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HOW THE UK’S VOTE TO LEAVE THE EU COULD HIT THE BANKS  

Newton’s Charles French says the only thing the banks can be certain of is uncertainty as the UK and EU 

negotiate the split.  

An extended period of uncertainty, low visibility and one that will be characterised by shifting responses in fiscal 

and monetary policy is the expected fallout from the UK’s EU decision, says Charles French, head of investment 

at Newton Investment Management, a BNY Mellon company. Once the UK formalises the decision to leave the 

EU by triggering article 50 of the Lisbon Treaty, the future shape of UK banks and the regulatory framework in 

which they operate within the EU will depend on the outcome of lengthy negotiations. 

The backdrop has for some while been uncertain and difficult for the banks, with the ‘Leave’ decision by the UK 

only creating more uncertainty and further eroding confidence, says French. Uncertainty is never helpful for a 

financial system, which is, by its very nature, highly levered, he adds. 

The share prices of financials typically react unfavourably to deteriorating economic news or extreme political 

environments, comments French. In the immediate aftermath of the UK vote to come out of the EU, UK bank 

share prices performed poorly as did European ones, particularly in some of the peripheral European 

economies. According to French, this reflects an environment that is stretched and challenging for European 

banks as well. Banks are facing a very low interest-rate environment and this is putting significant pressure on 

the revenue streams of the banking sector and further eroding profitability, notes French. Banks typically have 

large and complex businesses and their business models appear less able to meet the challenges of operating 

in the environment that emerged since the financial crisis of 2008. 

Some banks have made progress, particularly UK ones, and are in a better financial shape than they were six or 

seven years ago. Balance sheets are far stronger in term of capital and funding structures are greatly improved, 

says French. 

However, the UK can expect a period of slower economic growth, while this political change is absorbed, with 

corporates and consumers becoming increasingly cautious, comments French. The operating environment is 

likely to remain tough for the banking sector.  

The concentration and polarisation towards London as the dominant financial centre within Europe has built up 

over many, many years, notes French, adding, for instance, most investment banks have the majority of their 

European staff based in London. French would expect business to drift away from London as a result of policy 

intervention, to France and Germany keen to develop their own financial centres.  

Eurozone members have largely tolerated the conduct of euro-related business in London, while the UK has 

been part of the EU, says French. In the event of a formal exit from the EU, that pressure for a migration to, say, 

Frankfurt or Paris can be expected to grow. Equally, banks may make their own judgement that, with the UK no 

longer part of the EU, it is necessary to have more operations and resources within EU countries. 

For other segments of financial services, it will depend on the outcome of negotiations between the UK and EU 

and the extent of ‘passporting’ that allows continued access to the European market.  

Besides the UK’s pending exit from the EU, investors need to be assessing other challenges from a global point 

of view, such as the slowdown in China or Japan’s attempt to shake off the shackles of deflation, says French. 

Asset markets have been supported by aggressive monetary policy by the authorities and this has not proved to 

be sustainably effective, leaving some parts vulnerable. This reinforces the need to be selective when investing 

and being rigorous in terms of analysis to identify companies that can thrive in a wide range of potential 

outcomes. 
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IMPORTANT INFORMATION 
The value of investments can both fall and rise. Investors may not get back the amount invested. Income from investments may 
vary and is not guaranteed. For Professional Clients and, in Switzerland, for Qualified Investors only. This is a financial promotion 
and is not investment advice.  For a full list of risks applicable to this fund please refer to the Prospectus. Investors should read 
the Prospectus and KIID for each fund in which they want to invest.  Go to www.bnymellon.com. 
Portfolio holdings are subject to change, for information only and are not investment recommendations Any views and opinions are those of 
the investment manager, unless otherwise noted. Investments should not be regarded as short-term and should normally be held for at least 
five years. The Fund is a sub-fund BNY Mellon Global Funds, plc, an open-ended investment company with variable capital (ICVC), with 
segregated liability between sub-funds. Incorporated with limited liability under the laws of Ireland and authorised by the Central Bank of 
Ireland as a UCITS Fund. The Management Company is BNY Mellon Global Management Limited (BNY MGM), approved and regulated by 
the Central Bank of Ireland.  Registered address: 33 Sir John Rogerson’s Quay, Dublin 2, Ireland. In Austria, the current Prospectus and the 
Key Investor Information Document are available free of charge from Raiffeisen Zentralbank Österreich Aktiengesellschaft, Am Stadtpark 9, 
A-1030 Vienna. In France, before subscribing, please read the most recent Prospectus and latest financial reports. The KIID, Prospectus, 
articles and latest annual report related to the Fund are freely available upon request to BNP Paribas Securities Services, the centralising 
agent of this Fund/ in France: BNP Paribas Securities Services, 3 rue d'Antin, 75002 Paris, tél: 00 33 1 42 98 10 00. In Spain, BNY Mellon 
Global Funds is registered with the CNMV, Registration No. 267. In Germany, this is for marketing purposes only.  In Germany, the 
prospectus is available from BNY Mellon Investment Management EMEA Limited, German branch, MesseTurm Friedrich-Ebert-Anlage 49, 
60308 Frankfurt am Main, Germany.  In Italy, before subscribing you should read the Prospectus and the Key Investor Information 
Documents. Both of these documents are available on our website www.bnymellonim.com. In Spain, BNY Mellon Global Funds is registered 
with the CNMV, Registration No. 267. In Switzerland, the Company is established as an open-ended umbrella type investment company 
under Irish law and the Sub-Funds are authorised by FINMA for distribution to non-qualified investors in or from Switzerland. The Swiss 
representative is Carnegie Fund Services S.A., 11, rue du Général-Dufour, 1204 Geneva. The Swiss paying agent is Banque Cantonale de 
Genève, 17, quai de l’Ile, 1204 Geneva. Investors in Switzerland can obtain the documents of the Company, such as the Prospectus, the 
KIIDs, the Memorandum and Articles of Association, the semi-annual and annual reports, each in their latest version as approved by FINMA, 
in German, and further information free of charge from the Swiss representative. Newton Investment Management Limited (Newton) is 
authorised and regulated by the Financial Conduct Authority.  Newton, BNY Mellon Centre, 160 Queen Victoria Street, London EC4V 4LA. 
Registered in England No. 1371973. BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and its subsidiaries. 
Issued in  Austria, France Germany, Italy and Spain, by BNY Mellon Investment Management EMEA Limited, BNY Mellon Centre, 160 
Queen Victoria Street, London EC4V 4LA. Registered in England No. 1118580. Authorised and regulated by the Financial Conduct Authority. 
Issued in Switzerland by BNY Mellon Investments Switzerland GmbH, Talacker 29, CH-8001 Zürich, Switzerland. Authorised and regulated 
by the FINMA. INV00320 exp 31 October 2016. 


