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After the panic reaction early July, after the relief during the summer, Brexit now 

needs to be examined in a rational manner, as if it were a surgical procedure to 

separate co-joined twins, making sure that both survive. Why negotiate? How? 

When? What to negotiate? A great deal of ambiguity surrounds all of these 

questions, although a number of lines of approach are emerging. The UK is 

looking for a tailor-made solution, ideally with no exit tax. The EU lacks vision on 

itself, but its existential doubts do not imply that it would be ready to concede on 

its founding principles. 

For the time being it is much ado about nothing 

The UK’s vote in favour of Brexit came as a surprise to the majority of observers
1
. With 

the results only just in on the morning of 24 June, an end-of-the-world atmosphere 
pervaded the financial markets. What is a surprise today, however, is that all of this 
post-referendum agitation has disappeared.  
 

The uncertainty affecting economic policy has returned to more or less usual levels (left-
hand chart). In August the business confidence index corrected its sharp fall of July 
(right-hand chart). At this juncture, there is no visible impact on the real economy, 
without being able to say whether this is down to robust resilience or is merely the 
consequence of the inertia of statistical data. In short, Brexit +83 days, the event 
appears painless. Brexiteers have concluded that exit from the European Union is not a 
disaster, but rather a liberation, in contrast to the dire predictions of some experts. Their 
counterparts on the continent (Le Pen, Wilders, Grillo) have been handed an argument 
to encourage other populations to follow the UK’s example. That said, one point is 
worthy of note, such a small point that one barely dares to voice it: to date, Brexit has 
not happened and preparations for it have barely advanced at all. It is therefore 
premature to draw any definitive conclusions.  
 

UK: uncertainty on economic policy UK: business confidence 

  
Sources: policyuncertainty.com, Bloomberg, Oddo Securities 

 
 

There have been three notable changes since the vote on 23 June. 

 Firstly, the opening of negotiations has been pushed back for several quarters 
at least. For David Cameron, article 50 should have been activated in the wake of 

the vote. Theresa May, his successor, is waiting until 2017, without saying whether 
this is to be the beginning or the end of the year, once the elections in Germany are 
over. As such, negotiating Brexit is not an immediate concern.  

                                                           

 
1
 As of the 12 June 2016, polls nonetheless suggested a slight advantage to the Brexit camp. Only the bookmakers odds (which were weighted by the 

amounts gambled and not by the number of bets) pointed to a considerable advantage or the Bremain camp.  
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 Secondly, the UK policy-mix was immediately relaxed. The Bank of England 

lowered its rates for the first time since March 2009 and re-launched its programme 
of asset purchases after a four-year break. The Treasury hinted that the deficit 
targets would be relaxed at the budget talks this autumn. 

 Thirdly, the pound lost 10% against a basket of currencies. The immediate 

effect was to improve the price-competitiveness of exports and to render London 
property prices more attractive for foreign investors. The more diffuse effect will be 
to raise the price of imports, push up inflation and dent the purchasing power of the 
British public. 

 

In this context, it is not surprising to note that the economic situation has changed little 
for the time being. Moreover, before dismissing the opinion of the experts, accused of 
exaggerating the cost of Brexit, we would make the following two points.  

 On the one hand, in all of the models evaluating Brexit, the anticipated cost depends 
in large part on the change to trading relations between the UK and the EU. Losing 
preferential access to the single market implies that there will be less trade and less 
investment. The future framework of trade relations is, in any respect, assumed to 
be less advantageous than belonging to the EU. We see no reason to question this 
assumption.  

 On the other hand, none of the models, to our knowledge, made any attempt to 
quantify, on a quarterly basis, the impact of Brexit on GDP growth. What the models 
do, is to estimate the difference between the level of activity between a Brexit and a 
non-Brexit scenario. On a horizon of two to five years, the estimated loss averages 
around one point per annum

2
. Given the lack of perspective on the Brexit event, 

forecasters have collectively based their predictions on these values. Between May 
and August, the consensus revised down its forecast for economic growth in the UK 
from +2.2% to +0.6% in 2017. This however does not mean that the UK will plunge 
into recession as of Q3 2016.  

 

The agitation immediately following the referendum having eased, it is now time 
for a dispassionate reflection on the likely points of negotiation between the UK 
and the remaining 27 member states. 
 

Why negotiate? The UK and the remaining EU member states are each other’s main 

trading partners
3
. They have mutual interests but, once one of the parties leaves the 

club, diverging objectives begin to emerge. Membership to the EU implies rights and 
duties for each of the member states. The exit from the EU therefore raises the question 
of whether exiting countries lose all or only some of these rights and duties. Only the 
most virulent Brexiteers could imagine that they will be able to retain just the 
components that they like (preferential access to the single market, financial passport) 
whilst rejecting those that they do not (freedom of movement for EU citizens, 
contribution to the EU budget, European regulations). The scenario of an “à la carte” EU 
has been rejected by the President of the European Commission. Without aiming to 
punish the UK, it is clearly in the interests of the representatives of European 
Institutions to show that quitting the EU club is not painless.  

 
 How to negotiate? The only point on which Europeans are in agreement is that the 
only means of negotiating an exit is via article 50 of the European Treaty (see 

appendix below). This is in response to those who, in the UK, have suggested other 
legal solutions which leave a wider room for manoeuvre. The activation of article 50 
carries a number of implications. Firstly, this indicates that the UK really wishes to leave 
the EU

4
. Then, this avoids discussion between the UK and each of the other EU 

member states, which carries the risk that agreements may be reached on a case-by-
case basis. Lastly, article 50 sets in motion a two-year countdown, which could be 
extended under specific circumstances, to negotiate the exit. There is nothing detailed 
on the other key negotiations regarding future relations between the EU and UK 
but in reality, this is a crucial point. 

 
 When to negotiate? For the UK, there could be two advantages in delaying, as Ms 

May has been doing for the past two months. The first it to give itself enough time to 
clarify its objectives. Today, three different ministers are in charge of the Brexit process 
and their coordination leaves something to be desired. For Ms May, this might be a way 
of neutralising them and ensuring that she has full leadership ahead of the Conservative 
Party Conference scheduled from 2 to 5 October. Playing your cards close to your chest 

                                                           

 
2
 See our Economy Note of 30 June 2016: "Is Brexit painful? Is Brexit contagious?” » 

3
 Their respective economic weights are nonetheless very different, in a ratio of 1 to close to 5 for GDP from 1 to close to 7 for population. 

4
 Jean-Claude Piris, Former Director General of the Legal Services of the EU Council, nevertheless believes that article 50 could be suspended and that 

it does not represent a final or irreversible exit decision. See his op-ed in the Financial Times, “Article 50 is not for ever”, 1 September 2016. 
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is a standard strategy in all negotiations, at least at the beginning. The second 
advantage is to leave all options open, including not taking the vote of 23 June into 
account. This could be done by holding a general election, for instance, or a second 
referendum. Ms May has been repeating “Brexit means Brexit” like a mantra, which 

seems to rule out this possibility, but she is in no rush to explain what her views 
regarding Brexit actually are. 
 

Europe, and even the rest of the world, are more inclined to see negotiations kick off 
relatively soon, simply to alleviate uncertainty. At the latest G20 meeting, the US and, in 
an even more explicit manner, Japan emphasised this point. That said, beyond 
exerting friendly pressure from the outside, no one can force the UK to activate 
article 50. There is also a debate about whether the UK government can take this 

decision alone, or whether a Parliamentary vote (most MPs were in the Remain camp) 
would be needed. This point will be considered by the UK’s High Court as of 8 October. 
 
 Who would negotiate? The negotiation has two dimensions - a technical one and a 

political one. The political dimension comes to the fore during summits amongst heads 
of state and government. At these events, the media and political leaders are always 
keen to point out who won, who lost, who gave some ground, etc. In practice, it is 
doubtful that all EU summits, be they informal ((EU 27) such as this week’s meeting, or 
formal (EU 27+ UK) such as the events scheduled for October and December, will focus 
exclusively on Brexit.  
 

Once the negotiation mandate is defined, the discussions will be primarily technical. 
Today, only the names of the EU’s negotiators are known: Michel Barnier for the 
Commission, Didier Seeuws for the Council and Guy Verhofstadt for the Parliament. 
These three people have a track record of showing long-standing commitment to the 
EU's integration project. Their being chosen to lead the negotiations shows that there is 
no intention of taking an overly lenient approach with the UK. We would be tempted to 
say that the UK is the troublemaker in this Brexit affair and therefore the EU has 
no reason to grant it too many concessions.  

 
 What is to be negotiated? EU membership is not the only way of having economic 

and trading relationships with EU countries. Switzerland and Norway offer alternative 
“models” which are extremely close to the EU framework in terms of accessing the 
single market. Ms May’s comments indicate that the UK does not want to follow an 
existing model and would rather negotiate a tailor-made agreement. The rejection of 
the Swiss/Norwegian models suggests that the UK government’s absolute 
priority is not securing preferential access to the single market – and holding on 
to the financial passport for all of the City's businesses.  
 

The UK’s vote on 23 June was the expression of an anti-system force felt everywhere in 
the west for several years. From Tsipras to Trump, the common denominator is the 
rejection of something or someone. What came into play in the specific case of the UK 
referendum was the desire to regain sovereignty over certain questions, such as border 
controls, where the EU is deemed inadequate, even if this means paying an economic 
price. Since freedom of movement for EU citizens is a founding principle, the 
negotiation will likely be long and no doubt arduous.  

 
The Brexit story has not started yet. Concluding that it will be a walk in the park on the 
grounds that the financial markets have stopped worrying about it for the past two 
months would probably be a mistake. Believing that because it apparently lacks vision 
for itself, the EU is willing to give in to the UK over everything, would be another. Once 
the countdown starts after article 50 is triggered, the EU’s defensive position might 
prove greater than the aggressive position taken by the Brexiteers. 
 
Appendix: Article 50 of the Lisbon Treaty  
1) Any Member State may decide to withdraw from the Union in accordance with its own constitutional 

requirements. 
2) A Member State which decides to withdraw shall notify the European Council of its intention. In the light of 

the guidelines provided by the European Council, the Union shall negotiate and conclude an agreement 
with that State, setting out the arrangements for its withdrawal, taking account of the framework for its 
future relationship with the Union. That agreement shall be negotiated in accordance with Article 218(3) of 
the Treaty on the Functioning of the European Union. It shall be concluded on behalf of the Union by the 
Council, acting by a qualified majority, after obtaining the consent of the European Parliament. 

3) The Treaties shall cease to apply to the State in question from the date of entry into force of the withdrawal 
agreement or, failing that, two years after the notification referred to in paragraph 2, unless the European 
Council, in agreement with the Member State concerned, unanimously decides to extend this period. 

4) For the purposes of paragraphs 2 and 3, the member of the European Council or of the Council 
representing the withdrawing Member State shall not participate in the discussions of the European Council 
or Council or in decisions concerning it. A qualified majority shall be defined in accordance with Article 
238(3)(b) of the Treaty on the Functioning of the European Union.  

5) If a State which has withdrawn from the Union asks to rejoin, its request shall be subject to the procedure 
referred to in Article 49. 
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