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PERSONAL INTRODUCTION

Dear delegates,

My name is Despina Chouliara and it is my honor to be serving as the Deputy President
of the Economic and Social Council in the 7th session of PS-MUN. | participated in last
year's PS-MUN as a delegate and it's a great privilege for me to have the opportunity
to serve as a Student Officer in this year's conference, which will be my second time
serving as a Student Officer.

As a Deputy President, it is my duty to guide you through this topic and answer any
guestions you might have. | sincerely hope that you will find this Study-Guide helpful
and a valuable first introduction to the topic. Nevertheless, you should not limit your
research to this Study Guide. | strongly encourage and urge you to conduct further
research on the topic as well as to have a strong understanding of your country’s
position on the issue. With that being said, if you need any help with your preparation
or if you have any questions concerning the topic do not hesitate to contact me on my
e-mail: despina.chouliara@hotmail.com

I am looking forward to meeting all of you at the conference!

Best Regards,
Despina Chouliara

INTRODUCING TOPIC

On the June 23rd of 2016, a referendum was held in the United Kingdom on the
guestion of ‘Brexit’, UK’s withdrawal from the European Union. With 52% of the British
people voting for ‘Brexit’, the referendum’s result caused a turmoil in the global
markets, including currencies, causing the British pound to fall to its lowest level in
decades and caused political and economic upheaval to United Kingdom, with effects
to the rest of the European Union, as well as the rest of the world. In addition, this
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result led to the resignation of
United Kingdom'’s Prime
Minister, David Cameron, who
was in favor of the United
Kingdom, staying in the
European Union, and his
replacement by Theresa May,

leader of the Conservative Party.

Figure 1, "Brexit" BOF TEAM, May 2016 In order for the United Kingdom
to leave the European Union, the

UK will have to trigger Article 50 of the Lisbon Treaty, which needs the Parliament’s
approval in order for the British High Court to activate it. Theresa May has stated that
the UK will most likely trigger Article 50 at the end of March 2017.

Opinion on the long-term effects on the UK of leaving the EU is strongly divided. Many
believe that Brexit will lead to

the economic liberation of GDP difference after Brexit

the UK, while others argue |mUnited Kingdom B European Union excluding the UK
that the impact of Brexit on |’
British businesses, the UK |
economy and other British
interests, would be severe
and evident on many levels.

For example, regarding UK’s

economy following Brexit,

many believe that, due to the Figure 2, "GDP after Brexit", Jake Cordell, 2016
high level of economic

integration between the UK and the rest of the EU, the British market will not be as
productive as its competitors and investment from elsewhere in the EU helps increase
British productivity. The new relationship between the UK and the rest of the EU, will
be uncertain, possibly proliferating the costs for the UK. The direct impact on the rest
of the EU will also be significant. Brexit will have a wider political impact on the EU,
and moreover Europe will lose its influence in international relations. Member states
will definitely be affected in different ways and to different extents and certainly in an
economic level.
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KEY TERMS
NB E A

Brexit is an abbreviation of the words “British Exit”, a term used to describe the United
Kingdom's withdrawal from the European Union. A referendum on Brexit was held in
June 2016, with the result being 52% of the voters being in favor of Brexit. The EU and
the UK have not yet negotiated the terms of withdrawal, therefore until then the UK
remains a full member of the European Union.

wSFSNBY RdzY
A referendum is an election device, a general vote by the electorate on a single political

question which has been referred to them for a direct decision. In this process, law
can either be accepted or rejected based on the popular vote of the people.

9 dzNR LIF A E Y

The European Union is an economic and political union between 28 European
countries. The EU was created in the aftermath of the Second World War, with the
aim to foster economic cooperation, hoping that because of the countries’ economic
interdependence, another such conflict would be avoided. The result was the
European Economic Community (EEC), created in 1958, which through the years
developed and evolved into an organization spanning policy areas, from climate,
environment and health to external relations and security, justice and migration.? In
the EU, most goods, services, money and people move freely, and other areas like
energy, knowledge, and capital markets are being developed.

{ Ayt I §RAzZN2 LIS YAt N S

A single market is a type of trade bloc involving more than one nation based on a

mutual agreement to permit the free movement of capital, labor, goods and services.?

The European Single Market refers to the EU as one territory without any internal
borders to the free movement of goods and services. The European Single Market has
fostered competition and trade, improved efficiency, raised quality, and helped cut
prices in the countries of the EU. It is one of the EU’s greatest achievements, as it has
fueled economic growth.

1 OxfordDictionaries Oxford Dictionaries, n.d. Web. 22 Dec. 2016.

2 "The EU in Brief." EuropearlnionWebsite the Official EUWebsite- EuropeanCommissionN.p., 23
Nov. 2016. Web. 04 Jan. 2017.

3 "What Is Single Market? Definition and Meaning." BusinessDictionary.cam.p., n.d. Web. 13 Jan.
2017. <http://www.businessdictionary.com/definition/single-market.html>.
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The right of a Member State to withdraw from the European Union was introduced for
the first time with the Lisbon Treaty*. Article 50, the formal procedure for withdrawing,
solely includes procedural requirements for a country to withdraw from the EU and is
a withdrawal agreement between the EU and the withdrawing state, defining the
withdrawing state’s future relationship with the EU. A withdrawal from the EU leads
to the end of the application of the EU Treaties and EU law in the withdrawing state.
A withdrawal agreement would need to address the phasing-out of EU financial
programs and other EU norms.> Therefore, the withdrawing state would need to enact
substantial new legislation.

9 dzNP ISR Y 2 XE O

The European Economic Area (EEA) was formed in 1994 in order to extend the
European Union’s provisions on its internal market to countries in the European Free
Trade Area (EFTA), by uniting the EU Member States and the three EEA EFTA States
(Iceland, Liechtenstein, and Norway) into an Internal Market. These rules enable
goods, services, capital and persons to move freely about the EEA.

C2 NBAMNBYOAS a G YSy i

Foreign direct investment is investment from one country into another that involves
establishing operations or acquiring tangible assets, including stakes in other
businesses. It is the purchase or establishment of income-generating assets in a
foreign country that entails the control of the operation or organization.®

D5t

GDP stands for a country’s gross domestic product, which captures the state of an
economy in a single number. GDP can be measured in three ways. It can be measured
based on output and the value of the goods and services produced by all sectors of
the economy. It can also be measured by expenditure, the value of the goods and
services purchased by households and by government, or by measuring income, the
value of the income generated in terms of profits and wages. GDP is used to determine
the health of an economy, serves as an indicator in setting interest rates and used by
the government when planning economic policy.

4Poptcheva, Eva-Maria. "Article 50 TEU: Withdrawal of a Member State from the EU.". NJ&A DTANWRIIS | v
t I NI A(ROY6H 809 dzNRB LIS N A Eudsgeah linion, Feb. 2016. Web. 21 Dec. 2016
>Poptcheva, Eva-Maria. "Article 50 TEU: Withdrawal of a Member State from the EU.". NJ& QEANRIIS | Y
t I NI A(ROY6H 1809 dzNRB LIS N A Eudsgeah linion, Feb. 2016. Web. 21 Dec. 2016

6 | exicon." ForeignDirect InvestmentDefinition from FinancialTimesLexicon Financial Times, n.d.
Web. 04 Jan. 2017.
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HISTORICAL INFORMATION
¢ K!SY yiRKS

In 1957, France, West Germany, Belgium, Italy, Luxembourg and the Netherlands
signed the Treaty of Paris, which established the European Economic Community
(EEC), the predecessor of today’s European Union. As mentioned above, the EEC was
an attempt to foster economic cooperation between European nations in the wake of
World War II. In 1963, United Kingdom applied for membership in the EEC, but
France’s President Charles de Gaulle vetoed its application. The UK finally was
accepted to the EEC in 1973. In 1975, the nation held a referendum on the question:
“Do you think the UK should stay in the European Community?” with 67 percent voting
in favor of remaining.

In 1984, Prime Minister Margaret Thatcher starting talks with the EU to reduce British
payments to the EEC budget, thus increasing tensions between the EEC and the UK.
The UK “rebate” negotiated by Thatcher remains in place today, and has reduced
Britain’s contribution to the budget from more than 20 percent of the total in the ‘80s
to about 12 percent.

The Maastricht Treaty, which took effect in 1993, created the Brussels-based
European Union (EU), replacing the EEC. Labor Prime Minister Tony Blair, who won in
1997, was strongly pro-European Union, and thus worked to rebuild UK relations with
the rest of Europe while in office. After 1997, however, the relationship between the
UK and EU started to deteriorate following bans on some British products from
countries of the EU.

In 2007, after plans for an official EU constitution collapsed, the member nations
finished negotiating the controversial Lisbon Treaty, which gave Brussels broader
powers. In the interests of protecting Britain’s financial sector, David Cameron
became the first UK prime minister to veto a EU treaty in 2011 and in early 2013, he
gave a speech in which he talked about the challenges facing Europe and promised to
renegotiate membership in the EU in case the Conservative Party won the next
general election.

Against the backdrop of economic unrest in the Eurozone and an ongoing migrant
crisis, supporters of Brexit increased over the past several years. After winning re-
election in May 2015, Cameron went to work renegotiating the UK-EU relationship,
including changes in migrant welfare payments, financial safeguards and easier ways
for Britain to block EU regulations. In February 2016, he set June 23 as the date of the
promised referendum.
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The information below is based on a report from Global Counsel
Tr awdiet Bumnope

EU trade matters more for the UK than UK trade for the EU. The level of trade between
the UK and the EU is very high, which means that the levels of investment in each
other’s economies are again very high. For example, 48% of the stock of foreign direct
investment in the UK comes from the EU, and more than one third of all acquisitions
of UK companies by overseas buyers over the past five years have involved EU
acquirers.’

It is important to mention that the UK is more dependent on the EU than vice versa
given that 12.6% of UK GDP is linked to exports to the EU whereas only 3.1% of GDP
among the other 27 Member States is linked to exports to the UK.2 60% of total UK
trade is covered by EU membership and 44% of UK exports are exported to the EU.°

For eDigmrerctest ment

Businesses find it costly to relocate investment from the UK and there is a risk the UK
attempts to undercut the EU on standards to attract FDI. The EU’s single market
enables firms to base many of their capital markets activities in the UK, thus more than
75% of all of the firms in the EU are based in the UK and nearly 80% of capital markets
activity in the EU 27 countries is managed and conducted out of the UK.

FinaBerailices

Households and businesses will most likely suffer from the loss of liquidity and
increased cost of financial services.

Tr apdeel i cy

The EU will be a less attractive trade partner without the UK in the deal and loses a
member state that puts its political weight behind negotiations.

7 Wright, William. "THE POTENTIAL IMPACT OF BREXIT ON EUROPEAN CAPITAL MARKETS A
QUALITATIVE SURVEY OF MARKET PARTICIPANTS." (2016): 1-16. New Financial New
Financial, Apr. 2016. Web. 21 Dec. 2016.

8" The Consequences of a British Exit from the European Union." TheConsequencexf a British
Exitfrom the Europear(n.d.): 1-12. EuropearMovement European Movement. Web. 10 Dec.
2016.

9" The Consequences of a British Exit from the European Union." TheConsequencesf a British
Exitfrom the Europear(n.d.): 1-12. EuropearMovement European Movement. Web. 10 Dec.
2016.
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Budget

The EU loses a budget disciplinarian and a major net contributor, with the gap needing
to be filled by higher contributions or less spending

Uncertainty

Uncertainty is bad for business in the EU, as they will face high and increasing levels of
uncertainty during this process, which will impact investment decisions, with
macroeconomic consequences.

The UK is an integral part of Europe’s capital markets, delivering much-needed investment

to the real economy. The UK'’s decision to stay in or leave the EU in the upcoming June
referendum could have a profound effect on this relationship.

/ How Europe’s capital markets interconnect

Finance for Europe

The UK is home to 27%

gf EUaI;;ted clompanies . . %
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In 2015 European capital
markets raised €1.2 trillion
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37% of European assets under
management are managed in the UK.
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The UK is the EU’s largest
financial centre generating )
24% of financial services D W4
income in the EU. ®

-

48% of the UK’s foreign direct
investment stock comes from
other EU countries.
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Figure 3, "How Europe’s capital markets interconnect" afme, 2016
http://www.afme.eu/globalassets/downloads/publications/how-europes-capital-markets-interconnect.pdf

992 NP NHE SNY I GADS

Following Brexit, one of the most pressing issues for the UK government would be
what type of relationship with the EU it would seek to negotiate, which outcome
would have a big impact on capital markets across Europe. The two main options are
the Norwegian or the Swiss.
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The best scenario for the European Markets for the post-Brexit world would be that
the UK'’s trade relations with the EU are similar to those currently enjoyed by Norway,
which as a member of the European Economic Area (EEA) has a free trade agreement
with the EU. This option would represent the closest level of integration and access to
the single market that the UK enjoys today.

Another main option was closer to the Swiss model, whereby access to the single
market is negotiated separately for individual sectors on a bilateral basis, as
Switzerland is not in the EEA but has many bilateral agreements with the EU. Like
Norway, it allows free movement of labor, however it does not have free trade in
services with the EU, which would be a disadvantage for an economy like the UK’s.

COUNTRIES INVOLVED IN THE ISSUE
DSNXI y&

According to the latest analysis by the German Institute for Economic Research, Brexit
will have a significantly negative effect on the biggest economy in Europe and reduce
German GDP growth by as much as half a percentage point in 2017, with GDP growth
losing one-tenth of a percentage point this year as a result of the vote. In addition, the
United Kingdom is the third largest trading partner of the German economy, therefore
the effects of Brexit will be significant. Germany exported goods and services worth
about 120 billion euros to the UK, eight percent of all German exports.1°

Moreover, UK’s withdrawal from the EU will mean that the EU will lose the profit that
the UK provided to the EU. Thus, Germany, one of the EU's most important members,

: The effect of Brexit on living standards across countries

5BR
L
EU
D
L

UR

T 0 S

IND
BRA
USA
Ch
KO

=22

S
=

DNK
HUN
CZE
DEU
POL
SVK
FIN
FRA
PRT
AUT
ROM
ESP
ITA
SVN
GRC

w
Q= 0 = w =
v

JPN
IDN

G
IR
R
N
B

-1.30%

1.80%

Optimistic Pessimistic

Figure 4 "The effect of Brexit on living standards across countries", CEP, 2016

10 Martin, Will. "This Is How Catastrophic Brexit Could Be for Germany." Businesdnsider Business
Insider, 15 June 2016. Web. 04 Jan. 2017.
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would inevitably have to provide an extremely large amount of funds, which is
estimated to be 2.5 billion euros.

LNBf I yR

Levels of trade between the UK and Ireland are extremely high, worth between £800m
and £1bn per week.!! Ireland imports more from the UK than from any other country
and is the UK’s fifth largest export market. Brexit will undoubtedly have an impact on
this trade, since no matter the type of trade deal that is negotiated, there would be
new barriers to trade, which could damage Ireland’s economy.
CNJ yOS

States ranked by exposure to Brexit
Brexit has caused uncertainty and Score based on multiple metrics (see next page)

financial volatility, which will delay Rank Country Score
investment around Europe, and 1 28
affect France’s economy significantly 2 25
as the decreased economic growth in 3 23
the U.K. will adversely affect French ; m 1;
exports. As a result, France’s GDP will 5= [ Malta | 16
be closer to 1.25% in 2017 than the 7 | Sweden_ 16
1.5% of the IMF’s official forecast. 8 | Denmark | 15
The economic hit from Brexit comes ?0= % 1:
just as the French economy is gaining 10= T 13
momentum after years of slow 10= [ Lithuania | 13
growth and rising unemployment. 13 | Germany | 13
Overall, French economic growth will :;. % 1;
decrease next year and the outlook 15= = 12
for the country’s public finances has 17 " 11
become more uncertain since 18= | Estonia | 9
the referendum. French exposure to 18- | France| 9
Brexit is largely due to direct ;8= ﬂ ?
1 Poland 8

investment, finance and trade links. 22 7
B Austria | 7

24 5

o TR 0 italy 5

b SU KSR\ | 26 4
T Slovenia | 4

The Netherlands’ liability to a British Figure 5 "States ranked by exposure to

exit from the European Union will be Brexit", Gregor Irwin, 2015

greater than for other members of

the union and could trim 1.2 percent off the Netherlands' economy by 2030. The

1 Patel, Oliver, and Alan Renwick. "Brexit: The Consequences for Other EU Member States." UCL, n.d.
Web. 20 Dec. 2016
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Netherlands Bureau for Economic Policy Analysis (CPB) said the Dutch economy was
tied more closely to Britain due to greater trade. Brexit-related costs may reach 10
billion euros (7.87 billion pounds), or 1.2 percent of the Dutch economy, which is the
sixth largest in the bloc.? The sectors of the Dutch economy to be most affected in a
negative manner, would be the industries of chemicals, plastics and rubber, electronic
equipment, motor vehicles and parts, food processing and metals and minerals.

/ e LINHza

Cyprus is closely linked to the UK due to a number of historical and cultural factors,
making Cyprus one of the member states most exposed to Brexit’s results. Cyprus
exported €1.3bn to the UK in 2013, over 7% of GDP. This in turn reflects the extensive
financial sector links between the two countries, with many of the larger Cypriot banks
maintaining substantial operations and taking deposits in the UK.13

[ LI AY

Spanish firms have made some high profile direct investments in the UK. In addition,
Spain is only just recovering from suffering one of the deepest recessions in Europe
and with still high unemployment and an output gap estimated at 3.5% of GDP this
year is in a weak position to absorb any macroeconomic consequences from the
uncertainty that might follow Brexit.*4

TIMELINE OF EVENTS

The below timeline was based mainly on the CNN “Timeline: How Britain got to
Brexit” and on the Clyde & Co “Brexit - Timeline”

DATE EVENT

1973 Britain joins the European Economic Community, the
forerunner of the European Union.

1975 British voters get a referendum on whether they want to stay in
the EEC, with the result being Britain remaining in the EEC

12 nEffect of Brexit ‘relatively Severe' for Dutch Economy." Reuters Thomson Reuters, 09 June 2016.
Web. 04 Jan. 2017.

3)rwin, Gregor. "BREXIT: The Impact on the UK and the EU.". w9 -¢LKISY LI §iK!SY v RK S
9 1(2015):1-44.Df 2 /o 2 dizyGloBaf Counsel, June 2015. Web. 21 Dec. 2016.

¥ rwin, Gregor. "BREXIT: The Impact on the UK and the EU.". w9 -¢CLKESY LIR §hiK!SY Yy RK S
9 1(2015): 1-44.Df 2 /6 2 dzyGloBaf Counsel, June 2015. Web. 21 Dec. 2016.
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1984

Margaret Thatcher, the British Prime Minister, negotiates a
reduction in British contribution to the EEC budget. By 2015,
this so-called rebate means the UK pays about $18.7 billion into
the EU budget instead of about $26 billion.

2011

David Cameron, the British Prime Minster, blocks a European
Union plan to tackle a financial crisis in the Eurozone. The move
prompts other countries in the EU to make a deal of their own,
without Britain.

June 2015

David Cameron lays out his referendum plan at a European
council meeting in Brussels

November 2015

David Cameron sets out in a letter to the President of the
European Council four key areas of reform that a ‘new
settlement’ governing the UK’s relationship with the EU would
need to cover:

- Competitiveness

- Sovereignty

- Economic Governance

- Immigration/social security

December 17, 2015

The European Union Referendum Bill receives Royal Assent. A
referendum is to be held on the question “Should the United
Kingdom remain a member of the European Union or leave the
European Union?”

February 2, 2016

The President of the European Council addresses David
Cameron’s November 2015 letter by putting forward a
proposed new settlement

February 18-19, 2016

Terms of a new settlement are agreed by all Member States

February 20, 2016

Cameron announces that a referendum on British membership
of the EU will be held on June 23

April 15, 2016

Start of the referendum campaign period

June 23-24, 2016

Referendum takes place. The British people vote 52% to 48% to
leave the European Union — the first time a country has ever
done so. The pound plummets, markets panic and Cameron
announces his resignation
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July 13, 2016 Theresa May is appointed Prime Minister and later states that
she intends to trigger Article 50 of the Lisbon Treaty by the end
of March 2017, meaning the UK will be expected to have left by
the summer of 2019.

POSSIBLE SOLUTIONS

The ramifications of Brexit on European Markets is an extremely complex issue, not
only because it is difficult to find a viable solution to protect the European Markets,
but also because it is still very uncertain what the possible effects on these markets
will be. So, the UN has to do everything in its reach to protect the European Markets,
which are bound to be largely affected by Brexit.

Firstly, it is crucial to address the fact that the UK still has not decided whether it will
actually trigger Article 50. Therefore, the UK should be pressed to make a decision
soon, and decide exactly on the time it will be triggered, in the case it decides to. This
is significant, as it will decrease the uncertainty affecting businesses and all European
Markets.

Secondly, it is vital that the UN strengthens cooperation between the EU, the UK and
international organizations such as the IMF, OECD and WTO, so that they can discuss
the effects of a possible Brexit and what can be done to minimize the impact of Brexit.

Finally, the UN has to stress the importance of the UK and the EU starting negotiations
on the UK’s future relations with the EU, following Brexit. Such negotiations have to
address all six areas, as mentioned earlier in this guide, from trade to financial services,
and will help minimize uncertainty. Most importantly, the UK has to decide whether it
would like to have a relationship similar to that of Norway or Switzerland with the EU,
or would like a free trade-agreement.
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