)
¢ Percent of GDP (rhs)

- 0.016
- 0.014

. - 0.012
. - 0.01
* - 0.008
- 0.006
- 0.004
- 0.002

0

UUK’s net contribution to the EU
budget has averaged €5.5bn per
annum (c. 0.3%-o0f-GDP) in 2000-
2015, lower than that of Austria,
Denmark, Finland, France,
Germany, Italy, the Netherlands
and Sweden

UIf the UK were to retain some
access to the single market it
would find it difficult to avoid
payments to the EU budget (e.g.
the Norwegian and Swiss models
of association come with fiscal
costs)

Source: European Commission, Eurobank Economic Research
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Brexit: implications for the EU-27
Luxemburg, Ireland, Malta, Cyprus, the Netherlands and Belgium are relatively more @
susceptible to Brexit risks

High direct trade ties with UK High FDI exposure
% of individual country GDP, 2015 % of individual country GDP, 2015
B0% 500 ’
= Exports G&S/GDP B UK FDI stock abroad
® Imports G&S/GDP 450 B FDI stock in UK
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Migrants in the UK Financial Sector Claims (ultimate risk basis)
1p  ooforigin country population 2015 % of individual country GDP, 2015
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Greece’s overall external trade balance in goods & services with the UK A
Based on FY-2015 data

Greece’s external balance of services with the UK (2015)
(surplus +€2,678 mn)

Total balance
(+€2 525mn or
1.4% of GDP)

fﬂ

Greece’s external balance of goods with the UK (2015)
(deficit -€153.4 mn)

Source: Eurostat, Eurobank Research Page 15



Greece 2007-2016
From a “Great depression” to a “Great stagnation”?
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2016-2018: European Commission Winter (February 2017) forecasts 106.7
2016: realized real GDP for Greece (growth rate = 0.0%) 7y
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Greece: relatively low direct merchandise trade linkages with the UK

Main Greek exports: food & live animals; chemicals & related products;
o o . . uroban
manufactured goods classified chiefly by raw material
63% - Shares of total Greek exports in goods (%) - 9%
58% 55.4% ™ 55.6% o T 8%
- -
53%.-"" P, .S o S [/ 52',0% 7%
{ 6.8% : == e=<EU-28 Extra (LHS) ‘\_.-",v’
4'80/0" T ‘,l: } 43 89‘/ B 6:0/,0
______________________ == == « EU-27 Intra (LHS) ‘, : \ss 5%
43% - e T (RHS) - - ::‘ o i \':}.':,'/O
. |37.9% £
SRR el . 7 42% [/ "
-, Leewm, et TN T : £
33% - Il TR v 3%
28% T T T T T T T T T T T ....f. “““ ‘I T T T 202/0
o — N o <+ o je] I~ L h (o] — ™ 3] <+ 1] jie]
o o (] [an] [ (o] (o] (o] (o] (o] — — — — — — —
fam)] (D] o o fam] o o o [ (o] o (o] am) (o] (o] o )
™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™
222 1 &5.860 Shares of total Greek imports in goods (%) k.
58% - - ae» an - - " ““__.........._.....' i
? Lo e e 53.9% g 7%
-l - - - 0%,
530,:? 5.7% = == « EUJ-28 Extra (LHS) - < ,’/ ~-—_-\\:; I
", - a» e 22 - e o 1
o EU-27 Intra (LHS) s~ i
- 5;%
43% - 45.2%) |
- A%
38% -
. S 2% %
08% : : 2%
o — ™ 3] <+ o jie] b~ Q0 (8)] (] — ™ 3] <+ Ip] je]
(on] o (an] (an] (o] o o o o o — — — — — — —
o (@) (o] (o] (o] (o] o s (o] o (o] [ an) o (o] (o] o (o]
™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™ ™

Source: Eurostat, Eurobank Research Page 18



Relatively strong trade ties between Greece and the UK in services A
Mainly, travel and transportation services
Shares of total Greek Shares of total Greek
51% - exports in services (%) 51% - imports in services (%)
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Source: Eurostat, Eurobank Economic Research

Page 19



