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Adam Posen: So, good morning ladies and gentlemen. If I can ask you to take your 

seats, please. I am delighted to see many old friends here for the latest on 
Brexit or as I now want to call it a hard trade’s night. That didn’t work. 

 
 We’re delighted today to have a confluence of events. First of course, we 

have our distinguished panel of internal researchers who’ve been working 
on Brexit: Simeon Djankov, Jacob Kirkegaard and Nicolas Véron. And, 
we’ve released two new policy briefs by them, which we’ll discuss later. 

 
 But also, my longtime friend and colleague and a major figure in the 

public debate over Brexit and how it’s going to work in the UK, Jonathan 
Portes who I’ll introduce in a moment. 

 
 I think we all know that the official trigger of Article 50 is coming up in 

the next week. Prime Minister May seems to have set the date and we’re 
going forward with it. 

 
 There is of course a tendency to view this as just one more realization of 

the--let us call it the anti-globalist view around the world. And, I 
personally and many people in the Peterson Institute view it with some 
fear and distaste as a result of that or as part of that. But there is also a 
tendency to get very lost as we do in Washington, as they do in London 
and as they certainly do in Brussels with the very specific questions of 
gamesmanship of who’s negotiating what and who will be in the room, 
and what does it mean that it’s [Barnier ph. 00:02:03] and is Johnson up or 
down in May’s Cabinet, and so on and on, and on. 

 
 Again, this is not unique. We see this in the discussions of the Trump 

administration. Our job here at the Peterson Institute for International 
Economics is to try to cut through some of that. And, obviously, we can 
offer informed opinions on many of those issues and we have people 
including not on the program today like Chad Bown who’ve worked on 
issues of the trade negotiations and we had a very widely read report and 
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just how long it takes to negotiate a trade deal with the US for example for 
all those who fantasize about a quick Brexit and a quick US-UK deal. 

 
 But today’s topic is really about the long-term implications because in 

some sense, that’s getting lost. And, this is, if one wants to be coldblooded 
about it, an extraordinary experiment for a democratic capitalist society to 
voluntarily take itself out of an economic arrangement with its major 
trading partners and allies. And, it is worth thinking through what that’s 
going to mean no matter what the negotiations do. 

 
 And, to some extent as I’ve said before, the problem with Brexit isn’t the 

uncertainty. The problem with Brexit isn’t the relative positions of the EU 
and the UK. The problem with Brexit is Brexit. And, that’s what we’re 
going to be talking about today, what it really means for the city of 
London, for migration, for UK growth potential. 

 
 And, we’re very fortunate to have with us Jonathan Portes today to do 

that. Jonathan as I mentioned has become the--I think the leading voice of 
sanity in the sense of being objective and on point in the British 
discussions in public. He is one of the senior fellows at the UK in a 
changing Europe, which attempts to be the most objective and fact-based 
source in the UK debate for what’s really happening to the UK economy 
and what really is at stake. 

 
 Jonathan has a distinguished career as a public servant spending more than 

20 years in the Her Majesty’s Treasury ending up as chief economist in 
the Department of Work & Pensions for 2002 to 2008 where he played a 
critical role in the immigration issues at that time, as well as labor market 
reform. And then, where I worked most closely to him as chief economist 
of the Cabinet Office from 2008 to 2011. He led the Cabinet Office’s 
economic analysis and policy work during the financial crisis, and played 
a critical role in the London G20 Summit working for then Prime Minister 
Gordon Brown, which I am very proud was one of the most successful and 
useful international coordination efforts we’ve seen. 

 
 In 2011, he sort of started a five-year term as the director of the National 

Institute of Economic and Social Research, one of the leading think tanks 
in UK. And he is now a professor at King’s College London of Economic 
Policy. 

 
 Some of you may have seen, I was—Jonathan had a yet another well 

argued, thoughtful Op Ed in The Guardian today. He is deeply 
knowledgeable and able to convey his views to a wide range of people. 
And, with that, I look forward with great anticipation to his remarks. 
Thank you, Jonathan. 
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[Applause] 
 
Jonathan Portes: Thank you very much indeed, Adam, for that very kind introduction. 
 
 As Adam said, the point of today’s event is to look at some of the longer 

term implications of Brexit. But I think it’s important before doing that to 
understand why we’re here, why the UK voted for Brexit. Because it is the 
drivers of the vote for Brexit, which will drive British politics and drive 
the British approach towards Brexit over the next two years, and hence, 
will drive the sort of Brexit that we are likely to have, and hence, some of 
the longer term implications. 

 
 So, I can just start by just briefly summarizing some of the work of some 

of my colleagues in the UK in a changing Europe. Indeed, some of you 
may have seen Professor Matthew Goodwin’s article in today’s New York 
Times on the likelihood and implications of a Le Pen victory in France. 
Matt’s book on why we voted to Brexit is coming out in a month or two, 
and some of what I’m going to say now is based on work by him and 
others including Eric Kaufmann at Birkbeck. 

 
 So, what it was the political economy of the vote to leave? Here are some 

of the sort of key correlates of likelihood to vote to leave. So, you are 
more likely to vote to leave if you were of low income but particularly if 
low educational attainment. People who didn’t go to college were much 
more likely to vote to leave.  

 
 There was a very, very sharp age divide. People that were retired much 

more likely to vote to leave. People under the age of 30 or so who of 
course are much less likely to vote, but the ones who did vote mostly 
voted to remain. There was a geographical element even controlling for 
the other demographics. People in areas that were--at low wages and with 
lower overall skill levels were more likely to vote to leave. 

 
 And, there was an ethnicity element. If you are white, you are more likely 

to vote to leave. Well, this was far from overwhelming and considerably 
less. The voting was considerably less rationalized both in terms of the 
campaign and in terms of how people actually voted than in the Trump-
Clinton election, although, as you will already have noted, I suspect some 
of the other demographic correlates are quite similar. 

 
 But--and I think this is the important thing that further analysis 

demonstrated since the vote, the role of these individual characteristics 
was very strongly mediated by attitudes and values or sense of identity. I 
won’t go through this in detail but, I think that sort of the death penalty 
one is perhaps the easiest and most compelling one for me. 
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 So, what this just shows is that if you ask people in the UK, “Do you 
support the death penalty?” you get roughly a 50-50 split conveniently for 
this type of analysis. So, people who say they support the death penalty, 
about three quarters of them voted to leave, people who say they oppose 
the death penalty, only about 20% of them voted to leave. 

 
 Well, what does that tell you? The interesting thing is it doesn’t--it’s the 

death penalty unlike in the US. The death penalty simply isn’t an issue in 
the UK. There is no prospect, Brexit or no Brexit the UK is going to 
include the death penalty. It’s got nothing to do with the EU but even 
leaving that aside, there is nobody in the streets marching for the 
restoration of the death penalty. There are no serious petitions to 
parliaments, it has not brought up for a vote. It’s not going to happen. 

 
 So, saying that you support the death penalty in the UK, does not actually 

mean you support the death penalty at any meaningful sense. It’s purely a 
symbolic. It’s a symbol of who you are, what you think, what your values 
are. And I think that and some of the other types of issues that you see 
here is quite key. 

 
 And what are the—then, coming onto what I said before, what are the 

implications of that? What does that actually mean for this type of Brexit 
we’re likely to get? I think the key point here really is the extent to which 
not just the values from the economics in the vote but there are likely to do 
so in the Brexit negotiations and the Brexit stance. And that means that the 
pro-Brexit coalition, which is currently dominant in UK politics is not 
likely to be swayed directly by the sort of economic considerations that we 
had all assumed drive British government decisions. 

 
 Frankly, the prospect of significant parts of the city of London picking up 

and leaving, some people will be worried about that but it’s not clear that 
the dominant faction in the Conservative Party does in the same way, and 
that is quite important. 

 
 I was speaking in the panel last week in London and we got--the very last 

question was a very good question, which I should have thought of myself, 
which was: “What since the Brexit vote has surprised you most?” And, my 
answer, which I think I would stick to is the thing which has surprised me 
most is the degree to which a Conservative Party, which of course has for 
the last 25 years at least been riven by bitter internal dissention over the 
question of the UK’s relationship with the European Union. 

 
 So we had the Conservative Party, which is riven by dissention of this 

question and where Conservative MPs split quite evenly between pro and 
remain and leave with a slight majority of MPs voting to remain. Yet, that 
Conservative Party has united not just behind Brexit. In other words, it’s 
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not just accepted the will of the people as expressed through the 
referendum. Has united not just behind Brexit but in other words behind 
the very specific type of Brexit set out by the Prime Minister in her 
Conservative Party conference speech that is to say a Brexit which where 
our key red lines are--that we will not just reform but we will end free 
movement of people within free movement of workers between the UK 
and the EU. We will restore UK, control over migration to and from the 
European Union and we will not be subject to the jurisdiction of the 
European Court of Justice. 

 
 I think that the fact that not only is the Conservative Party united behind 

Brexit, but that the united -- despite what many leave campaigners said in 
the run up to devote about how we were likely to stay in the single market 
or one form or another behind a form of Brexit, which is likely to mean 
single--leaving the single market, leaving any sort of formal treaty-based 
relationship subject to the rulings by European judges is quite important 
develop. 

 
 And that means, I think that we are, at this point, we find ourselves quite 

boxed in politically. We, by which I mean the UK and the rest of Europe, 
and the prospects for Brexit reversal, but even for any sort of soft or 
cushion Brexit are pretty small, so the likely outcome is one that is going 
to be hardish to possibly chaotic and no doubt we’ll have some discussion 
about that. 

 
 Of course, since the referendum, actually, the UK economy has done quite 

well. The short-term impacts have been considerably less than many 
feared. I don’t think and I don’t think most economist think that that tells 
us very much about the—does tell us that we should be very wary about 
making short-term forecast about the impact of psychological variables, 
uncertainty and so--but I don’t think it tells us very much about the longer 
term impacts of Brexit. 

 
 But it does provide, again, another backdrop, which makes a hardish 

Brexit more likely. The fact that the UK economy has stood up very well 
to the pronounced rising uncertainty about our future. You know, no 
change in our trading relationship with the EU, but the pronounced rise in 
uncertainty about our future trading relationship with the EU has meant 
that in the political discourse both in parliament and in the media, the 
prospect, are they hard Brexit, are they full separation from the degree of 
economic integration that we currently have with the EU has become 
much more politically salable. And again, that is another factor, which 
going along with what I said before pushes us towards a type of Brexit, 
which is likely to be not just hard but potentially quite abrupt. 
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 So, what are the implications of that likely to be? Well, starting with the 
history, most of this will be quite familiar. What do we know? This I think 
is a pretty good summary of what we actually know. This is reasonably 
well established and well evidenced. We do know that after a period of 
pretty mediocre economic performance up to the early ’70s, UK economic 
performance from the early ’70s on up until the financial crisis was pretty 
good in relative terms compared to our major European comparators. 

 
 It wasn’t stellar but it was on the whole pretty good. And, estimates that 

look at that period and try and work out what the contribution of EU 
membership was to UK growth come up with estimates in the order of 8% 
to 10%. And these are--I think it’s actually quite interesting that you’re 
losing completely different methodologies, so the Nick Crafts paper, Nick 
Crafts is the UK’s most distinguished--one of the UK’s most distinguished 
economic historians. The Nick Crafts paper is a sort of bottom up 
approach, that tries to look at the contributions of it’s individual reforms 
and different markets to UK growth, and the Campos, Coricelli and 
Moretti paper is one that looks at this sort of synthetic contra factual 
approach compares the UK with a mix of different countries that added 
together are similar on average to the UK, and they come up with similar 
sorts of estimates that EU membership boosted UK GDP per capita by 
perhaps 8% to 10%. 

 
 I think it is of course in this sort of one-time series, basically, the UK 

compared to other countries. It’s very difficult to work out what the contra 
factual really is and in particular, it’s very difficult to unpick the impact of 
EU membership, the unpick from the reforms that Mrs. Thatcher 
introduced. And I would guess that on the whole, those two explanations 
are likely to be quite interdependent and complementary. 

 
 But the crucial thing of course is the very last point, which is that history 

tells us something but it does not tell us anything. It is not at all--there’s 
not at all follow that because doing the EU was good for the UK that 
leaving the EU will necessarily be bad for the UK. It may give you a 
presumption that it’s like to be bad, but it doesn’t automatically follow and 
it certainly doesn’t tell you anything about the quantitative impacts. 

 
 So, what will actually drive the impact of Brexit on the UK? For me, I 

think when we look at long-term impacts, these are the key variables that 
are likely to determine what the long-term impacts are. The first of all is 
the likely trade regime with the EU post-Brexit. And, here obviously, the 
key point is that the trade regime, which represents the smoothest, the 
smallest divergent from where we are now with the smallest possible 
impacts that is to say something where we remain in the single market, 
where we either joined the European economic area or introduce some 
renamed and relabeled, but essentially a version of the EU membership 
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has essentially been ruled out by the Prime Minister’s party conference 
speech and indeed by everything--pretty much everything she said since 
then. 

 
 But if that is ruled out, what are the other options? We may move to being 

purely a third country, that is to say where our trade relationships with the 
EU are governed by much the same rules as governed our trade 
relationships with the US at the moment or governed trade relationships 
between the US and the EU at the moment. 

 
 We may move and I think this is still probably the most likely option 

towards some form of free trade agreement that is to say we have low or 
zero tariffs on a very wide variety of goods ,but it is still a free trade 
agreement rather than a single market. Or, we could do what government 
policy currently claims to be, which is to aim for a comprehensive and 
deep trading relationship with the EU post-Brexit. 

 
 That I think the difficulty there is not just the issues which Adam 

described earlier where Chad and others have pointed out in some depth 
just how long and difficult it takes it is to negotiate such a comprehensive 
and deep trading arrangement. But also, some of the more fundamental 
political economy issues relating to the ongoing relationship between the 
UK and the EU. It is very difficult to see how we get from where we are 
now given the way the negotiations would likely to go to and these sort of 
thing. 

 
 The second key sets of variables are trade deals with other countries and 

I’ll say more about the quantitative impact of that in a minute. Here, I 
think the key point here is the US here would be by far the most important 
in quantitative terms in terms of the impact on the UK economy going 
forward. 

 
 There has been a lot of talk in the UK mixed with some rather irritating 

imperial nostalgia, not to mention some fairly obvious racial undertones 
about the possibility of a trading arrangement with Canada, New Zealand 
and Australia. And, it is I think entirely true to say that in terms of 
negotiating a trade deal, these are obviously less problematic than almost 
any other deals that the UK could negotiate with third countries, but the 
impact of such deals is likely to be quite small. 

 
 Finally, there’s a third set of deals in particular China, India and perhaps 

some people have even suggested Brazil or Mercusor where you can 
imagine an impact might be significant for the prospects for doing any 
such deals appear to be vanishingly remote in the near future. 
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 And finally, there are set of choices around immigration where, again, as I 
said earlier, we have already ruled out effectively not just free movement 
but even I think a modification of free movement rules designed to 
preserve a high degree of labor and ability. We are heading towards a 
system whereby European citizens will have to apply for if they want to 
move to the UK to work, will have to apply through much the same 
process and procedures that Americans or Indians have to apply at the 
moment. They maybe some special preference for European citizens that 
is far from clear at the moment. But what does seem certain is that we will 
not have anything approaching the same degree of labor and ability. 

 
 But beyond that, beyond the question of what precisely the new system 

looks like and whether there is any European preference, there is a 
question of whether we will have a liberal or restrictive regime towards 
immigration. And this, it seems to me that neither ending free movement 
nor determining whether or not we have European preference inherently 
determine whether the system overall is liberal or restrictive compared to 
the current system. 

 
 Canada and Australia have non-discriminatory systems and do not have 

free movement with other countries except for Australia and New 
Zealand, and yet, they have systems that are at least as liberal, if not more 
liberal than the UK at the moment. And some on the Brexit camp in the 
run-up argued that ending free movement would actually enable the UK to 
liberalize immigration policy overall and/or to make it more skills-
oriented. That is entirely possible in theory.  

 
 In practice, for the reasons that I gave before relating to the political 

economy of Brexit, I think it’s highly unlikely. Theresa May has clearly 
committed very publicly towards using the ending of free movement to re-
orientate migration policy in general in the UK in a more restrictionist 
direction, which she perceives as being where that political center of 
gravity in the UK is at the moment. 

 
 So, what does that mean in quantitative terms? We have a variety of ex 

ante estimates that they’re in particular focused on the impact of changes 
to the trade regime with the EU. And I’m not going to go through these in 
detail, but this is the area in which by far the most detailed economic 
analysis has been done. So we have analysis by the OCD, by the LSE, by 
the Treasury, by NIESR where I used to work. And these all tend to use 
some version of a gravity model estimation technique to estimate the 
impact of several different types of trading arrangement on bilateral trade, 
so simply trading under WTO regime, having a free trade agreement or 
being a member of the single market or being a member of the European 
Union. And, I think you can see the estimates towards the bottom and 
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estimates of the negative impact on UK GDP, this is by 2030, vary from -
2% at one end of the scale up to -8%. 

 
 Now, I think I would make three points about this type of estimate. The 

first is that all of these numbers should be taken with a very large grain of 
salt and I think the authors of these studies would say would undoubtedly 
agree with that. They are based by definition. They are empirical, 
therefore, they are based on historical data. They tell us on the basis of 
historical experience what the impact of joining the EU or the free trade 
agreement was on trade, not what the impact of leaving is likely to be. 
That asymmetry is fundamental in these types of methodology. And for 
that reason, I would not place too much weight on the precise numbers. 

 
 The second point that I think it’s important to make is that not surprisingly 

given all of these methodologies, the estimates that you get if you assume 
that we exit not just the EU but the EEA are considerably higher than the 
estimates that you get if you assume that we move to EEA membership or 
some equivalent. 

 
 In other words, the choices of Theresa May has already had point us 

towards the impact being on the higher end rather than the lower end of 
this spectrum. And so, we are looking at the impact estimates that are 
perhaps rather closer towards this sort of numbers that I’ve mentioned 
before. The 8% to 10% negative impacts that we got--the 80% positive 
impacts that we got from joining the EU, the implication of these 
estimates is that a pretty large part of that positive impact would ultimately 
be reversed by Brexit. 

 
 And then, I guess the third thing is just to sort of try and step back, and as 

I say, abstracting from the numbers what does this tell us. And I think it 
tells us that the best estimates we have suggest that the impacts will be 
noticeable and significant, but not disastrous. This is by 2030 and over that 
period, the UK economy should any way have grown by 20%, 25%. 

 
 So, taking a quarter to a third of that growth rate, that is noticeable. We 

will notice the erosion in our standards of living relative to other countries 
but equally won’t be disastrous. We will still be a rich, prosperous, 
advanced market economy and democracy under these scenarios. And I 
think it’s important to get that sense of perspective. This is not the end of 
the world. This is not something. This is important. It’s a big deal. It will, 
and if you believe your estimates make us poor, it’s not the end of the 
world. 

 
 What about the upside however of leaving? Again, using similar 

methodologies, these are the numbers that my former colleague, Monique 
Ebell has come up with and the possible upside the UK of signing trade 
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deals with other countries. I think the first one point to note is the second 
column on services, and of course, this is a very important in the context 
of EU membership. Monique’s findings again based on history is as far as 
she can tell, signing a free trade agreement, even a relatively deep one, 
short of actually having some sort of single market type arrangement. It 
does not appear to have any significant impact on trade and services at all. 
It’s not there in the data. Of course, that doesn’t mean that future 
agreements might not lead to increase in trade and services. But on the 
basis of historical data, we can’t be confident that trade deals will do 
anything for the UK services exports. 

 
 And the second point is simply the one that I’ve mentioned before, which 

is that the US is by far the most important, would have--in terms of 
actually making a measurable impact on UK exports, and FTA with the 
US is really where it’s at. It’s the only practical and feasible FTA in my 
view that’s like to have a really significant impact on trade that is to say. 
The Australian, New Zealand ones might be easy, but won’t make very 
much difference whereas the Chinese and Indian ones are probably just 
too hard. 

 
 Let me move on to immigration. The third of the sets of issues and this is 

based on work that I’ve done with my colleague, Giuseppe Forte at 
King’s. We have--I think the important thing there is a school of thought 
in the UK including on people on the remaining side, it’s perhaps best 
epitomized by Tony Blair, some of you may have seen this interview a 
week or two ago, where he said, “Well, actually, ending free movement 
and leaving the EU will--,” people are really worried about immigration, 
we understand that, but leaving the EU won’t make any difference. The 
economic pressures for free movement are so strong, people will still--the 
economic preferences for migration, the poll of the UK’s flexible labor 
market, the needs of UK employees and businesses is such that actually 
immigration won’t go down by very much. 

 
 I think that view is fundamentally wrong. I don’t think it’s there, the data 

that supports it. We have looked quite closely at datum measured by--from 
several different sources and free movement really, really matters, free 
movement increased migrations from the EU member states to the UK at 
the point of adaption and for a very considerable period, the after, by a 
factor of about six. It really does matter. 

 
 And why is that? Well, it’s because free movement work isn’t just about 

the right to come and work. It’s also--and ending free movement will not 
just be about requiring people to get a visa to come and work. It’s also 
about the workplace controls, not border controls. Any free movement is 
not about border’s controls. It’s about controls in the workplace. It’s about 
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people not having the right to work the way they currently do. It’s about 
removing ancillary rights, family rights access to service and so on. 

 
 Medium to high-skill migration, it won’t just be low-skill migration to the 

UK, which falls medium to high-skill migration will also full. And in fact, 
you can already see that at least tentatively in the data. I’d also expect to 
see some return migration from the EU citizens currently residents in the 
UK even though they will eventually be given residents right’s, they will 
still lose out in some respects in terms of family right’s, access to services, 
access perhaps to pension portability, all sorts of things, which will make 
their future in the UK less attractive. 

 
 So, we forecast a pretty sharp forward net migration of 50% to 80%. And 

that in turn we expect to have a significant impact on GDP and GDP per 
capita, GDP per capita obviously a rather better measure when you’re 
talking about the impact of migration on economy’s prosperity. Again, 
these are my numbers but once again, I’d say, don’t take them too 
seriously, but they are indication of the order of magnitude. And what I 
think they suggest is that the reductions in migration that are likely to 
result from Brexit will again have a significant impact on the UK 
economy, probably not as large as the impact of reductions in trade but not 
of a different order of magnitude. In other words, if you simply look at the 
trade impacts to recessive the long-term economic impacts on the UK, you 
are missing something and you are missing something quite big. 
Immigration matter is quite a lot as well. 

 
 What then looking forward are the key uncertainties about all of this? 

Well, the first one I mentioned, which is ERN and from a point of view of 
economic analysis, sort of inherent, which is these impacts are asymmetric 
and they’re path dependent, and therefore, anything that you--any 
estimates that you come up on the basis of historical data are necessarily 
uncertain. Leaving is just not the same as joining. We don’t know what 
leaving will look like, but we know it will be very different from joining. 

 
 To use an analogy that is often used, but I think actually is a very good 

analogy in this context. There was one I used in my Guardian article this 
morning, divorce is not just the inverse of marriage. It’s often a lot more 
complicated. 

 
 Second set I mentioned Matt Goodwin’s article this morning on Le Pen. 

That is just one of the many exogenous, largely exogenous factors, which 
could change the path quite significantly. 

 
 The third is the potential for us actually crushing out not just to WTO 

rules, but crashing on some sort of chaotic manner with political upheaval 
and litigation. I think again this is clearly a negative possible downside. I 
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think it’s almost impossible to assess ex ante what the economic impacts 
of such eventuality would be but it cannot be ruled out. 

 
 And finally, the fact is of course that much of the UK’s economic--both 

UK economic success and UK economic failures is to a very large extent 
dictate by domestic policy. The things we do well in the UK whether it’s 
higher education or mostly labor market regulation, those things we’ve 
done well because we’ve done them ourselves, equally things we do badly 
like the housing market and the compulsory education for large parts of 
less-advantaged parts of society. We’ve done badly on our--without the 
influenced of the EU to any great extent. 

 
 So what we do domestically matters a lot. Domestic policy particularly on 

human capital policy, educations sales and training, and the government to 
do industrial strategy could make a lot of difference. Positive or negative, I 
don’t know. 

 
 So, just to conclude, I don’t think Brexit need to be a disaster either in the 

short or the long-term but the political economy implications are that a 
positive outcome is looking increasingly implausible. And, I don’t say that 
with a sort of I told you, I didn’t foresee the particular path that we’re on 
actually but I do not think it is pretty clear currently. 

 
 How we get there matters quite a lot. And so, Adam is right that we do 

need to step back from who’s arguing with who or who’s negotiating on 
who’s behalf. But equally, what happens in the next two years will matter 
quite a lot to the long-term dynamics. And, ultimately, however, that it is 
very difficult to see scenarios under which we will not be a less opened 
economy both to trade migration in the medium long-term, and that will 
inflict some economic damage on the UK. It will not be the end of the 
world but we will notice it. And so, I’ll stop there. Thank you. 

 
[Applause] 
 
Adam Posen: Jonathan, thank you very much. I think that was comprehensive and clear 

as advertised. Forgive me if I tease you a little that your bottom-line is sort 
of what one would expect from a British civil servant. It’s not the end of 
the world. It will cost a lot. We’ll model through. 

 
 That may be right but I was wondering if instead of thinking about a 

central scenario, if you could just say a little bit about upside and 
downside risks. So, what in your view is the best possible outcome we 
could get depending on this path and what are some markers and what 
could go wrong that would put a path that would be even worse? 
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Jonathan Portes: Best possible outcome is that after Article 50, both sides quickly moved to 
sort of confident to quick deals on things, which are not that important in 
the very, very long-term. But where there’s a lot of political noise and 
where we’d really boost confidence and goodwill. So, the status of EU 
citizens in the UK, the status of UK citizens in the rest of Europe, a deal 
should be possible there and it would make a lot of people feel much 
happier about things. 

 
 Similarly on the divorce bill, the amount of money we leave, if we can get 

quickly into a stage where we all basically agree, yeah, we owe them some 
money, we’re going to argue about exactly how much. But in the end, 
there’ll be a deal and everyone can be constructive by it. That would set a 
positive tone which would then lead us to be able to move on both quickly 
and in the constructive atmosphere to talking about what the long-term 
trading arrangements are, and hopefully have some sort of smooth 
transition path, although I still struggle to know what this moved 
transmission path look like. That’s the upside. 

 
 The downside is simply the reverse of that. The downside in particular, the 

most possible, possible downside in the short term is the money issue 
becomes both symbolic and toxic, and that-- 

 
Adam Posen: The money meaning the divorce? 
 
Jonathan Portes: The money meaning the divorce  settlement. And in particular that 

Theresa May finds herself or deliberately boxes herself in with the help of 
the--some sections of the UK tabloid press to a negotiating position, which 
simply isn’t realistic and we just can’t. We just get stuck there. And in that 
case, the downside is really very large. 

 
Adam Posen: You mentioned, and again, we’re not political. We do political economy. 

But I think you very reasonably mentioned the sort of contrast tension that 
a Conservative Party, the British Conservative Party--Conservative and 
Unionist Party is undertaking a policy, which potentially fragments the 
union, it’s very much not small [inaudible 00:40:32] conservative. 

 
 One aspect which I know you and your colleagues have written about is 

some of Theresa May and other government officials comments have 
indicated that given that the UK economy does depend on medium and 
high-skill migration, as well as low-skill, that there would be all kinds of 
work permits and a lot of directly remarked intervention. 

 
 Could you say something about you’re an expert on the whole work and 

pension system in the UK? Could you say something about what’s going 
on there? 
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Jonathan Portes: Well, I think they genuinely have not decided partly because I think 
Theresa May’s instincts are quite interventionist and partly because some 
[inaudible 00:41:16]  tying in well with the idea of an industrial strategy 
but mostly because frankly of sectoral lobbying. All these sectors are 
coming along and saying, “We can’t survive without Europeans.” Their 
reaction has been to hint at least, well, we’re going to have these sector-
based schemes. So we used to have a sector-based scheme for agriculture. 
People would come over -- seasonal agricultural workers would come over 
temporarily. 

 
 They now seemed to be suggesting, “Well, we could do that for bankers as 

well and for care workers, and for nurses, and for people who work in 
food manufacturing, and maybe for people who work in coffee shops.” 

 
 I don’t think anyone in White Hall thinks that we really have the 

administrative capacity to sinfully plan the UK labor market in this way. 
So, I’m hoping that we will back away from it at some point. 

 
Adam Posen: May I go so far as to suggest that even if you had the capacity it wouldn’t 

necessarily be a good idea. 
 
Jonathan Portes: No. Fine by me, I think. But I do one thing which I think is really 

important from a business perspective which is often missed is why I said 
before is that ending free movement is not fundamentally about border 
controls. There’s huge misperception in the UK that being part of the UK 
has meant--we have lost control of our borders. We don’t control who 
comes here and that ending free movement will change that. And that is 
wrong. 

 
 We don’t actually. The difference between an American coming to UK 

and a French or Bulgarian person coming to UK is not primarily what 
happens at the borders. You do go through different lanes but you still get 
your pass--both types of people get their passport checked and in 99.9% of 
cases, those types of people are let in. We don’t stop Americans unless 
they’re on some sort of watch list usually. What is different though is what 
happens when you’re there? You cannot walk into a pret a manger and ask 
for a job. Sorry. Whereas a Bulgarian can walk in, show their passport and 
ask for a job. 

 
 So, what free movement means, ending free movement does not mean 

ending the right of the Bulgarian to come to the UK on pretty much the 
same way that they do now. It means ending their right to walk in, show 
their passport and get a job. In other words, ending free movement 
happens in the workplace. It’s a level of bureaucratic control in small 
businesses that we have not had very much over the UK of late. 
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Adam Posen: Thank you very much. I’m going to open up the questions to our 
distinguished audience. This is all on the record. As usual, we’re going to 
have a traveling mic up front in Jessica’s hand. There is a standing mic at 
the back. Please wait to be recognized. When I recognize, state your name, 
your affiliation and pretend you’re asking a question rather than making a 
speech or things will go badly. 

 
 Who would like to go first? You can make a little speech, yes. All right. 

Don’t worry. 
 
Angelo: Angelo Vite from Goldman Sachs. So, the Euro already had a crisis and it 

wasn’t a competitive crisis for the countries in the South. And the 
commentary was always that these countries would never be able to adjust 
because they didn’t have their own currency. 

 
 So now that UK is suffering a competitiveness shock, which essentially is 

what Brexit is and we say that it won’t be able to adjust fully despite the 
fact that it has its own currency. So, why isn’t one scenario one in which 
the currency just adjust and the impact on GDP is essentially known? Is 
there a different composition of growth inside in the UK economy but you 
have your own currency and that can serve as the buffer for this? Or were 
we wrong in thinking that the currency is the solution to all of the 
problems? 

 
Jonathan Portes: Well, I mean, I think the currency is the solution to some of the problems 

and the sharp depreciation in the pound since the vote has probably been a 
useful shock absorber for the UK economy. We would have been worst 
off if we’d have a fixed exchanged rate in that sense. So I think--but the 
negative effects of Brexit on GDP that you see in the studies are primarily 
just from--are just--are second round effects from the reductions--the 
impact of reductions on trade on productivity than anything else and hence 
on GDP. So, it’s not just a competitiveness shock. It’s a long-term impact 
on--it’s a significant impact on trend TFP over a period or an extended 
period. 

 
 Now, you may or may not believe and one of the big questions about these 

study is the extent to which you believe that trade and the competitive 
pressures that result from trade do put upward pressure on TFP. I think 
that’s a reasonable amount of evidence and certainly, if you look at micro 
level, sector level stuff in the UK, there’s no question that being part of the 
single market has improved TFP in UK car manufacturing for example 
whether that’s true of the economy as a whole, it’s harder to show but it’s 
certainly possible. 

 
Adam Posen: Can I just add two things quickly on [inaudible 00:46:30]? As you know 

as well or better than anyone, it’s not just the fact of the euro area was the 
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currency didn’t adjust. It was that there was no monetary policy 
accommodation specific to the shock. And so, part of this is how much 
does the Bank of England let the exchange rate pass through but continue 
to have a monetary policy appropriate for the UK. 

 
 The second thing is just a fact--I’m not a speaker today but I was going to 

put up one chart, picking up on what Jonathan said. You have to 
remember that the exchange rate, the nominal exchange rate for the pound 
has moved less than half as much against the euro as it has against the 
dollar. Yet, the trade pattern of the UK is twice, more than twice as large 
with the EU as it is with the dollar, as it is with the US. 

 
 So, if you want an exchange rate adjustment, you have to believe that the 

pound has to move a lot more against the euro, as well as in general than it 
has so far. At least, that would be my interpretation. 

 
 At the back mic, please. 
 
Shaun Donnelly: Thanks. Great presentation. Shaun Donnelly from the US Council for 

International Business. Could you talk a little more about the prospects for 
UK-US trade agreement, how likely is it, when would it start, how long 
would it take, how ambitious would it be and I guess in particular, could 
the UK be caught in the regulatory area between having the opt between 
US model regulations on everything from financial to biotech to the 
European pressures in the opposite direction? Thanks. 

 
Jonathan Portes: I suspect that the short answer to that is, well, I could but you may well 

know considerably more about the likelihood of this than I do, and you 
and perhaps others in the audience. I mean, I think the desire in principle 
on the UK side at a political level for a quick and deep trade agreements 
with the US is very strong. But at the moment, as far as I can tell, they 
don’t really have anyone to talk to and we really don’t have many people 
to do any talking at the moment. We’re trying to hire some. But even 
when we do, it’s not clear that we have anyone to talk to here yet and it’s 
not clear what the level of engagement would be. 

 
 And I think this sort of issues that you implicitly raise, they’re really hard 

questions about the trade agreement, which is this sort of what is 
regulatory equivalent look like for the UK financial sector say if you’re at 
the same time, you are trying to negotiate some sort of regulatory 
equivalence with the EU. And the EU is highly likely to say you can’t 
have both, I don’t think we haven’t even began to grapple with these 
questions and I suspect that the people over here have not even thought 
about these questions very much yet because they’re either not imposed or 
they think they have first priorities. 
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 So, my sense as implied in your question is that we are very, very long 
way from even having serious discussions about these sorts of issues, let 
alone knowing what the answers are. 

 
Adam Posen: Just to say that in this building of course, we have people like Jeff Schott 

and others who have thought about this even though I think Jonathan is 
right, the respect of government haven’t. And this is just another example, 
Shaun where we have to say, “Well, too bad about TPP and TTIP,” 
because if TPP had existed as a few people have written, you could have 
actually just invited the UK to join TPP and it would have been smooth 
and straightforward. It could have been an accession to the TPP and then it 
would have had not just the US. 

 
 Similarly, the kind of regulatory convergence or mutual recognition you 

and Jonathan are talking about, if the Trump administration picks up on 
TTIP, then you’ve got a model for that but absent that it’s very hard. So, 
there are all kinds of collateral damage going on here. 

 
 One last question there, please. 
 
Andrew Powell: Two quick questions if I may. The first is-- 
 
Adam Posen: I’m sorry. Who are you? 
 
Andrew Powell: I’m sorry. Andy Powell from the Inter-American Development Bank. 
 
Adam Posen: Thank you. 
 
Andrew Powell: I don’t work on the UK but I happen to be British. You mentioned all the 

impacts on the UK but I was wondering if you have done estimates of the 
effect on the EU and in particular on sectors within the EU and whether 
you see there are some sectors that will be lobbying the EU to come up 
with some reasonable deal and be interested in your views on that. 

 
 And, my second question is about Ireland. Do you see a special deal at all 

for Ireland? Or do you see border controls coming back between North 
and South? What do you think is going to happen there? 

 
Jonathan Portes: Well, the answer is, I haven’t done anything specifically on the rest of the 

EU. Others have and relating to your second point, they find that mostly 
you get. The impacts are the same sign, negative but much smaller, which 
is sort of just an obvious consequence of the arithmetic, so you’re talking 
about tenths of percent of GDP rather than percentage points of GDP. But 
then again, they’re none completely negligible except for Ireland where 
the potential downsides are much larger and again that follows naturally; 
that Ireland trade dependent on the UK is very high and the Irish are very 
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worried. And that leads onto your second question, which is--it is possible 
to see how you can get round the need for first controls on people crossing 
the border just about it’s hard but it probably can be done. It is very 
difficult to say that if we leave the customs union, which is the plan, that 
they don’t have to be controls on goods crossing the border. 

 
 There will be some sort of special arrangement, but the likelihood, there is 

going to be some sort of border at the moment but it appears to be quite 
high and that’s a real, real problem, a political problem--big political 
problem, as well as an economic problem. 

 
 In terms of specific sectors, well, cars is a big sector which where some 

European manufacturers are very worried indeed. There was a view, 
which you still hear from some people on one side of debate, which will, 
of course, we’ll get a great deal with the EU of course they’ll be 
constructing  the German car, the BMW and Mercedes will tell Merkel 
that she has to do this. That seems to me—you know, I’m not an expert 
but that seems to be a complete misreading of how both German and 
European politics actually work. 

 
Adam Posen: Great. 
 
Jonathan Portes: Sir, first one point that’s worth making: there is a bizarre disjunction 

among—some say—as Adam says I’m as objective and neutral as I can be 
but there are some odd points of view out there. There is a bizarre 
viewpoint that is presented by some on one side of this debate, which is 
that-- seemed to take the view that of course, the UK is a democracy and 
we’re entitled to make democratic decisions around Brexit and to take into 
account all sorts of political, cultural and economic considerations in 
making those.  But, the rest of Europe will act in the purely, economically, 
rationale manner as dictated by Econ 101. And of course, obviously, they 
will. That’s how German politics works, isn’t it? 

 
Male Speaker: Yeah, right. 
 
Adam Posen: That’s a great note to end on. I should note that just last week, Jonathan 

did a public debate or a conversation with Michael Gove, who as many of 
you know is a leading pro-Brexit thing; but it was really about the role of 
economic experts in public debate, where Mr. Gove has a famous quote to 
the effective of we don’t need no stinking experts. 

 
 And, Jonathan initially self-deprecatingly but I think very aptly described 

that apart of his and his colleagues’ role is to be a garbage disposal device. 
To get rid some of the untruths and mistaken ideas, and I’m very grateful 
that Jonathan came across the pond to help us do that here as well. Thank 
you very much. 
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Panel Discussion 
 
Adam Posen: Okay. Ladies and gentlemen, if I can ask us to reconvene with regards to 

those watching online and in future on our website. I’m Adam Posen, 
President of the Peterson Institute for International Economics and 
delighted to pick up the second half of our event today on the longer term 
implications of Brexit. 

 
 We had a terrific keynote from Jonathan Portes of King’s College London 

talking about a very detailed and insightful British view of the path 
dependence of what happens forward, of the migration and other aspects. 

 
 We’re now going to do a bit of a deeper dive on some of the more specific 

aspects with three of our colleagues here from the Peterson Institute. 
 
 First is Simeon Djankov, non-resident senior fellow who’s new policy 

brief The City of London after Brexit. We are sort of additionally 
promoting and releasing today. Some of you may have seen it’s well 
deserved coverage in the UFT. Some of you may have noticed, I was 
initially supposed to be on the program. I withdrew in part because 
basically Simeon is saying better than I could many of the things I wanted 
to say. 

 
 We treat Simeon like a normal colleague, meaning, a superb researcher 

and speaker. But we sometimes forget that he was of course Deputy Prime 
Minister and Minister of Finance in Bulgaria from 2009 to ’13 and 
therefore was also a member of the ECOFIN during the whole crisis and 
that we published recently after his time there on his book on his insights 
to European crisis. 

 
 I’m delighted that Simeon now who is of course also Director of the 

Financial Markets Group at the London School of Economics, hence, the 
term non-resident here, is getting deeply involved into international 
financial issues where his expertise will be sorely used, sorely wanted. 
Anyway, he will be talking about The City of London after Brexit. 

 
 Simeon will be followed by someone in sort of substantive but not 

specifically mirror image, our long time dear colleague, Nicolas Véron, 
who’s visiting fellow at the Institute since October 2009. We may have to 
change that. And, who’s also a senior fellow at Bruegel where he was one 
of the cofounders with Jean Pisani-Ferry of course. He has an extensive 
background in both government and the private sector but most of us 
know him as the leading expert not just in the US but I think around the 
world and the political economy of financial regulation and bank 
supervision related issues in Europe. 
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 We have issued his policy brief making the best of Brexit for the EU 
financial system, which has co-authored with his Bruegel colleagues, Dirk 
Schoenmaker and André Sapir. And, he’s going to be talking about how 
the reverberations of a potential exit from the city of London will play out 
in terms of the UK. 

 
 And this of course is both of these presentations were late to an issue that I 

and others have been warning about for some time that there is a very 
strong incentive for the UK to think about what--as amateurs would call a 
race to the bottom in financial services or at least to deviate a lot from 
established norms in order to maintain as much of its financial sector in 
the city of London as possible. And this of course is repercussions not just 
for Europe and London primarily but for the global system relating some 
of the issues we spoke about at last week’s event with Nathan Sheets and 
others in International Financial Regulation. 

 
 Finally, our colleague, Jacob Funk Kirkegaard, senior fellow, has been 

with the Institute since 2002. It seems like only yesterday. Is returning to 
one of his first loves, which is long-term labor market, demographic and 
sustainability issues, and picking up on some of the notions that Jonathan 
put forward with his own unique spin in terms of what this kind of ending 
free movement but obviously not ending migration means for the UK. 
And, if they did somehow in migration, what that would mean as well. 

 
 So, I’m going to ask each of them speak for no more than 15 minutes, so 

we have plenty of time for discussion with the group. And at that time, I 
also ask Jonathan Portes to rejoin us on stage for Q&A. Thank you. 

 
 Simeon. 
 
Simeon Djankov: Thank you, Adam. Thank you everybody for coming. 
 
 My job today is made easier by the fact that as Adam mentioned, Peterson 

just published a policy brief on basically the same topic, The City of 
London after Brexit. So, as a result, my presentation today would be 
perhaps a much shorter than the other speakers and Adam also warned us 
not to have too many words, so I’ve tried to follow his advice. Let me see. 

 
 So, our first in four pictures try to tell you what’s happening and then 

focus on really the punch line of my brief, which is what is the estimate of 
the immediate direct effects of Brexit on the financial sector? Here, I 
proxy the financial center by calling it the city of London. In the paper of 
course, you can get a treatment of what that means. It’s not of course just 
the city of London. It’s a broad area. Some of it goes as back as far as 
Scotland but we’re just talking about the financial sector and how it relates 
to Brexit. 
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 So, roughly, it looks like this. Currently, a harmonious relationship 

between the UK and European Union, and it soon is going to start looking 
like this with the European Union sort of disappearing from view. And the 
question that I am raising in this brief is very specific, what will be the 
immediate effects, the effects that we can measure from this divorce as it 
was called earlier today on the financial sector. 

 
 And, I can be reasonably specific. So here are the effects--so the effects 

that we are measuring fairly detailed ways is that as a result of Brexit, we 
estimated 12% to 18% loss of revenues of the financial sector, of the city 
of London sector. And related 7% to 8% drop in employment. 

 
 Now, I’ll spend the next five minutes just describing how we come to 

these results, which is really what the brief is about. So, coming to these 
estimates, we just follow several steps. So, the first step and these are all 
described in the brief in front of you is that we subdivide the financial 
sector into the main subsector. So, this is banking both looking at retail, as 
well as investment banking insurance and reinsurance, asset management 
is the third sector and clearing services. So the four major subsectors that 
constitute the city of London. 

 
 For each of these four sectors, we take the latest numbers, the 2016 

numbers and basically establish what is their share in terms of revenue, 
value added employment, profitability and so on. Then, take a second step 
and say, “Well, let’s see how much of these sectors currently or rather in 
2016, depended it on servicing the European Union, the rest of the 
European Union, the 2017 other EU countries.” These are hard data, so 
these are data that can be obtained from various official sources. 

 
 But for example, say that in banking, take an overall, both investment and 

other commercial banking. About 23% of the overall production if you 
like of the city of London goes to continental Europe or to other EU 
countries. 

 
 In money terms, this is about $27, $28 billion, actually close to $30 billion 

out of about $120 billion a year in terms of revenues of the banking sector. 
 
 So we go through all four subsectors and basically using the trade, the 

services and trade data, we know exactly in 2016 how much the city of 
London were servicing the rest of the EU. So, this is a factual step. 

 
 Then, we take a third step where we use some of our knowledge of how 

the current arrangement may change after Brexit and ask the question, 
how much of these exports? We know into some extent, the export, the 
financial services to the EU may all be affected. But actually, the different 
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subsectors and I think this is the main value of the brief will be affected 
differently. 

 
 What do I mean by that? Well, take for example two of the subsectors, 

insurance and reinsurance, and clearing services. In Insurance and 
reinsurance, it turns out that only--first, the sector exports to the European 
Union only about 15% to 20% of the overall product but we estimate that 
actually a fairly small share of that, still smaller share would be affected 
by Brexit. Why? Because most of the insurance and reinsurance 
companies already have offices or if you can call them back offices in 
Dublin, in Ireland, so that even if the UK leaves the European Union, they 
already have offices that are so to speak can fully service clients in the 
European Union, have the necessary licenses to do so. So, in that sector, 
there will be a fairly small impact and we estimate that impact to be in the 
order of £3 to £4 billion, British pounds a year. 

 
 While in a subsector like clearing, we estimate that the effect of Brexit 

will be substantially higher. So, in other words, UK-based companies 
either British or other nationalities but based in the UK will lose nearly 
60% of their current services exported to the European Union. Why? 
Some of my colleagues, later speakers will talk about that topic but there 
are a lot most passporting requirements in this clearing services sector that 
we estimate may not be in place once the Brexit event actually happens, 
and there is no clear substitute at least at the moment in clearing services. 
So, the effect there would be significantly larger. 

 
 So, we go through this exercise for all four subsectors and we have one 

extra step, and we say, “Well, but it’s not just finance that the city of 
London actually in terms of inputs.” They have the inputs, the so-called 
auxiliary services, office is legal, auditing, accounting and so on sectors 
that feed into the financial sector and help it be the most efficient now 
sector in Europe. 

 
 So, we use input/output tables, the latest UK input/output table to also 

calculate the direct effects on this auxiliary sector, so we have a separate 
section in the brief and then put all these four financial subsectors, plus 50 
if you like auxiliary sectors together and say, “What are the likely 
effects?” This is how these numbers are then reached. And, you can look 
at this effect in very much like Jonathan say, it’s a substantial effect, so it 
would be visible, it would be seen. It’s not at least immediately. It doesn’t 
look like a disaster. This is again just the effect on the financial sector, on 
the city of London but it’s going to be noticeable. And, these are the direct 
effects but we can calculate let’s say a year or two years after Brexit takes 
effect. 
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 So, from that, where can you go? Well, you can have a positive view on a 
number of people, mostly not economist, have a view that, well, but the 
city of London will attract business from other places. So in particularly to 
attract new clients from the Middle East, from Asia, so we will be able to 
substitute in other words EU clients with let’s say Asian or Middle Eastern 
clients as Nicolas Véron has pointed among others. Well, they’ve already 
tried quite hard, so a successive British government have tried over the 
last many years to bring more business, so it’s not clear what else they 
need to do to suddenly bring even more business. 

 
 But raise this optimistic view that to some extent to prevail, so I think at 

least in political circle face a lot more negative view that says, “Well, 
these are the direct effects.” But once you get these direct effects, the 
agglomeration that is now the city of London will start disappearing all the 
positive effects of this agglomeration. And suddenly, you may be in a 
negative spiral where more businesses leave once the first wave of 
businesses have left, and there are some initial analysis let’s say that start 
looking at these secondary effects. In our brief, we do not do this. We stop 
with them first order effects. 

 
 And, the reason that we don’t do this is because we think that--and I’ll 

finish with this. We think that the uncertainty at least in the financial 
sector but perhaps also in other sectors of the economy is not just in--what 
are the secondary effects and perhaps what are the different no doubt very 
complicated issues around the passporting of different subsectors of 
finance. But I think the biggest uncertainty is when Brexit was promised 
so to speak of around Brexit, there are many other provinces that were 
made that are not strictly speaking related to finance. 

 
 So, I’ve listed some of these promises of the Leave Campaign here. So 

that when we leave, we’ll be able to reduce our taxes, for example. 
There’s worse statements made by politicians and then we’ll be more 
competitive. Is this going to--actually similar statements have also made in 
the United States as you know. 

 
 So, to some extent, the same question is in both cases. Is this likely is the 

plan? Is anybody working on this? What would happen with immigration 
reform? Different aspects of immigration reforms were discussed not in 
great detail. But what would happen if professionals--by the way, we have 
a lot of statistics in this brief but about 60% of the professionals currently 
working in the city of London and this is slightly more of a million people 
are actually foreign, and a vast part of that over 80% of them are actually 
European, EU citizens. 
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 So what happens if 450,000 finance professionals from EU, non-UK/EU 
countries decided to leave? It’s an interesting question. And how can you 
keep them there? 

 
 And lastly, there was a very large promise that together with Brexit and 

doing a way with EU regulation, which is not quite true, then the UK 
would be able to have reforms on executive pay, on transparency and 
cooperate decision making, and in that way, not only help new investors 
but somehow make it more equitable, kind of a better place to work. 

 
 So, my main worry going forward is not necessarily the legal difficulties 

but the uncertainty of whether UK politicians can deliver any of these 
promises. And if they do not, then the concept of Brexit may quickly as 
Jonathan mentioned disentangle into a lot of fights, not just with Europe 
but also in the UK itself, and I will finish with that. Thank you very much. 

 
[Applause] 
 
Nicolas Véron: Thank you and thanks to everybody for participating in this discussion. 

My presentation will focus as Adam announced on the broader impact of 
Brexit looked at from the perspective of the European Financial System. 
And, if I have time at the end, also sort of global implications. 

 
 So, this will be largely a repeat of what has already been said by Adam, 

Jonathan and Simeon. The baseline scenario is one in which the UK exits 
in 2019. It exists it from the EU and it exists from the single market. 
Obviously, the last point is the fundamental one for financial services. 
When some of us were making this point six months ago, we were 
considered pessimistic. Now, it’s considered inevitable that the UK will 
exit from the single market as it exits from the EU. 

 
 The second point was considered obvious six months ago, it’s now 

considered optimistic which I think gives a sense of a direction of the 
debate in the UK very much echoing what Jonathan told us. And frankly, 
six months ago by which I’m in I guess September and so immediate 
aftermaths of the referendum, it was considered actually unthinkable that 
there wouldn’t be no transition agreement withdrawal agreement. 

 
 But I will still perhaps optimistically take it as a baseline. Actually, it’s not 

that important because in the bigger scheme of things, the first line item 
here is much more impactful. It’s really the first order of thing is outside 
of the single market. And so, transition is desirable but I think even in the 
pessimistic view, which I won’t take here is that there is no agreement on 
withdrawal by the time of the B-Day as they call it now. I don’t think there 
is a financial stability risk or anything that will transform to a big picture 
of what will happen into financial system. So, it will be difficult to 
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manage for some actuaries but I think it doesn’t really have macro 
consequence. 

 
 So, this second point is much less important than the first one. As Simeon 

told us firms will relocate clients facing functions to the EU27, less so the 
market functions. So, if you think of the bank as a front end that interacts 
with client and trading activities that services clients as a front end, the 
trading may remain largely in London and I think that’s a hypothesis that 
both Simeon and I would share here while the people who deal directly 
with clients have to move to the EU27. 

 
 So, EU however for regulatory and financial stability reasons will insist on 

some critical functions being onshore from zero perspective, which means 
in the EU27 or more accurately actually I take EU27 here as a shorthand 
for the single market, which also includes the EEA country but generally, 
it will be EU27. Even I think we can say generally it will be Eurozone. 
How much of course of these critical functions and how they’re 
determined is one of the big issues not primarily as a negotiation between 
the UK and the EU but also ways the EU policy framework internally will 
evolve in terms of defining things like equivalence. 

 
 The fifth point is echoing Simeon, the city will decline, it will decline in 

relative and absolute terms. And it’s a negative sum game from a 
European perspective as Jonathan suggested that it’s very implausible 
generally. And it’s particularly implausible when you look just at financial 
services that there won’t be a loss of substance for the European continent 
as a whole including the Ireland and both the UK, and probably the EU27 
will lose activity in that sector as a consequence. 

 
 Now, London of course will remain the largest financial center for the 

foreseeable future because it’s so dominant now. So, when I say relative 
and absolute decline, I’m not implying that the continental financial sector 
will overtake London but just that the continent will grow more than 
London in terms of finance. And of course, for the sake of discussions 
here, I include Ireland on the continent but you understand my vocabulary. 

 
 Finally, there is no single substitute for London in the EU27. Nothing 

replaces London in the ways, the city of London as we know it right now 
and as it has prospered in the last say two, three decades, may be seen by 
historians as a fleeting wonder like other trading center ports of past 
history. So, I’m not optimistic for the continuation of its current prosperity 
but that doesn’t mean that there is a single place on the continent that 
replace it in a way. 

 
 And I think that [inaudible 0:23:26] formulation picking up on Boris 

Johnson, I think history will look back at the last two decades as the time 
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when the UK in general and the city of London in particular had its cake 
and ate it. There was a unique combination of keeping sovereignty on 
most of financial policy and supervision from a UK perspective either 
directly or through disproportionate influence on the EU Financial 
Regulatory Agenda, and at the same time benefiting from market 
integration in a way that cannot be continued once the UK leaves the 
single market. So, that essentially is the key feature of the future we’re 
going to see. 

 
 So, where will it go? I think I’m very much in Simeon’s orders of 

magnitude here. There will be some exiting from the city. If we think only 
at the first round effects, it will not be the whole substance of the city 
going out but significant. 

 
 Where will it go in the EU27? This is based on--this is inevitably 

speculative but I think we’re getting a clearer and clearer picture as time 
goes and there will probably be more clarification in the next few weeks 
as it is likely that there will be at least some more information from some 
firms in the way of the Article 50 notification. 

 
 And I think at this point, it’s becoming quite clear that Frankfurt is the one 

single place where our most activity will go for a number of reasons 
because it’s comparatively attractive with emphasis on comparatively. It is 
the seat of the ECB, which is nice if you want to have a dialog with the 
main monetary policy authority and supervisor, and it’s also well located 
with excellent infrastructure and easy ride to the airport. 

 
 Now, the next place that’s most likely to attract activity are at the current 

stage look like they are Dublin and Luxemburg and this is not because 
they are big or central, even so Luxemburg is likely more than Dublin but 
it’s because they’re very finance friendly. And Frankfurt is less finance 
friendly but has other advantages, and when you take all that together, it 
seems that this is driving the decision making. 

 
 By comparison, very well located and places with a critical mass like 

Paris, my hometown, Brussels and Amsterdam, look like they will fair 
below potential and the reason for that is simply that they are less finance 
friendly not only in comparison to Dublin and Luxemburg but also in 
comparison to Frankfurt. That includes tax but it mostly includes a broader 
thought of political assessments that is made by firms and it also includes 
crucially labor market regulation particularly in the case of France because 
it is an absolute no go for financial firms if you don’t have freedom to hire 
and fire especially fire. And, this is more problematic in France than it is 
in some other EU jurisdictions, which is a pity for France because at the 
same time, Paris is a place that has many advantages and also is very big 
in terms of headquarters of banks. Think of the fact that of the six largest 
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banks in the Eurozone, four of them are headquartered in Paris, the other 
two being Deutsche Bank and Santander. But that won’t be enough 
probably to attract massive inflows of financiers. 

 
 And by comparison, the other Madrid, Milan, Vienna, Nordic and others 

are somewhat peripherals. It’s important to say this also is the  first round 
analysis. It will be path dependent. There will maybe some changes in the 
picture also depending on the direction of reform in places like France or 
Ireland but this is for the first few years. 

 
 So, if you want to give an illustration of this, this is very much in line with 

what Simeon presented in scenario of reasonable market integration in 
Europe, and this is from our policy brief. This is what you get. London is 
still very dominant, ahead of everybody else but the rest less negligible in 
wholesale markets than it has been until now. 

 
 You may say Simeon said 12% to 18% loss of revenue and here you see a 

30% loss of revenue but this is because here it’s wholesale markets, while 
Simeon’s figure are the entire financial sector, which in the UK’s kind of 
half, retail half wholesale, so it’s entirely consistent. Of course, this 
doesn’t show whatever leakage that will be to the US or to the rest of the 
world. This is just as a proportion of the total European market. 

 
 So, what are the policy challenges for the EU27, which is really the focus 

of the policy brief? The EU27 has to work on its capital markets 
integration. And, at this point, the good news is there is banking union and 
it’s largely up and running, and it’s incomplete and hybrid, and still a 
working progress but it’s a huge change from the policy framework pre-
crisis. But the EU27 doesn’t have the same thing in terms of capital 
markets and business conduct, and enforcement of capital markets 
regulation and critical infrastructure. 

 
 And therefore, the key challenge here is to finish the job in a way of 

financial services policy integrations that was started decisively with what 
has been done in terms of banking union with what you could call Capital 
Markets Union 2.0 referring to a slogan of the European Commission, 
which is really about integrating capital markets policy. 

 
 And the core of this has to be a more empowerment and reform of ESMA, 

the European Securities and Markets Authority, which was created in 
2011. But it’s still way too weak compared to the objective of market 
integration that should be had here in terms of both managing the risks in 
capital markets, risk to market integrity. But also risk to financial stability 
but also reaping the potential rewards of what this inflow of business from 
the UK could mean for the EU economy and it’s explained more at length 
in the policy brief. 
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 The critical factor of course will be the openness to certain countries 

including the UK and the key test on this will be financial infrastructure 
on which a lot of debate has already occurred, but I think the debate has 
not been entirely easy to understand so far. So, what the issue is 
international clearinghouses. Clearinghouses or CCPs, Central Counter 
Parties, that’s according to Europe are--have been made critical by the 
derivatives reform as a G20 a few years ago. It now play a much bigger 
role in the systems than they used to. And so, our big UK-based 
clearinghouses that serve the EU27 but also the US and the rest of the 
world especially the London clearinghouse, which is now very important 
in that space. 

 
 Now, what is often misunderstood is that the US has direct supervisory 

access to LCH and other clearinghouses but the EU doesn’t because it has 
it’s so-called equivalence approach. So whether it’s needed here I believe 
is a choice for the EU between two options. One is to repatriate that 
activity to the EU27, which would be complicated and costly, and 
mercantalist in nature or the other option is to keep it in the UK but with a 
sort of supervisory extraterritorial supervisory access if you will that the 
US currently has. This is a choice for the EU. It’s also a choice for the UK 
because at this point, there has been no indication in the UK ironically that 
they would grant EU authorities like the ECB and ESMA to sort of access 
that they have granted to the CFTC and the Fed or to this UK-based 
critical infrastructure. 

 
 My last slide as I indicated is about global engagement. And this is really 

in a way an even bigger issue for the EU’s strategic issue, which was--is 
that during the great moderation, the EU was a champion of global 
financial standards. And here, I echo some of the things that I discussed 
last week for those of you who attended our event on International 
Financial Regulatory Cooperation. And there was an alignment between 
EU objectives and global objectives of market integration during that 
period. 

 
 Now, through the crisis and also because the EU has put in place things 

like ESMA, banking unions and single supervisory mechanism into light, 
so incentives have changed also because of Brexit, which creates less 
alignment between UK positions and EU27 positions as a global--in global 
discussion venues. And also, it has to be mentioned the fact that the past 
EU dominance of some of those bodies like the Basel Committee has been 
diluted by the very welcome necessary and actually belated opening of 
those bodies to large emerging economies. 

 
 So, the incentives are no longer the same but the interest I would submit 

remains the same very strong EU interest even without the UK and having 



29 

global standards. And that will require a lot of new thinking I believe in 
Europe in terms of leadership as the US disengages in terms of compliance 
which at this point is far from perfect especially with the Basel standards. 
And in terms of--for presentation of EU in terms of EU institutions as 
opposed to individual member states for this engagement to continue and 
this in turn will have a big impact on the global attractiveness of the EU27 
as a place to do financial business. 

 
 So, this agenda can no longer be, if you will, outsourced to the UK and it 

will be one of the big strategic challenges on the policy level for the EU 
going forward. So, I’ll stop there, but I think all these questions of policy 
integration and global engagement in the EU will be opened up probably 
in the next few months. Since the next few quarters have received very 
little attention at this point compared with the bilateral negotiation issues 
but are actually more impactful on the medium to long-term basis for the 
future of the EU financial sector. Thank you very much. 

 
[Applause] 
 
Jacob Kirkegaard: Thank you very much, I should start by saying that when you talk UK, the 

UK economy and immigration issues. In the presence of Jonathan, you’re 
always a bit odd but I do take comfort in the fact that at least we have the 
panel afterwards in which he may be called upon to perform this garbage 
disposal function depending on what I say. 

 
 But I thought I would quickly here - try to break it into two distinct issues. 

The first one is a sort of more traditional economic debate about, well, 
what will ending free movement, Brexit, et cetera, mean for labor markets 
and the UK economy? But then secondly, I’ll go into perhaps a more 
legalistic point of view because there’s been a lot of talk and I think 
Jonathan mentioned this that you can just quickly mutually recognize 
residency and work permit rights, et cetera, and then this issue will be 
settled. 

 
 Well, I will argue and hopefully be able to show you that it’s not going to 

be that simple, far from it and I am unfortunately quite pessimistic that--
and I think this is an issue that actually has a potential to be early on in the 
Article 50 negotiations where these issues will come to the floor be almost 
as thorny as the money issue that Jonathan mentioned. 

 
 Well, before we start, I think it’s actually worth just putting up what is the 

comparative impact of free movement and labor market migration in the 
EU? And that’s what this chart does here breaking down. This is EU 
migrants is green and everybody else is yellow. 
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 And, what this chart clearly tells you is that a narrative that tells you that 
it’s the UK that has been overrun by migrants either from the EU or from 
the rest of the world in labor markets is simply not true. They are about in 
the middle of the EU 15 members. What this chart also tells you is that 
you can imagine why the EEA option is not perhaps very attractive 
because the two EEA countries, Norway and Switzerland are actually far 
more intensive than the UK. 

 
 So there wasn’t any--in any quantitative sense today, any relatively sort of 

more impactful of the UK opening up early relative to other countries. 
And then really I think in a broad political sense begs the question why is 
it that immigration--the immigration debate in the UK has been so focused 
on EU immigration? Because this isn’t part of the debate that simply 
doesn’t exist in the rest of the EU despite the fact that actually a number of 
countries--many of them in fact, have far more. I mean, Switzerland being 
partly an exception here but has far more or at least as many EU migrants 
on the freedom of movement, et cetera, as does the UK. This is a bit of a 
conundrum in my opinion. 

 
 This is--however, you can perhaps explain it. This is a chart that looks at 

employment rates of migrants by categories and whether or not they are 
more or less likely to be employed than native workers. And the way that 
chart is constructed is that if you are below the line, the migrant workers 
are more likely to be employed than natives. And if you’re above the line, 
natives are more likely to be employed. 

 
 And, there’s a lot of countries up there and I put them up there only to 

highlight that in one way, the UK is very specific. The UK is the country 
in the EU where the EU migrant workers or freedom of movement 
workers have the biggest employment advantage relatively to native 
workers. 

 
 In most of the other EU countries, there’s very little difference actually 

between EU workers and native workers. The UK however is not--that’s 
not the case and that perhaps go somewhere to explain why they are 
seemingly more hated in the UK than elsewhere in the EU. 

 
 But it certainly begs the question perhaps because the EU opened up early 

and so the UK opened up early, they got the best workers from the new 
member states and therefore they are more likely to be employed. Perhaps 
native workers in the UK are just less attractive relatively to native 
workers in other EU countries. That’s another option. Or perhaps things 
like the British language or the English language makes it easier for 
migrants to come and get immediate employment. 
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 Another way you can look at this, which is sort of a more modeling 
approach is to say, “Well, if you look at the growth of the UK labor force, 
what actually contributed to that growth?” And that’s what this chart does 
here. You breaking it up between native foreign workers and then towards 
the end, you can also break it up between EU workers and non-EU 
workers. 

 
 And, the bottom line from this chart is that the only reason that the UK 

labor force has grown since 2010 is because of inflows of foreign workers. 
And in the last two years, you can in fact see that the only reason that it 
really grew was inflows of EU workers. So, if you then take that away, 
well then, the impact on long-term potential growth rates is going to be 
commensurably large, which is what I tried to include here by the dotted 
line, which is a constructed scenario for what would happen or what 
would have happened to UK labor force growth if the Conservative Party 
manifesto of no more than 100,000 migrants, here, they’re all assumed to 
be working age, would have been implemented. And as you can see, if 
they had done that, you would actually have had next to no labor force 
growth in the UK economy since 2010. 

 
 And I think what this shows is and what these relative importance is of 

foreign and migrant workers indication, I think Jonathan also mentioned 
some of that is that if a lot will depend on the kind of immigration regime 
that the UK government implements post-Brexit. But certainly, if it looks 
anything like the Tory Party manifesto, which is 100,000 maximum a 
year, I think you’re looking at widespread--I mean, certainly, a material 
impact on potential growth in my opinion. 

 
 But also material bottlenecks in a number of sectors, not just low skilled as 

Jonathan said but certainly the public sector, NHS, healthcare workers, 
private sector, high-skilled as Simeon says, they play a significant role. 
And it also--these magnitudes also highlights that these sectoral type 
approach that Jonathan discussed is probably going to be incompatible 
with a hard cap of 100,000. Because there’s going to be so many sectors 
who say, “Well, actually, we need 80,000 of those 100,000 available.” 

 
 So, what they will do is really anybody’s guess but certainly a very much--

really it’s going to be as Jonathan said. This is going to be very significant 
for the path dependence of UK growth going forward. 

 
 Shifting to the sort of more broader set of issues regarding mutual 

recognition and the post-Brexit--oh, sorry, not the post-Brexit but the 
Article 50 negotiating scenario and why easy solutions are probably not to 
be had. 
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 This is a chart that shows, well, okay, where do UK-born migrants 
actually live in the rest of the EU? And what you can see here is that 
Spain, Ireland, France and Germany are the four big ones. And certainly, 
those that reside in Spain and are mostly also in France, they don’t really 
care much about free movement and work permits because they are 
retirees. What they care about is access to healthcare, pension rights and a 
whole bunch of other issues that would not necessarily be included in just 
a quick recognition of residency and work permit rights. 

 
 If you shifted around and you look at who lives in the UK, here I put in 

both non-EU and EU, the nationals just to highlight that the number of EU 
nationals living in the UK is actually a minority of all the immigrants 
being defined here as those foreign born living in the UK. Other Anglo-
Saxon and Commonwealth countries are also heavily involved, which 
suggests by the way that any set of positive discrimination in favor of EU 
nationals on these set of issues would be probably resented by other large 
groups, immigrant groups in the UK and what I think is fair to say 
complicate the prospects for any UK free trade agreements with their 
countries of origin. India, I mean, the idea of the Hindi free trade 
agreement with India without talking about immigration [inaudible 
00:44:09] large is probably a fantasy. But it just highlights that, again, 
there are no real easy solutions here. 

 
 And, why is that? Well, first of all, I would say that to me it’s really 

inexplicable and I just don’t understand why the UK government did not 
early on make as a good will gesture say, “Well, we’re just going to 
unilaterally grant work permit and residency rights to the EU workers 
there,” because politically and I would argue, they would have been 
impossible for the rest of the EU not to reciprocate immediately. And 
doing that before the negotiation started, I think would have been just a 
lot, setting the stage for negotiation would have been a lot easier. 

 
 You would have to have this issue, what would the cutoff date be, et 

cetera, et cetera, but that’s a different issue. But the real issue that we’re 
entering now when the Article 50 begins is that doing it now is not going 
to be enough for the EU. Because from the perspective of the EU, we have 
to remember that their citizens came to the EU in good faith as EU 
citizens, not as migrants but as EU citizens with a whole bunch of 
embedded rights. I mean, these ancillary rights that Jonathan talked about 
and they’re just not going to--they’re not going to just abandon them and 
say, “We’re just going to focus on work and residency purpose.” They’re 
not. 

 
 We have--I mean, Jonathan also mentioned we had healthcare, pensions, 

family reunification rights and also sort of other social benefits access to 
them. And these are going to be--these are issues that are obviously 
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politically contentious and that are now going to have to be dealt with 
early on in these negotiations. And as I said, I think they could be as 
potentially as contentious as the money issue. 

 
 So what concluding remarks very quickly. I think that if Theresa May’s 

version of Brexit, which is really one that puts immigration ahead of 
everything else really instead of--if that is allowed to also feed into the 
implementation of a new UK immigration system, it will have material 
negative impact on the potential growth rate. But it will probably also be 
the largest reduction in immigration ever seen in a G7 country. At least in 
modern times, you could probably have a corollary with the US in the 
1920s. But still, that’s a long time ago and at a time when aging societies 
has not yet implemented. And as I said, I think the real risk here is 
bottlenecks across a wide variety of sectors. 

 
 Clearly, as I’ve said, now many times, just guaranteeing work permit and 

other rights isn’t going to do it. If the UK really wanted to send a signal to 
the rest of the EU about what to do and let’s get on with this in a manner 
that would be good faith that would have an impact political, they 
shouldn’t just offer mutual recognition of working and residency permits. 
No. They will probably have to give them UK citizenship or dual one at 
least, so that the people that came from the rest of the EU in good faith as 
EU citizens became UK citizens. That would take care of all these sets of 
issues. It could be done quickly and the political signal sent for the rest of 
the Article 50 negotiations I think will be very good. 

 
 And I think I’ll end there. Thank you. 
 
[Applause] 
 
Adam Posen: Thank you very much. Jonathan, you’re at the far end. You’re in exile. 
 
 Than you very much Jacob, Nicolas, Simeon. While my colleagues take 

the stage, I just like to make one thematic remark coming out of this. 
Underlying all of this discussion, one of the issues that kept coming up is 
what is the potential growth rate of the UK after Brexit? 

 
 Jonathan mentioned and I would agree that if you’re closing yourself off 

from openness, you get less competitive pressure on your industry and you 
probably have a lower productivity growth rate. Simeon mentioned the 
decline in high-skilled high-pay jobs that would go with this and over 
some very long span of time presumably you reallocate. But as we’ve 
seen, some of these reallocations take a very long period of time. And 
Jacob of course emphasized the issue of what is the population growth of 
the UK. 
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 And so, I just want to pick up on this in one sense. The UK remember has 
been running very large current account deficits for many years. The UK 
has been running very large public sector deficits for many years. Both of 
those are in the downturn and the UK is not in a fixed currency peg, so 
there is some room to deal with this as [inaudible 00:49:28] earlier. 

 
 But in the end, you have a brew here where the growth rate of the 

economy is shrinking, the demographics are getting worse if you cut out 
the migrants, the tax revenues as Simeon emphasized quite rightly are 
shrinking. And, at some point, you have to pay back some of these current 
account deficits because you’re not the US, you’re just a small country, at 
a time when you’re undercutting one of your largest industries. 

 
 So, to me, as my old colleague, Sir Mervyn King used to worry about 

more than I did but now I think it is highly pertinent. Rebalancing 
becomes an issue for the UK economy that there has to be some 
rebalancing from the huge amount of consumption and doing so at the 
time when they’re losing some of their highest value-added exports. And 
so, I think part of the transitional dynamics that we’re talking about also 
has to have that macro perspective. 

 
 Anyway, I’ve now bought enough time for all of you to come up with 

brilliant questions. Again, we have Jessica upfront with a roving mic. We 
have a standing mic at the back. We brought Jonathan Portes back on not 
so much the garbage disposal but to do his own views and contrast or 
complement to the others. Please raise your hand to be recognized or go to 
the mic. 

 
 Wow! Okay. 
 
Keith E. Maskus: So, I’m Keith E. Maskus, the Chief Economist of the state department. 

This really is a wider question. I’m really puzzled by the political 
economy of older folks in a place like the UK or Japan or here being so 
opposed to even legal immigration. So, what really do you think is going 
on in the UK in this context since they have to understand the argument 
that there are big demographic problems here I would think. 

 
Adam Posen: I could just say old people might be racist, but anyway. 
 
Jonathan Portes: That’s a very good question. I mean, I agreed with almost entirely with 

Jacob’s presentation which I thought was an excellent summary of the 
issues. But I don’t think that the high labor force participation rate, the fact 
that the vast majority of EU migrants are working does particularly 
explain the political reaction against it. 
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 I think it is--it does go back I am afraid to some--what I said in my earlier 
presentation all about immigration but that the political economy of 
Brexit, older people are more likely to--older people, first of all, less likely 
to have gone to much less likely to have gone to university in the UK. 
There’s been a huge expansion of higher education in the UK and that’s 
probably the single biggest objective demographic correlative voting to 
leave, and they are much less socially liberal. And so, that’s not just about 
immigration. It’s about the other things like the death penalty, gay 
marriage, et cetera, et cetera. 

 
 So, there is a general reaction in large parts of the country particularly 

among older people and not just among low-skilled, low-income elderly 
people but also among middle or higher-income elderly people that who 
sense in some ways, this isn’t my country anymore, London isn’t my 
capital city anymore. That is a not insignificant phenomenon. 

 
Adam Posen: Anyone else? Nope. Okay, back there, please. 
 
Male Speaker: Thank you. I’m [inaudible 00:53:08]. Faced with the risks of losing the 

financial sector activity and also the revenues, how do you see the risks of 
going backwards in the progress that has been made in terms of 
transparency in financial? All the services has been also with tax. There 
will be an alignment also with the US in this and of course, we know that 
if the UK and then the US does not continue to push, we will definitely go 
back. How do you see that prospect? 

 
Adam Posen: Yeah, Nicolas and then others. 
 
Nicolas Véron: Well, Adam has taken some leadership I think in this debate by painting 

from early on into the post referendum era, the scenario of the UK going 
rogue as a way to substitute for the last revenues that Simeon and I have 
alluded to. 

 
 My view is that this is going to be part of the behavior but there will be a 

sort of other part of the behavior, which will be the--still hugely important 
relationship with the EU27 that will lead the UK into other direction, 
which is try to comply as much as possible or be as close as possible to the 
EU regulatory framework whatever it is at the given moment. 

 
 And so, there is this sort of going alone Singapore whatever scenarios. 

There is the other scenario, which is sort of you remain right, where you 
try to get as close as possible to the [inaudible 00:54:46]. And my 
impression is that it will be extremely difficult for the UK to make up its 
mind on which one is most international interest, and you see that now. 
You see the prime minister, a number of cabinet ministers saying, “Well, 
if the EU is not cooperative, we’ll go rogue.” And at the same time, 
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actually, on the specific question you’re asking in terms of tax policies, 
financial stability, FSB, Basel Committee, you name it, the UK is actually 
very close to global best practice and commitment to global best practice 
at this point precisely because it wants to have a common business with 
the EU and also with other jurisdictions for mutual recognition and access. 

 
 So, I think the sort of optimistic take on this is that the constraint to retain 

access will prevent the work going rogue scenario. The pessimistic view 
from a UK point of view is that by trying to have it both ways, the UK will 
have nicer. It won’t have the sort of niche positioning of the Super 
Singapore and it won’t have the full access of complying with other 
people’s standards and it will be somewhere in a sort of worst of both 
world. 

 
 So, I think that’s a key way of looking at future policy and I’m afraid we 

won’t have a clear picture. 
 
Adam Posen: Thank you. Simeon, do you want to add anything? 
 
Simeon Djankov: I think that I’m perhaps a bit more pessimistic than Nicolas. I think that 

the current government and the leave campaigners were too overly 
optimistic in what they think that they can achieve in terms of additional 
policies. I mentioned some of this like for the corporate tax cut, more 
transparency and so on. They’ll realize this relatively quickly that there 
isn’t much of a world that they can attract, that they haven’t already tried 
very hard. 

 
 And this is one of the first attempts to attract more business was to go to 

China and said, “We, in London, together manage to do the first large 
[inaudible 00:56:59] let’s do it again.” To which China replied, “Well, no. 
We actually want to diversify, so we’re going to Singapore.” This was just 
after Brexit. 

 
 So, I think the realization that--actually not much else can happen in terms 

of attracting new business from the Middle East, from Asia. It’s coming 
very quickly and then the push to, well, let’s do something else. Let’s 
lower our standards. It comes naturally next. 

 
 So, I think that we can see already within the next year, yes, the EU would 

be a countervailing force but if by then we discuss a bit personalities and 
so on, I know Michel Barnier, a very well from my time is a finance 
minister. I can tell that this is a very difficult person first to understand in 
English and then to understand what he’s saying even if you understand 
his English. 
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 So, they may get frustrated very quickly and basically say, “Okay, we’re 
going our way.” 

 
Adam Posen: Thank you. The Singapore examples, I mean, the [inaudible 00:58:05] 

examples is very apt. Another question at the back mic, please. 
 
Barry Wood: Barry Wood, Hong Kong Radio. Isn’t it possible that if all of this goes 

badly, the negotiations, that the government could fall and there’d be 
another referendum and they’d reverse all of this? 

 
Adam Posen: Jonathan? 
 
Jonathan Portes: Lots of things are possible and lots of people who are better at making 

political predictions than I am have got egg on their face but this is very 
low probability indeed. 

 
 Theresa May is currently 18 points ahead in the polls of an opposition, 

which is entirely incoherent to--that’s being polite frankly. The scenarios 
under which this would happen are not impossible but appear at the 
moment to be extremely low probability. The most--if she had to call an 
election now or anytime and the reasonably foreseeable future shall win it 
quite easily. 

 
Adam Posen: Jacob? 
 
Jacob Kirkegaard: Well, I mean, let me just try to do the optimistic if you like from my point 

of view at least spin on that. I mean, you could have made exactly the 
same argument about the probability of a centrist presidential candidate 
winning in France two years ago. And so, I mean, I think if you do see, 
meaning that there is, you can actually surprise--at least in Europe, 
Continental Europe, you can surprise from the center potentially. 

 
 And I think if you have a scenario in which you do have a train crash kind 

of Brexit because the Conservative Party for some reason decides to unite 
behind an ever more extreme version of Brexit, there is no deal. The 
economic impact is quite significant. 

 
 Tim Farron and the Liberal Democrats collects enough sort of peel offs 

from both labor and the Conservatives to be competitive. In a first pass to 
post system, he doesn’t have to get 51 in all constituencies and they 
become liable. It’s a long shot. I absolutely agree. But I think we have 
become so accustomed to thinking of political long shots being just 
terrible populist negative surprises that who knows. You could have one 
going the other way. 
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Jonathan Portes: Well, two years obviously is a long time in politics and I certainly believe 
like Jacob that there will be a forum, a politically meaningful forum of 
biased remorse in UK politics at some point or maybe English and Wales 
politics at that point. But I’m afraid it will only come after Brexit. 

 
 So, I think if you look at the sequence, the actual pain of Brexit will 

materialize in a way that materially changes political dynamics I believe 
only after Brexit becomes really irreversible whether that’s be day or not, 
we can discuss. So, very sadly, I believe that this sort of reversal of public 
opinion at least partly will happen but too late to prevent Brexit from 
happening. 

 
Adam Posen: Let me post one financial question to Simeon and Nicolas, and then one 

sort of politically economy question to Jacob and Jonathan. 
 
 Simeon and Nicolas, not withstanding all this Brexit stuff-- and Nicolas 

you did talked about this a bit, but I like just - we know that there is a 
strong push of foot from Germany and otherwhere in EU to reduce capital 
standards for banks. We know that there are conflicting signals in the US 
on whether Congress wants the capital centers to go up or down. Just very-
- this is an incredibly important topic, it’s very specifically do you think--
how do you think Brexit affects this current state of affairs? 

 
Simeon Djankov: I think Brexit helps the--at least in Europe, helps the argument for 

lowering capital standards for banks to become competitive. Germany 
wants it for different reasons than being competitive. But suddenly there’ll 
be a number of other countries who until which at this point didn’t take 
part of this debate aggressively. Now, this--let’s be competitive dominate. 

 
Adam Posen: Nicolas. 
 
Nicolas Véron: I’m optimistic and will have a lot of debate about this I guess because we 

have major publications here at the Institute forthcoming on this issue of 
bank capital from Morris Goldstein from Bill Cline. So, my--I will not--
this is a huge issue and it’s actually quite complex in the European 
context. Let me just give a bit of a teaser maybe on this, which I think that 
Europe is in its own transition perhaps less visibly than the US. In the US 
of course, it’s a change of administration. In Europe, there is actually a 
very massive transition from the national to the European level in that 
space. 

 
 What is remarkable in the international discussion is that the ECB 

basically has let the [Inaudible 1:03:57] bank and the Banque de France 
and other individual Eurozone countries be vocal but the direction of 
travel is actually these countries being replaced by the ECB if you take a 
medium to long-term perspective. 
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 And I think at this point, the ECB has absolutely no incentive to lower 

capital standards. So that makes me slightly more optimistic even though I 
don’t disagree with the views that Brexit is a negative factor if you care 
about capital standards in the short term but actually, I wouldn’t be too 
worried about the complete unraveling of the framework be closer to 
enhance the role of the ECB in that space going forward. 

 
Adam Posen: Thank you. So, Jacob and Jonathan, we’ve already talked about Ireland 

but obviously, there’s another piece of the UK that thinks about getting 
out which is Scotland and we’ve seen the Trumpesque inconsistency or 
hypocrisy of Prime Minister May to say, “How can you think about 
leaving a union with a country that is your major trading partner and your 
long time ally?” 

 
 Anyway, Jacob, you’ve actually done an interview for us on the website 

talking about the Scottish issue, if the two if you could just say briefly for 
our American audience, what do you think happens from here with 
Scotland? 

 
Jacob Kirkegaard: I mean, I think in the short run, not much. The Scottish government 

requires the consent of Theresa May for having a referendum. She’s 
clearly indicated that she’s not going to give that until Brexit is done and 
dusted. There’s probably not much the Scottish Nationalist can really do 
about that and they probably are quite happy about it actually deep down 
because polls right now are against them. And if you let this fester, and 
they are--is this sort of incentive or this perception that London is ignoring 
Scotland, which it clearly is in the debate about Brexit, potentially support 
for secession or independence will grow. 

 
 They also have the sort of rather perverse incentive of waiting until the 

UK economy takes the full hit from a potentially quite messy Brexit 
because that will make the perceived economic safety of remaining in the 
UK less attractive relative to an independence path that will for sure be 
one that focuses on a lot of austerity, et cetera, because the fiscal deficit 
that Scotland has with the rest of the UK I believe right now is 
approximately about 10% of Scottish GDP. And, I don’t think anybody 
expects oil prices to go back to 120 anytime soon. 

 
 So, pushing it a little--I mean, signaling activism, et cetera, for your own 

party base, which is what Sturgeon has done. But at the same time in 
reality, pushing it out a little bit, is probably not a bad idea especially also 
because the argument that for pushing it, bringing it forward, which is that 
the Scottish don’t want to be sort of entangled in all of these other UK free 
trade agreements is a joke given the difficulty that the UK will have in 
striking these new deals. 
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Adam Posen: Thank you. Jonathan. 
 
Jonathan Portes: I agree with Jacob that the S&P strategy is indeed to let this fester. I think 

though that while Jacob is right in constitutional and legal terms, the 
Prime Minister is perfectly entitled to say that it ain’t going to happen and 
that’s my decision or the UK government’s decision. In practice, if the 
polls do shift significantly, if two-thirds of Scots say they want a 
referendum, then it is simply not going to be viable for Theresa May to 
continue to say no. 

 
 The question is, is that likely to happen significantly before Brexit date 

and I don’t think the S&P knows and as Jacob says, they can have it both 
ways. If it doesn’t, they’ll just let it [inaudible 01:07:45]. But if we get a 
year and a half from now, the negotiation is going very badly, maybe the 
economy is slightly shrinking, and there is more of a clear--that if the will 
of the Scottish people is then clearly in favor of referendum, it will be very 
difficult for the UK government to resist that. 

 
 So, things I don’t tell you this certainly will happen but things could come 

to ahead before B-Day. 
 
Adam Posen: Yeah. And just in the spirit of Keith Maskus, his earlier question about the 

economic rationale. In my view, it’s very complicated for Scotland 
because the economic argument for Scottish independence was poor last 
time they tried. The economic situation of Scotland given energy prices 
and other developments is probably worse, but the relative benefits of 
staying in a post-Brexit UK go down. So, it’s a really hard choice even if 
you’re doing on the rationale economic basis at this point. 

 
 We have time for one last question, please. 
 
Jennifer Hillman: Hi, Jennifer Hillman from Georgetown Law School. I have a question on 

the sort of regulatory or standard setting impact that will result from the 
lack of access to the institutions that do a lot of that regulating and 
standard setting at the EU. I mean, Theresa May has said she is going to 
grandfather if you will all of this [inaudible 01:09:08] of EU law, 
meaning, all of the actual standards, how many parts per million can you 
have in whatever. So, she’s going to grandfather all of the standards. 

 
 But what she obviously cannot grandfather is access to many or any of the 

EU institutions that actually implement and put those standards into place 
or provide the mechanism to do them. I mean, everything from you can’t 
do any anti-dumping measures because you don’t have access to the 
European Commission, you don’t have access to the European Chemical 
Regulatory Agency, the European Patent Agency, on, on, on, on, on. I’m 
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just curious what your sense is either of what is the cost or the delay in 
time that you’re now not going to have a regulatory agency to go to get the 
approvals that you would either, that you would previously have been 
going to Brussels for. Or alternatively, what’s the sort of cost for the UK 
to have to replicate this? I think it’s over 96 institutions within Brussels 
that would have to be presumably duplicated within somewhere in the UK 
in order to actually run a government that would govern those kind of 
regulatory and standards issues? 

 
Adam Posen: I think if it’s okay, I’ll let Jonathan. Are you comfortable with this one? 
 
Jonathan Portes: Well, I don’t know about comfortable but I agree with the--if the implicit 

point there is this is a huge mess and we don’t know how we ‘re going to 
cope, then the short answer is absolutely yes. So, for example, the 
European’s medicine day, say the European Chemical Regulatory, we do 
not know. It looks like the best we can hope for in the short term is that we 
will agree some sort of transition arrangement that will allow us to have 
continued access to these institutions even if we no longer have a voice 
and a vote in making those regulations. 

 
 That’s the best, a second or a third best. And even that may well for both 

for political and technical reasons not be very--not be feasible. So, I do not 
think as yet the UK government has a strategy for approaching this and it 
is clearly from the point of view of the sectors involved, it is clearly a 
more--the potential downsides are in my view considerably more 
significant than to say it is simply be in position of tariffs. 

 
 So yes, it is a serious question and I do not think that there are plenty of 

civil servants who are well aware of these issues and are looking at in 
great detail what the issues and problems are likely to be. But I don’t think 
we have any strategic directions from the top of the UK government is 
what a coherent approach, what our ask is in terms of transitional 
arrangements. And until we know what that is, it’s difficult to say how we 
resolve these questions. 

 
Adam Posen: Jacob, you have [inaudible 01:12:03]. 
 
Jacob Kirkegaard: Oh, just very quickly. I mean, the best example of everything that 

Jonathan just said is that the UK government has now signaled that they’re 
going to leave the separate treaty of Eurozone, which is basically nuclear 
safety. You can do that and you can repeal as part of the Great Repeal Bill, 
all the European standards but it doesn’t give you the technical capabilities 
of actually doing this kind of stuff. And this is nuclear safety, which is 
really not where you want to have the sort of let’s make it up as we go 
approach that Jonathan I think correctly has identified. 
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 So, no, this is a very ,very big issue. 
 
Adam Posen: I think on that note, I will say--I could say many things but I will say 

thank you that there is an appetite for experts still in some parts of the 
world including here at Peterson. And, I’m grateful to our experts to 
Simeon Djankov, Nicolas Véron, Jacob Kirkegaard and Jonathan Portes 
for joining us today.  

 
 Thank you.  

 
 


