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Brexit, the financial 

sector and the wider 

economy  

 



Some simple points 

• Many economists think that leave-voters completely 

ignored the economic costs or that they are totally 

ignorant of those economic costs. They voted out of 

ignorance and prejudice.  

  

• This probably overstates likely economic costs and 

exaggerates the confidence we should have in any 

estimates. It does not put much value on sovereignty.  

 

• UK membership of the EU has always been a result of a  

cost benefit analysis - never a love affair. Anything you 

have to accept beyond what is needed to be part of a 

free trade area - “ever closer union” - has been seen 

with great suspicion. 
 



 

 



The costs of being outside – the limited free trade in 

goods option 

Average of the estimates of the GDP cost are about three 

and a half percent of GDP by 2030.  

 

The uncertainty about it is enormous. It depends on  

productivity – which we spectacularly do not understand. 

 

If the average rate of growth in the UK is a bit under two 

percent a year, then losing three and a half percent of GDP 

is losing two years of growth.  

 

It means that in 2050 the standard of living in the UK will 

only be as high as you hoped it would be in 2048.  

 

There could be dynamic costs – but they are unclear  

 
 

 



The costs of Brexit – limited free trade in goods option 

Why isn’t it a bigger cost?  

 

Partly because a lot of the barriers to trade just don’t 

change whether the UK is in the EU or not.  

 

The physical distance between any point in the UK and 

any point in the EU will not change.  

 

UK was not going to adopt the European single currency, 

so the currency transaction costs are no different.  

 

The language issue, of course, is still the same. 

 

And most of the costs of the depreciation of sterling are 

likely inevitable with or without Brexit. 
 



But isn’t it terrible for financial sector? 

There are about 1.3 million people working in financial 

services. 

 

Financial services make up around eight or none percent of 

GDP. That is not far off the size of the manufacturing sector.  

 

Most of the people that work in banks, nearly all the people 

that work in the pension sector, and the great majority of 

people in the insurance sector are providing services to UK 

households and UK companies.  

 

They are not exporting financial services to the rest of the 

EU.  
 



But isn’t it terrible for financial sector? 

Financial exports from the UK to the EU are, on some 

estimates, about 25-30 billion pounds – 1.5% of GDP.  

 

Suppose you are very pessimistic. You thought that because 

the UK was probably going to be outside the single market, 

so doesn’t get passporting rights, you lose half of exports.  

 

That might be around 0.75 of one percent of GDP. The idea 

that this means the UK would be descending into a black 

hole of economic failure is woefully wide of the mark.  

 

There are some gains: The UK may gain more control of 

capital rules and bonus rules. 

 
 



Benefits of being out? Or just Costs? 

The main benefit may be avoiding future costs if the EU 

does go down the ‘ever closer union’ route and the UK 

finds it ever harder to opt out of things that it doesn’t like – 

which might include new “social union” rules?  

 

The UK does have many opt outs now. It has, for 

example, an opt out from banking union. How much 

comfort we should take from that is unclear.  

 

If EU banking union happens there may be a centralised 

deposit protection scheme. So, the liabilities of banks that 

go badly wrong in one country get shared out. The UK 

would have an opt out from that if it stayed in the EU.  

 
 



Benefits of being out? Or just Costs? 

Whether or not it is an effective opt out is somewhat 

murky.  

 

Other countries may become resentful of the UK not being 

part of banking union. They may find ways to make it 

rather difficult for UK banks to do things that they can do 

with not much difficulty at the moment. 

 

UK’s current opt outs seem to cause huge resentment – 

maybe envy - in many other countries. That may make 

them less useful to the UK.  

 

If that is true and IF EU has more centralisation of fiscal, 

military, banking policies UK may find it a less and less 

pleasant place to be.  



Where next? 

Divorce is always messy. There is never a good time to 

negotiate about a divorce settlement. 

 

When most people do it is when they are not feeling 

very warm towards the other person.  

 

Being in an unhappy marriage is not great either. “Ever 

closer union” has been the mantra of the Commission, 

its President and many European leaders for a long 

time. Marriage to that “European project” is not happy.  

 

Economists have probably overestimated the cost of 

Brexit – and maybe that is true for financial services. 

They have certainly exaggerated their knowledge.  


