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Brexit what are the  implications
On 23 June the UK is to hold a referendum on its
future membership of the European Union. We
explore the likely economic and market implications
for UK defined benefit (DB) pension schemes.
We look at the possible impact ahead of the
referendum.

Current Polls suggested a slim majority to stay in the
EU. Some more recent polls show a lead for the exit
campaign. Whilst betting odds give the stay
campaign a clear lead, much will depend on the last
2 weeks and if any event happened that may garner
support for either side.

In periods of uncertainty, businesses tend to be less
willing to commit to large investments. This can lead
to subdued economic activity and may affect
consumer sentiment.

However, opinion polls can be volatile. They may not
always reflect the underlying situation, remember
the outcome of the last election – the 2015 election
polls illustrated this. Also other non-EU related
events could affect responses and hence pollsters
findings.

Swings in opinion are likely to generate financial
market volatility ahead of the vote.   There could be
significant rises or falls in the UK equity market,
inflation expectations and bond markets as the
pendulum swings between exit and stay.

Impact of decision to stay in
If the UK votes to stay in the EU any economic
market impact is likely to be limited. Indeed there
could even be an increase in economic activity as the
uncertainty lifts.
However, there is uncertainty over how the gilt
market will react. How will the Monetary Policy
Committee react to the removal of Brexit question?
Will yields rise or fall? It is possible both corporate
bond and gilt yields will fall, with a narrowing of the
spread between the two.

This would have an adverse impact on DB pension
scheme finances.

Impact of a British Exit from the EU
If the UK votes to leave the EU it is a more
complicated scenario. The long-term impact of such
a decision will depend on the new relationship
agreed between the UK and the EU. However even if
the UK negotiates a ‘good deal’ and retains many of
the elements of the existing free trade relationship,
this will not become apparent for some time. The UK
is likely to have 2 years to negotiate an initial deal; a
longer term relationship could take several more
years. Short term uncertainty is bound to increase.

In the short-term
A number of short-term economic and market
developments are likely to occur.
• A marked rise in uncertainty would be a shock to
economic confidence, impacting the spending plans
of households and firms. GDP growth would be hit
and fall below trend. The main assumptions
underlying the government’s deficit reduction plans
would then look very unrealistic. This could impact
on the UK’s credit rating, resulting in gilt yield rises.
• The market may price out any interest rate hikes in
2016/17, and could price in a cut, depending how far
sterling weakened. Its value has already slumped
more than 5% this year.
• The UK is a relatively open economy, and has been
viewed as an attractive destination for foreign
capital. In a Brexit scenario such capital inflows
would come under pressure. Sterling would then
need to fall to offset this impact. Trustees may need
to protect themselves against this currency risk.
• Sterling assets would come under pressure, in
particular prime property and equities. The main
pressure being on smaller, more domestically
orientated stocks. This is likely to lead to falls in UK
property and equity markets.
• Parts of the UK corporate bond market may suffer
from increased uncertainty regarding access to the
European Market, especially in the financials sub-
sector.
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If the constituent parts of the UK have voted
differently, will Scottish and Welsh independence,
together with the associated pension issues, be back
on the agenda?

In the long-term
The long-term impact of Brexit on the UK economy
will depend on the nature of any new relationship
with the EU. Will the rest of the EU be willing to let
the UK pick those aspects of the EU rules it likes?
Alternately will it insist on a Norway style
relationship, where the UK has to fulfil all the rules
of EU membership without any say in what those
rules are?

Will the free movement of goods, the freedom to
provide cross-border services and the free
movement of labour and capital be eroded?

How quickly will new trading arrangements be
established with non-EU states? Will those
arrangements be more or less beneficial to the UK
than would have been the case if the negotiations
had been carried out by the EU?

The UK might no longer be bound by European Court
rulings. However, most EU legislation has been
directly written into UK law. Given the pressures on
Government to cope with the new trading
relationships, there is unlikely to be any significant
re-write or simplification of existing UK pension
legislation.

In Summary
Brexit is a significant risk. This could have a
significant impact on the UK economy and sterling
markets, at least in the short-term.

The long-term impact on the UK economy and on
pension schemes really depends on the nature of
the new post-Brexit relationship which the UK
negotiates with the rest of the EU. There are a range
of options here, from ‘not much change’ to ‘best of
both worlds’, where the UK retains its existing strong
EU trading links and develops new ones. To a
radically altered trading relationship with the EU,
where the UK’s options are more limited.

Existing pension legislation will be here to stay and
interest in Scottish, and Welsh, independence may
be re-kindled, adding further complexity to pension
systems.

In the end there is a great amount of uncertainty
and no one actually knows the outcome and its long
term effects.

We can HELP you!
If you wish to review your current investments
please seek advice.

Cansdales Ltd can guide you through complex areas
by providing independent advice and solutions to
many problems. We can also review your existing
arrangements.


