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Remain Leave

62% 38%

47% 53%

47% 53%

56% 44%

48% 52%
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The morning after
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Article 50 of the EU 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….
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.

How does the UK actually leave the EU?
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“I think it’s right that this new prime minister takes the decision about when to trigger 
Article 50 and start the formal and legal process of leaving the EU”

David Cameron, 24/06/16
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European Union  Customs Union

European Free Trade Association

European Economic Area

European Union

Euro area

Free Trade Agreement

??

WTO rules

Time to decide what leave actually means
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How big is the potential short-term 
economic shock?

Source: LGIM

• CPI (level)  3 – 5% 

• Consumption    2 – 3%

• Investment  5 – 10%

• GDP (level)  2 – 4 %
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Potential policy response

• Liquidity 
operations

• Interest rate cuts
• Quantitative 

easing
• Credit easing

Bank of 
England HM 

Treasury

• Automatic stabilisers
• No emergency fiscal cuts

Monetary policy Fiscal policy
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Impact on the rest of the world

World

• UK only accounts for: 
- 17% of EU GDP
- 4% of World GDP

• Global growth will be directly dented 
by less than ½% in 2016/17

• US insulated
• EM could benefit from lower rates

• Financial and political contagion are 
the much bigger concerns

UK EU World

$3 trn

$16 trn

$74 trn

GDP (2015)
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Source: Bloomberg LP, LGIM (market impact as of 24th June) 

Initial market reaction: lots of volatility

Biggest adjustment in GBP

Asset 
class

impact Description

GBP 
• Initial 10% fall in GBP
• Subsequent 5% rebound

Equities 
• 4-10 % off major global equity indices
• FTSE cushioned by FX adjustment
• Major hit to European banks (-10%)

Credits 
• Relatively muted widening in credit 

spreads
• Weakness in peripheral debt

Gilts 
• A BoE rate cut now priced in for 2017 H1
• 25bp drop in ten/thirty year gilt yields
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GBP
(trade‐weighted index)

Initial move higher on Yougov 
and Mori "exit" polls

Collapse begins as 
results from the 

North‐East emerge

Bounce into European 
market open

Relapse as US 
market opens
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Gilt yields and sterling have tumbled

9Source: Bloomberg LP, LGIM (market impact as of open, 4th July) 
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UK domestic companies under-performed

Source: Bloomberg LP, LGIM (market impact as of open, 4th July) 
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Medium-term concerns:
The UK is not the only unhappy member of the club

Source: Pew Research Centre, Spring 2016 Attitudes Survey
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No let-up in political risk

October
2016

May 
2017

November 
2016

September 
2017

Italian 
referendum

US 
Presidential 

election

French 
Presidential 

election

German 
Federal 
election

June
2016

Spanish 
general 
election

March
2017

Dutch 
general 
election

Source: LGIM 12
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Summary

• The UK electorate’s decision to leave the EU implies a period of economic 
and political uncertainty lies ahead.

• The direct impact is not sufficient to trigger systemic global worries.

• Financial & political contagion to other EU member states are the focus of 
concern.
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The information contained in this document (the “Information”) has been prepared by Legal & General Investment Management Limited (“LGIM”, “we” or “us”). Such Information is the property and/or 
confidential information of LGIM and may not be disclosed by you to any other person without the prior written consent of LGIM. 
No party shall have any right of action against LGIM in relation to the accuracy or completeness of the Information, or any other written or oral information made available in connection with this 
publication. Any investment advice that we provide to you is based solely on the limited initial information which you have provided to us. No part of this or any other document or presentation provided by 
us shall be deemed to constitute ‘proper advice’ for the purposes of the Pensions Act 1995 (as amended). Any limited initial advice given relating to professional services will be further discussed and 
negotiated in order to agree formal investment guidelines which will form part of written contractual terms between the parties.
Past performance is no guarantee of future results. The value of an investment and any income taken from it is not guaranteed and can go down as well as up, you may not get back the amount you 
originally invested. 
The Information has been produced for use by a professional investor and their advisors only.  It should not be distributed without LGIM’s permission.
The risks associated with each fund or investment strategy are set out in this publication, the relevant prospectus or investment management agreement (as applicable) and these should be read and 
understood before making any investment decisions. A copy of the relevant documentation can be obtained from your Client Relationship Manager.
Confidentiality and Limitations:
Unless otherwise agreed by LGIM in writing, the Information in this document (a) is for information purposes only and we are not soliciting any action based on it, and (b) is not a recommendation to buy or 
sell securities or pursue a particular investment strategy; and (c) is not investment, legal, regulatory or tax advice. Any trading or investment decisions taken by you should be based on your own analysis 
and judgment (and/or that of your professional advisors) and not in reliance on us or the Information. To the fullest extent permitted by law, we exclude all representations, warranties, conditions, 
undertakings and all other terms of any kind, implied by statute or common law, with respect to the Information including (without limitation) any representations as to the quality, suitability, accuracy or 
completeness of the Information.
Any projections, estimates or forecasts included in the Information (a) shall not constitute a guarantee of future events, (b) may not consider or reflect all possible future events or conditions relevant to you 
(for example, market disruption events); and (c) may be based on assumptions or simplifications that may not be relevant to you.
The Information is provided “as is” and “as available”. To the fullest extent permitted by law, LGIM accepts no liability to you or any other recipient of the Information for any loss, damage or cost arising 
from, or in connection with, any use or reliance on the Information. Without limiting the generality of the foregoing, LGIM does not accept any liability for any indirect, special or consequential loss 
howsoever caused and on any theory or liability, whether in contract or tort (including negligence) or otherwise, even if LGIM has been advised of the possibility of such loss.
Third Party Data:
Where this document contains third party data (“Third Party Data”), we cannot guarantee the accuracy, completeness or reliability of such Third Party Data and accept no responsibility or liability 
whatsoever in respect of such Third Party Data. 
Publication, Amendments and Updates: 
We are under no obligation to update or amend the Information or correct any errors in the Information following the date it was delivered to you.  LGIM reserves the right to update this document and/or 
the Information at any time and without notice. 
Although the Information contained in this document is believed to be correct as at the time of printing or publication, no assurance can be given to you that this document is complete or accurate in the 
light of information that may become available after its publication.  The Information may not take into account any relevant events, facts or conditions that have occurred after the publication or printing of 
this document.
Issued by Legal & General Investment Management Limited which is authorised and regulated by the Financial Conduct Authority. Legal & General Investment Management Limited, One Coleman Street, 
London EC2R 5AA

JUNE 2016

LEGAL & GENERAL INVESTMENT MANAGEMENT

Disclaimer and important legal notice
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