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Euler Hermes report: Brexit could create £30bn exports black hole





Export losses following Brexit without a new FTA could reach £30bn by 2019
Profit margins could fall due to higher input costs and tighter financing conditions
Up to £210bn of foreign investment could be lost in four years
Without a Brexit exports forecast to grow by as much as £26bn by 2019

LONDON – 7 DECEMBER 2015 – A UK exit from the EU without a replacement Free Trade
Agreement (FTA) may lead to severe structural problems and significant export losses for British
companies, according to global trade credit insurer Euler Hermes.
Its latest Economic Insight ‘Brexit Me If You Can’ sets out three scenarios to assess the impact of a
Brexit on British companies. The core scenario suggests the UK is most likely to remain within the EU,
minimizing disruption to trade with its 500 million strong customer base and allowing exports to
continue to grow by as much as £26bn by 2019.
However, if the UK exits Europe even with a new FTA with the Single Market and all of its global
trading partners in place, turnover growth would be halved. In the worst case scenario of a Brexit with
no replacement FTA, there would likely be a sharp contraction in the UK economy.
The turnover of British companies could contract by -1% per year on average, compared to a current
predicted growth rate of +4% on average after 2017. The report identifies direct export loses, falling
margins due to higher import and financing costs, and divestment of Foreign Direct Investment (FDI)
as the three main factors in this contraction.
Euler Hermes estimates that a Brexit without an FTA could result in losses of up to £30bn or 8% of
UK total goods exports, a gap which, even when offset by trade with Commonwealth countries, would
take at least 10 years to fill. Under this worst case scenario, the trade balance deficit, already at a
record high level, would widen by £35bn within twelve months of the formalization of the UK exit from
the EU.
“A collapse in exports, higher import bills and financing costs and a rush of divestment could cause a
perfect storm for the UK economy in the event of Brexit,” said Ana Boata, European economist at
Euler Hermes. “While some of the risk could be mitigated if a Free Trade Agreement were to be
agreed during exit negotiations, our forecasts paint a dismal picture for British businesses in a world
outside of the EU.”
The report finds that 60% of the UK loss in goods exports would come from four main markets:
Germany, the Netherlands, France and Ireland. Businesses operating in sectors where the
dependency on the European market is significant, such as chemicals, machinery equipment,
automotive, textile, energy and agriculture, would feel the effects most.
With 55% of imports coming from the EU, a Brexit without FTA is predicted to hit profit margins for UK
companies through the depreciation of the pound and the introduction of new import tariffs, either
from the EU or by the UK in the aim of increasing local production.
Financing costs would also rise as UK-based banks would lose their ability to secure competitive
funding from the European Central Bank, while the Bank of England might be forced to raise interest
rates to fight the falling value of Sterling whether or not an FTA is signed. Not least, as 40% of the
City’s trades take place inside Europe, London would lose its pre-eminence as competing financial
centers develop from inside the EU.

Ana Boata continued: “Without access to the Single Market, Foreign Direct Investment inflows are
also likely to be significantly lower, as foreign companies will benefit less from relocating or expanding
into the UK. Overall, we predict that roughly £210bn in investment would be lost during the four years
following the referendum, in this worst case scenario.”
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Euler Hermes is the global leader in trade credit insurance and a recognized specialist in the areas of
bonding, guarantees and collections. With more than 100 years of experience, the company offers
business-to-business (B2B) clients financial services to support cash and trade receivables
management. Its proprietary intelligence network tracks and analyzes daily changes in corporate
solvency among small, medium and multinational companies active in markets representing 92% of
global GDP. Headquartered in Paris, the company is present in over 50 countries with 6,000+
employees. Euler Hermes is a subsidiary of Allianz, listed on Euronext Paris (ELE.PA) and rated AAby Standard & Poor’s and Dagong Europe. The company posted a consolidated turnover of €2.5
billion in 2014 and insured global business transactions for €860 billion in exposure at the end of
2013. Further information: www.eulerhermes.com, LinkedIn or Twitter @eulerhermes.
Cautionary note regarding forward-looking statements: The statements contained herein may include statements of future expectations and
other forward-looking statements that are based on management’s current views and assumptions and involve known and unknown risks and
uncertainties that could cause actual results, performance or events to differ materially from those expressed or implied in such statements. In
addition to statements which are forward-looking by reason of context, the words "may", "will", "should", "expects", "plans", "intends",
"anticipates", "believes", "estimates", "predicts", "potential", or "continue" and similar expressions identify forward-looking statements. Actual
results, performance or events may differ materially from those in such statements due to, without limitation, (i) general economic conditions,
including in particular economic conditions in the Euler Hermes Group’s core business and core markets, (ii) performance of financial markets,
including emerging markets, and including market volatility, liquidity and credit events (iii) the frequency and severity of insured loss events,
including from natural catastrophes and including the development of loss expenses, (iv) persistency levels, (v) the extent of credit defaults, (vi)
interest rate levels, (vii) currency exchange rates including the Euro/U.S. Dollar exchange rate, (viii) changing levels of competition, (ix) changes
in laws and regulations, including monetary convergence and the European Monetary Union, (x) changes in the policies of central banks and/or
foreign governments, (xi) the impact of acquisitions, including related integration issues, (xii) reorganization measures, and (xiii) general
competitive factors, in each case on a local, regional, national and/or global basis. Many of these factors may be more likely to occur, or more
pronounced, as a result of terrorist activities and their consequences. The company assumes no obligation to update any forward-looking
statement.

