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The financial markets reacted violently to the UK’s decision to leave the EU and had an impact on several variables, but overall things went as could be expected and we can even say in an orderly fashion. As expected, the pound plummeted (11%), consistent with a current account deficit and a low growth outlook. The euro also depreciated (4%) while other safe haven currencies, like the dollar, Swiss franc and, above all, the yen, appreciated. Peripheral debt yields were contained, although we must bear in mind that the ECB has intervened through its asset purchasing program. Market volatility indices have surged to levels last seen during the crisis at the start of the year related to doubts about China, but nowhere near those seen in the most recent crises such as Greece or Lehman Brothers. However, where we have seen sharper than expected drops is in some stock markets, especially in the European banking sector. Nevertheless, in general, it seems that the willingness of central banks to intervene if necessary has ameliorated the negative reactions. 


On the political front, however, we have seen more confusion than expected.  The two main political parties in the UK and the negotiation strategy with Europe have been thrown into chaos. This has raised a lot of uncertainty about the economy and will probably halt investment plans for several months, which could lead to a recession in the short term.


The EU member states and the community institutions reacted properly, making it clear that they would stand firm on two points during negotiations: first, they will not start talks until the UK has made an official request (by invoking the now famous article 50) and, second, that the EU is not willing to negotiate an a la carte model in which the UK can cherry pick the policies it prefers (like the one Switzerland has, for example). This implies very few concessions to the UK, thereby preventing future maneuvering to obtain further concessions and, above all, sending a message to other countries in Europe that may want to follow suit, tempted by the idea of withdrawing from all or part of the European project. 


The UK should try to limit the damage and pursue a “Norwegian solution”, allowing it to remain very close to Europe, which would give it access to the single market and the European passport for the financial sector, even though it means having to make contributions to the EU budget and European immigration policy, which was rejected by the Brexiteers. The EU’s priority is to prevent political contagion, given that the likelihood of economic contagion, in principle, isn’t high. To achieve that objective the EU will have to follow the rules in its negotiations and revitalize its integration plans. The statement from Germany and France after the foreign ministers’ meeting this week was positive in this regard, given that it suggest new policy directions for security, defense and immigration, but also advances toward a fiscal union, a matter that has been sidelined for a long time now.
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit, regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities offering investment products to these potential investors are legally required to provide the information needed for them to take an appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases where it is legally permitted or expressly authorized by BBVA.
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