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The historical referendum on European Union membership was the  
second such event to take place in the United Kingdom since 2014—
when the Cameron government organized the Scottish independence 
referendum. In an obvious way, a referendum in a Western country 
invites all voters of the respective country to indicate their view on a 
critical topic and may be dubbed the ultimate expression of democratic 
decision-making. Thus, one should expect careful preparation on the 
side of government and a lively debate between the pro and con sides. 
At first sight, the British EU referendum of 2016 was indeed organized 
according to this logic, but upon closer inspection one can easily under-
stand how unprofessional the information campaign of the Cameron 
government had actually been. Under normal circumstances, with the 
expected referendum standards applied, the outcome of the referendum 
would have been—as will be shown—52.1% in favor of Remain. The 
reality was decisively different for several reasons, as we shall see, with a 
51.9% majority in favor of Brexit—a historical result on June 23 which 
one may argue represents a surprising and hardly legitimate decision for 
leaving the European Union: an accidental Brexit. That is the title of 
this book, and it is not easy to consider that the United Kingdom, with 
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the benefit of a history of hundreds of years of rational decision-making 
in many key economic and political fields, should be characterized by a 
Brexit majority which is not the result of a solid decision-making proce-
dure. Supporters of the Leave campaign will have a different view, but 
the facts presented here cannot be dismissed. In the end, the readers—
and the British people—will have to decide how convincing the argu-
ments of the political economy analysis presented are.

For the world economy, the UK’s final decision on EU membership 
is crucial as the UK represented about 2.3% of the global economy 
in 2015 (based on purchasing power parity real income data from the 
World Bank), the EU27 stood for 14.5% in the same year. As regards 
the EU, Brexit clearly means a weakening of the European Union as the 
UK accounts for about 18% of EU28 Gross Domestic Product (GDP); 
for the UK, it could mean that its share in world GDP will fall below 
2% as we shall see. The long-term Brexit effects will mean a weaker UK, 
probably a weaker EU, and a US gaining enhanced access to London, 
but simultaneously losing influence in Brussels. China’s global role will 
be reinforced beyond its 17.3% share in world income in 2015, notably 
ahead of the US with 15.7%.

In a nutshell, the subsequent analysis is not difficult to understand, 
but many important details can only be explained in the book’s indi-
vidual chapters. On June 23, 2016, a majority of British voters decided 
to leave the EU, and this historical decision is an interesting develop-
ment in and of itself; for an international economist, however, this is 
not necessarily a starting point to write a thought-provoking book: even 
if one might argue that the Brexit vote was rather unexpected by many 
observers. Among the key drivers for this study were, as a first point, 
the disorderly nature of the referendum: with the Cameron government 
commissioning Her Majesty’s Treasury to prepare a 200-page study on 
the long-term benefits of the British EU membership and the cost of 
a potential Brexit, respectively, but then not mentioning the key find-
ing of a 10% income loss in the extensive government information 
brochure sent to all households—thus undermining any chance for 
Cameron’s almost certain victory in the EU referendum. Who is respon-
sible for this unprecedented “Treasury-gate” in London and other sur-
prising developments? One rather strange element including confusing 
conjectures from the side of government was the anti-EU migration 
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debate, with immigration portrayed to be a large economic and fiscal 
burden for the UK. What about the facts that show the opposite and 
why did the Cameron government not present these key facts to the 
British population? Should a democratic government be interested in 
facts? What is the motivation for a government to use very misleading 
rhetoric? What made many British voters so concerned about immi-
gration dynamics beyond the economic aspects—obviously, the fear of 
a rising number of refugees from Islamic countries played a role along 
with the perception that immigrants from countries with different reli-
gious and cultural backgrounds are not easily integrated in the Internet 
age in which certain young immigrants can come under the online influ-
ence of radical religious leaders based abroad (the integration of immi-
grants thus seems to become more difficult and the traditional tolerance 
of modern Western countries seems to be weakening: the open society 
could become mentally rather more closed in a period of globalization). 
A third element of the motivation for this book was the fact that the 
European Commission had organized neither a professional monitor-
ing of the run-up to the historical UK referendum nor ensured that Mr. 
Juncker, President of the European Commission, gave a pro-EU speech 
in London or Birmingham; rather, the US President Obama gave a 
speech in which he supported the EU integration project in the British 
capital. What is wrong with the EU? Inefficient regional policies, over-
regulation, a lack of leadership? More than this. A fourth element was 
the desire to understand whether or not the May government’s promise 
to conclude new free trade treaties—after Brexit—would generate the 
high growth impulses promised; in 2016, the Leave campaign even cre-
ated the impression that the UK could prosper as a free trade leader in 
a renewed Commonwealth. The answer to such promises is clear-cut. A 
fifth motivation concerns the apparently very low short-term negative 
output effects of the referendum, and this naturally leads to the question 
about the medium- and long-term effects of Brexit: could leaving the 
EU come at zero cost? Certainly not, and it will be explained why this 
is the case and also that the effects involve not only the UK, but also the 
EU27, the US, and hence the world economy in the long run.

While finalizing the preface at the University College London and 
in a café close to St. Paul’s Cathedral on March 3, 2017, I contem-
plated the first drastic foreign policy and trade policy changes associated 
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with Trump’s victory in the presidential elections in the United States. 
Considering the information from Washington DC, Brussels, Berlin, 
Paris, and London through a theoretical economic lens, there was 
indeed an important question that to some extent is explored in this 
book: can the Global Britain project of the May government—with 
emphasis on free trade and free capital flows plus economic stabil-
ity—really work in a situation characterized by the sudden weakening 
of the international institutional architecture with global international 
organizations such as the World Trade Organization and the Bank for 
International Settlements being actively dismantled by a protectionist 
and anti-multilateral Trump’s administration—which Prime Minister 
May has deliberately chosen to be the UK’s preferred partner? The book 
is also ultimately concerned with necessary EU reforms, including an 
overhaul of the Eurozone, the candidate countries for which are still 
chosen on the basis of the so-called convergence criteria, but not on the 
basis of the complementarily important optimum currency area litera-
ture. This is unwise, and not modifying the EU catalogue of Eurozone 
admission criteria would be irresponsible. As regards the speed of neces-
sary EU reforms, one should not have the illusion that slow adjustments 
will work to stabilize the EU since with Brexit, the Trump victory in the 
US and the ongoing growth of China, there are at least three dynamics 
which require reforms to simultaneously be energetic and careful. The 
2017 EU Commission’s White Paper on the Future of the EU is not 
very convincing here. While it is true that EU integration problems are 
quite difficult, for every disease there is a cure.

There is also the new question of whether or not people in EU coun-
tries would support innovative elements of European integration and 
whether or not pent-up problems within the EU could be resolved? 
How will EU member countries react to the twin challenges of Brexit 
and Mr. Trump’s election victory in the US? Given the fact that a 
majority of elderly voters in the UK are against British EU member-
ship—according to exit polls after the referendum—and taking into 
account the graying of the EU’s other societies, will it suffice to mobi-
lize more young people in EU countries to express public support for 
the European integration project? What are the key benefits of a “neo-
EU” that would be more in line with the challenges of the twenty-first 
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century and that could expect a broad majority in all countries of the 
EU? What could help to maintain EU integration as a role model for 
other regional integration schemes—and what implications does the 
new phenomenon of disintegration (assuming Brexit will be imple-
mented in 2019) have for Europe, the US, and the world economy? The 
analytical challenge of a broader UK–EU27–US perspective on certain 
issues is not easy, but in the twenty-first century, no international analy-
sis of economic dynamics is complete without considering the role of 
China in the politico-economic adjustment process. As regards the lat-
ter, only a few thoughts can be developed here, but in some fields, even 
a trilateral view of US, Europe, and Asia is important.

The June 2016 British referendum was a historical event, despite 
actually being the second EU referendum to be held in the United 
Kingdom, the first, in 1975, resulted in a clear pro-EU majority. For 
many observers, the result was rather unexpected, and it brought about 
a rapid change in the government of the UK, with Theresa May becom-
ing the new Prime Minister. This was followed just a few months later 
by the also rather surprising success of Donald Trump in the US presi-
dential election. One of the first actions of the newly-elected President 
Trump was to declare that the US would withdraw from the Trans-
Pacific Partnership (TPP), a Pacific-area free trade agreement concluded 
by 12 countries—including Japan, Australia, Vietnam, Mexico, and 
Canada—Trump had already threatened that he would also withdraw 
from the North American Free Trade Agreement (NAFTA) and was 
eager to engage in only bilateral trade negotiations in the future. With 
the UK leaving the European Union, and the US moving away from 
TPP and NAFTA, the two leading historical, liberal, Western econo-
mies, which were world powers in the nineteenth and twentieth centu-
ries, have now become leaders of disintegration. Strangely enough, the 
Australian Prime Minister has suggested that the US should remain a 
part of the TPP project—or the 11 partner countries might consider 
asking China to come on board. With the election of Trump and the 
Brexit referendum, the Western world and indeed the wider global 
community have changed enormously. Interestingly, the protectionist 
Mr. Trump received Mrs. May as the first international visitor after his 
inauguration. Prime Minister May is the leader of British global trade 
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liberalization—she presented her country as the Global Britain in her 
Brexit speech of January 17, 2017—suggesting the referendum had 
given her a pro-globalization mission.

The question of the legitimacy of the 2016 referendum is one issue, 
the other big question is to what extent Parliament will be involved. 
The Supreme Court in London has decided that authorization to 
trigger Article 50 of the Treaty of the European Union—and thus to 
declare the UK’s intention to leave the EU—will need majority sup-
port in Parliament; Mrs. May initially wanted to write her exit letter 
without prior consent from Parliament. The Supreme Court’s decision 
does not strengthen Mrs. May’s position, and her decision to visit the 
White House in January 2017 might also raise some doubts: does the 
country of David Ricardo and Adam Smith, the pioneering free trade 
economists, really want to take sides with the neo-protectionist Donald 
Trump whose international economic policy agenda is so strange?

As the new Prime Minister, Theresa May emphasized in her speech in 
January 2017 that her government aims at a ‘hard’ Brexit, which means 
leaving not only the EU and the single market, but also saying no to 
a customs union that would require the UK and the EU27 to impose 
joint import tariffs. Instead, future economic relations between the EU 
and the United Kingdom should be framed within a bilateral free trade 
treaty; and not much time is left for achieving a political deal between 
London and Brussels. The pro-Brexit majority in the referendum came 
as rather a surprise to many observers, but as is shown in this study, 
this majority was in fact contrived, since the Cameron government in 
its 16-page information brochure, which was sent to all households, did 
not mention the Treasury’s finding that leaving the European Union 
would bring a real income loss of 10%. Had British voters been aware 
of this important fact, the result—according to standard UK popular-
ity functions—would actually have been a 52% majority in favor of 
Remain. Thus, one may conclude that there is no legitimacy behind 
Brexit unless one considers the government’s suppressing of crucial 
information for voters a natural element of politics. It can be argued 
that a disorderly referendum should not be the basis for a historical 
political change.
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Strangely, the Treasury study was presented to the public just a week 
after the government had sent out the info brochure to households in 
England. As the Brexit majority is artificial, one may argue that many 
of the conclusions drawn from the referendum are to some extent rather 
far-fetched. One could also ask why a Parliament that knows about the 
very dubious circumstances surrounding the referendum would follow 
the spurious result of said referendum.

The world owes British philosophy and scientific development a 
debt of gratitude for the modern approach of science which is based 
on observation, modeling, and empirical studies. All this dates back 
to the sixteenth century and Sir Francis Bacon who was an influen-
tial English philosopher, statesman, jurist, scientist, and author—he 
also served as Attorney General and Lord Chancellor of England. In 
his judicial approach to reality, Bacon called on scientists and indeed 
others to not only come up with new ideas and conjectures, but to 
always show supporting evidence for conjectures made; self-deception 
was to be avoided, carefully observing the facts and reality, respectively, 
should help in gathering the critical evidence required. Scientists and 
politicians who mislead themselves or others would not be held in high 
esteem by Francis Bacon, nor do they respect the old school of empiri-
cal methodology developed in the United Kingdom. Against this back-
ground of modern progress from 1700 to 2000, the run-up to the 
British referendum of 2016 looks particularly strange.

Some observers of the referendum have argued that immigration was a 
key issue for voters and a determinant of their behavior, but this is indeed 
only partly true as expert analysis suggests. Did EU immigration really 
represent a critical burden on the UK for many years prior to the referen-
dum? Perceived developments and newspaper reports in the tabloid press 
is one thing, statistical facts and the careful analysis of experts is quite 
another. The Organisation for Economic Co-operation and Development 
(OECD), a professional international organization, has shown that the 
EU immigrants’ participation rate in the UK labor market has exceeded 
the British average and that immigration has actually created a surplus 
for the government budget; a Bank of England Staff Paper based on care-
ful empirical research finds that immigration has put significant down-
ward wage pressure on one category only in the labor market—unskilled 
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workers in the services sector. The annual UK population growth rate 
from EU immigration amounted to only 0.2%, and all this amounted to 
an excessive burden for the world’s fifth largest economy?

For decades, the EU has combined the liberalization of markets 
with a growing global trade and investment flow orientation, plus 
social policy. What the adequate balance of these elements should be 
has been viewed in very different ways in various EU countries. The 
UK supported the development of the EU single market—an institu-
tional innovation which was successful enough to encourage the ten 
Association of Southeast Asian Nations (ASEAN) countries to start 
their own single market in 2015/16. The liberalization approach of the 
Western world, which has inspired so many regions in the global econ-
omy to follow steps toward the opening-up of markets and increased 
competition, is now facing a double stress test since both Brexit and 
the election of Donald Trump in the US stand for new approaches that 
contradict the traditional models of Western success. By leaving the EU, 
the UK will have less liberal trade and capital flows than before, while 
in the US, President Trump made trade protectionism and barriers to 
foreign direct investment (FDI) outflows a hallmark of his election cam-
paign. As Mrs. May, arguing in favor of a Global Britain, has declared 
her strong interest in cooperating with Mr. Trump’s protectionist gov-
ernment, there will be a new transatlantic political odd couple.

While Mrs. May’s speeches often seem to follow the spirit of Adam 
Smith, who published his famous book on Economics in 1776, the 
year of US independence, Mr. Trump’s speeches echo a very different 
approach that sometimes sounds like Mercantilism, the politico-eco-
nomic ideology of the early eighteenth century that brought interna-
tional conflicts through the obsession of many countries to all achieve a 
current account surplus which, of course, is logically impossible.

The EU needs to reform regardless of the result of a British refer-
endum (including of a potential second referendum in 2018). While 
some EU approaches were useful, other policy elements were doubt-
ful, e.g., overregulation in many fields—but not in financial markets 
and banking, respectively. This book makes various suggestions for 
EU reforms, and it also presents some fresh thoughts on how the his-
torically decisive Transatlantic Banking Crisis could be overcome in a 
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sustained manner—a topic that is of key interest to both European and 
North American readers. This analysis discusses whether or not Brexit 
is the starting point of a protracted politico-economic crisis in Europe 
and whether or not major changes in transatlantic relations should be 
expected from Brexit dynamics. The study shows that Brexit does not 
mean simply moving back to a situation akin to pre-1973 and undoing 
part of the free trade networks in Europe.

As a European economist with good links to both leading British and 
US universities and to many international organizations, I have tried to put 
key pieces of information on Brexit together—and I certainly agree that in 
the end, it is for the British voters to decide for or against EU membership. 
At the same time, I should like to argue that it is only fair to present criti-
cal reflections on a debate which is historical but often not careful enough 
to take into account the key facts. Political systems and government in 
Western democracies have always had a tendency to respond to certain 
political movements and to not only rely on hard facts, statistics, or expert 
views. Rarely, however, have OECD countries’ governments had much 
success when reality is largely ignored. Here, the EU28 has a broad respon-
sibility not only for European economic and political dynamics but for 
global developments as well. It is hoped that this book will contribute some 
enlightenment to a confusing Brexit debate in Europe and beyond and it 
is clear that the EU28 has broad responsibility not only for European eco-
nomic and political dynamics but for global developments as well.

Many observers of Great Britain would surely agree with the esti-
mation that the country, which is known for being rich in tradition, 
the source of many important inventions, historic achievements, an 
advanced political system, and a high level of economic dynamism 
worldwide, is perceived as a leading light in Western Europe and as a 
shining example of democracy. However, this makes the massive policy 
failures in the run-up to the referendum on EU membership on June 
23, all the more incredible. One may anticipate that Brexit will take 
place in early 2019—indeed it would have to take place before spring 
2019 since elections to the European Parliament will take place at that 
time. Whether or not Scotland will then seek to hold a new independ-
ence referendum and break away from the UK is an open question. 
However, one cannot rule out that there will be a second referendum 
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on British EU membership—and the result might be in favor of 
Remain. This, in turn, would bring new adjustment costs to the United 
Kingdom. The announcement of the President of the EU Commission, 
Jean-Claude Juncker, not to stand for a potential future re-election, 
as he is afraid that the Brexit negotiation will lead to further EU dis-
integration, is a signal that there are considerable tensions among the 
EU27 which could yet break apart. This statement, of February 2017, 
is an indication of a lack of EU leadership. The view expressed by Mr. 
Juncker, in an interview with a German radio station, that “the other 
EU 27 don’t know it yet, but the Brits know very well how they can 
tackle this…They could promise country A this, country B that and 
country C something else and the end game is that there is not a united 
European front”) stands in stark contrast to the expectations of Prime 
Minister May as expressed in her Brexit Speech on January 17, 2017, in 
Lancaster House, when she said “I know that this—and the other rea-
sons Britain took such a decision—is not always well understood among 
our friends and allies in Europe. And I know many fear that this might 
herald the beginning of a greater unraveling of the EU. But let me be 
clear: I do not want that to happen. It would not be in the best inter-
ests of Britain. It remains overwhelmingly and compellingly in Britain’s 
national interest that the EU should succeed”.

My first research activities with British colleagues—from Hertford 
College/Oxford University—began in the 1990s and were focused on 
the energy and telecommunications sectors, fields which were deregu-
lated in the United Kingdom early and sensibly, faster than was the 
case in other EU countries. Further, EU-related research projects fol-
lowed (which included colleagues from the University of Birmingham 
and, later, the University College London), and British economists and 
indeed foreign economists at British universities, respectively, certainly 
enjoy a high level of respect across the globe. It would be most regret-
table if this kind of cooperation with colleagues from these universities 
should, in the longer term, be made more difficult due to Brexit.

With regard to the preparation of the manuscript for this publica-
tion, I would particularly like to thank my research team for their tech-
nical assistance: Ms. Evgeniya Yushkova, Mr. Arthur Korus, Mr. Samir 
Kadiric, Mr. Fabian Baier, Mr. Tristan Feidieker, and, with special 
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gratitude, Ms. Christina Wiens at the EIIW. Without the excellent edi-
torial support of Mr. David Hanrahan, this English version of the book 
would not have been published so quickly. I am thankful for discussions 
with Cillian Ryan, Nottingham Trent University, and grateful to Andrew 
Mullineux from the University of Birmingham for his critical comments. 
For an exchange of ideas on Brexit, I also wish to thank Jackson Janes, 
the Director of the American Institute for Contemporary German Studies 
(AICGS)/Johns Hopkins University, who published my short, and with 
the benefit of hindsight essentially accurate, Brexit analysis on the website 
of the AICGS (Advisor Section) prior to the referendum on March 30, 
2016. The author bears sole responsibility for this book and its contents. 
Finally, on the occasion of my June 27 TTIP-related presentation before 
the Congressional Research Service, Washington DC, many questions 
were forthcoming which influenced the selection of topics for the present 
study. What does Brexit mean for the United Kingdom, for Germany, for 
France, other countries in the EU, and indeed the entire world economy? 
How dramatic could the fall-out of the negative disintegration dynamics 
be for the Eurozone? What national and EU-level reform measures are 
urgently needed—this study (a shorter version of my German-language 
book Brexit aus Versehen, November 2016; with some updates that 
include, of course, US–UK and US–EU perspectives after the Trump elec-
tion) provides new and important answers. The focus is, of course, limited 
to some key issues and topics, but one may emphasize that this study is an 
attempt to close an important analytical gap in the literature and in the 
public debate in the UK, the EU, and the USA—as well as elsewhere.

Wuppertal and London� Paul J.J. Welfens 
March 2017	  
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The decision taken in the British referendum on June 23, 2016, to leave 
the European Union (EU) is the biggest shock to European integration 
since the founding of the Communities on January 1, 1958: with the 
negative outcome of the referendum in the United Kingdom (UK), the 
EU has entered its first phase of disintegration and to some extent the 
first serious integration crisis. The decision for the UK to leave the EU 
can be described as an ‘accidental Brexit,’ an unplanned exit brought 
about as a result of policy failures and a chaotic referendum, for which 
Prime Minister Cameron bears responsibility, as will be shown herein. 
With a hugely inconsistent and, with regard to the main effects of leav-
ing the EU, lacking information policy vis-à-vis the electorate and the 
unprofessional preparations for the EU referendum on June 23 in the 
various constituent parts of the UK, Cameron grossly contradicted his 
own speech at his party conference in Birmingham (2010): “A sense 
that politics shouldn’t be so different from the rest of life, where rational 
people do somehow find a way of overcoming their disagreements.” The 
extremely poor, inadequate information policy of Cameron in relation 
to the Brexit referendum made the political referendum into something 
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which diverges from the rest of life, where rational people can overcome 
their differences in a sound and reasonable manner.

It shall be made clear how the planned UK exit from the EU amounts 
to an accidental Brexit, which may sound strange; however, the indica-
tions and facts which will be presented herein are clear. The British gov-
ernment sent a 16-page information booklet (HM Government 2016a)  
to households in the UK which did not contain a single important 
number from the report of Her Majesty’s Treasury (HM Government 
2016b) on the long-term benefits of EU membership and the costs of 
Brexit, respectively: a threatened 3–10% loss of income as a result of 
Brexit is one figure which every head of government with a sense of 
responsibility would, in the event of a historic EU referendum, have 
shared with the population of their country. The 16-page government 
info booklet was sent to households in England shortly before the date 
when the report was presented to Parliament on April 18; in the other 
constituent nations of the UK, the government-sponsored informa-
tion was first sent to households in the week from May 9, however still 
not one single figure from the 201-page official analysis which featured 
hugely important economic findings. While one may have no doubt 
that well-educated, high-income Britons got the message of the Treasury 
Report in indirect ways (i.e., through the traditional media or the inter-
net), most workers and very many pensioners—both groups which 
were largely in favor of Brexit—most likely had no adequate informa-
tion on this. It is stunning to read the government’s 16-page referendum 
information brochure and not find one simple sentence: “The Treasury 
Report on the long-run benefits of European Union membership indi-
cates that the UK’s leaving of the EU will mean that the average British 
voter will lose the equivalent of about one month’s income.” Not mak-
ing the Treasury Report’s key findings broadly available to all voters in 
the UK was unfair—and indeed totally inadequate from the side of the 
Cameron government. If 750,000 of those who voted for Brexit had 
switched to remain having received this information, the UK would 
still be in the EU. At the bottom line, the timing of the Treasury study’s 
publication one week after the sending out of the government’s referen-
dum information brochure is very strange and needs to be explained.
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The whole situation seems so curious, that Miss Marple herself would 
not be surprised if she were to discover that anti-EU elements within 
the British government were responsible for the misinformation with 
regard to the referendum. That Cameron’s team did not recognize the 
mistakes and inadequacies relating to information is unjustifiable: an 
unprecedented political failure in the UK in just the second national 
referendum in the history of the country.

In the absence of a formal written constitution, the duties and 
responsibilities of a British government with regard to information are 
unclear, but 2,000 years of development in terms of European rational-
ity suggest that the electorate should not be asked to prematurely cast a 
ballot in a referendum if the most important figures are not, at the very 
least, officially available to government or, better still, made available 
to the public by government. To the best of this author’s knowledge, 
nobody has thus far commented critically on this de facto violation 
of the rules in the field of best practice/good practice when it comes 
to organizing a referendum, neither in the UK nor the EU27 or the 
US. In 2014, as the integrity of the UK was at stake and the govern-
ment was attempting to prevent the exit of Scotland, that is prior to 
the Scottish Independence Referendum taking place, Prime Minister 
Cameron provided the public and households, respectively, with the 
crucial economic information in a timely manner; in 2016, however, 
this was not the case. Instead of the relevant information being provided 
to voters almost four months before the actual vote, only two months 
were allowed, instead of distributing a government brochure with infor-
mation regarding the expected loss in income as calculated by HM 
Treasury, 16 pages of text and photos were sent out without a single 
figure from the Treasury’s analysis.

In the short term, the UK may, following the referendum on EU 
membership, first be troubled by recessionary forces; however, the 
UK, by announcing an exit from EU, appears as a disruptive factor in 
Europe and at the same time has new room for maneuver. The May 
government will determine to utilize new free trade agreements, as there 
is a threatened high drop in income which needs to be compensated for 
somehow: in the long term, this drop equates to the average Briton los-
ing circa 8% of income due to Brexit, and in terms of 2016 this would 
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be like foregoing on one’s December wage. This extremely important 
piece of information was, however, not known to most British voters 
in advance of the actual vote on June 23, 2016. In light of this, how 
should the result of the referendum really be viewed? Where is the 
British and European debate on this issue?

The economic logic of Brexit suggests a plus for London in terms 
of globalization as a driver of growth and, in particular, that the UK 
should strive for a free trade agreement with the United States. 
Meanwhile, Germany and France are halfway to scuttling the 
Transatlantic Trade and Investment Partnership (TTIP)—the planned 
transatlantic free trade project between the EU and the US that alone 
threatens in the medium term to encourage other EU member states 
to move towards the exit. They could follow London’s lead, with a view 
to their own national interest vis-à-vis free trade with the US, and real-
ize a “growth dividend.” Even in the case of a skeptical US approach 
to free trade under the Trump administration, there should be a large 
willingness in Washington to conclude a liberalization agreement with 
European countries.

EU disintegration, that is the shrinkage of the EU, is a threat in vari-
ous ways: the conflict about who should in future bear the burden of 
the UK’s net contribution of circa £7.6 billion Pounds Sterling (or circa 
$9.4 billion US Dollars)1 alone could lead to the next EU exit referen-
dum in one of the main contributing member states. With its economic 
power reduced by almost one-fifth and with anti-EU parties emerging 
or expanding in an ever growing number of countries, the EU has no 
chance of survival in the longer term, if it cannot adapt institution-
ally and with regard to its primary objectives, that is to reinvent itself 
as a sustainable, future-oriented, and attractive Neo-EU. If it cannot, 
Europe will revert to an instable state, reminiscent of the late nineteenth 
century, with one major difference—along with the US as economic 
powerhouse, in the twenty-first century Europe will face global pressure, 
including from a dominant China.

The fact that a majority of British voters voted for Brexit, that is for the 
UK to leave the EU, despite expert warnings regarding a long-term reduc-
tion in income of 3–10%, demands closer attention—the rationality of 
western, or at the very least of British, politics has been called into question 
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by the referendum. There are clear indications that Brexit is the result of 
a political miscalculation by Prime Minister Cameron, and that Mr. 
Cameron himself had, paradoxically, contributed to the majority in favor 
of Brexit, as can be shown. The European Commission, in turn, let itself be 
blinded by a Eurobarometer survey from May 2016, which showed only 
36% of Britons with a negative attitude towards the EU—at a suprana-
tional level, results which were based upon methodologically sound surveys 
were lacking and therefore Brussels was without a fundamental require-
ment for successful governance.

Brexit has triggered adjustment pressures in the UK and the EU27, 
but also in Hong Kong and in other Asian countries. Furthermore, 
there is widespread astonishment in the US, many Asian nations, and 
even further afield that the electorate in the UK voted for an exit from 
the EU in a referendum which, however, is non-binding on either 
Parliament or government. The question was not a Yes/No on accession 
to the EU, as was twice the case in Norway’s (with a negative result both 
times) referenda. This time, the question was Yes/No on withdrawal 
from the EU after circa 43 years.

It is obvious that the West, following its victory in the Cold War 
and in the competition of the economic systems since 1991, the year 
of the collapse of the Soviet Union, has gone through a variety of cri-
ses, which range from the Banking Crisis, via the Euro Crisis and the 
Refugee Crisis, to Brexit. In Beijing and Moscow, the diagnosis with 
respect to the EU is as follows: we have always regarded EU integra-
tion as a less than promising concept, much more important is national 
politics; in this way, however, national politics and nationalism will be 
stronger than before and may again become the dominant approach in 
the world.

The EU of today must come to terms with a potentially existential 
crisis; however, this trend could affect other integration clubs of the 
global and economic system tomorrow. On the one hand, there is no 
big doubt that Great Britain (here taken to be synonymous with the UK 
for the sake of simplicity) can be reinvigorated economically through a 
withdrawal from the EU as the market economy system offers efficient 
adjustment mechanisms; the political system must, like the citizenry, 
come to grips with the negative welfare effects. On the other hand, the 
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EU27 is certainly capable of managing regional integration without the 
UK. However, the British exit after more than 40 years of membership 
will weigh heavily, economically speaking, it is a political and economic 
shock for continental Europe, and furthermore raises the question of 
how the negative economic effects of the UK and the EU27 will inter-
act: from an economic point of view, the negative effects of both will 
be mutually amplifying which is not indicative of smart cooperation. 
Whereas at the ‘Group of Twenty’—i.e., G20—Summit in Brisbane in 
2014, promises were made regarding the raising of real income by 2% 
by the year 2018, it can be expected that Brexit, with effects for both 
the UK and for the EU27, will cause more than a 2% long-term reduc-
tion in income in the EU28. It will not only be the G20 who will be 
critical of the UK, Germany, France, and Italy.

Moreover, Brexit is a historical turning point, which can lead to a spi-
ral of EU disintegration in certain circumstances—which could return 
Europe to the late nineteenth century. The then rivalries of the great 
European powers resulted in an international arms race and led to the 
First World War. A relatively complicated arrangement based upon a 
balance of power operating between independent nation states, as once 
conceived by Otto von Bismarck, did not function as a system of peace 
for very long. Only the EU, following yet another world war, could 
deliver such a system, in conjunction with supranational institutions 
and an EU philosophy of cooperation. With Brexit happening, the 
twenty-first century seems to be unexpectedly threatening for Europe.

Conflict over the future EU budget will soon follow Brexit. Who 
should take on the responsibility for the British net contributions from 
2020 and what budget cuts are appropriate? Only after the UK’s exit 
from the EU will the country see a dampening of the growth of real 
income and there will also be a negative impact on the EU27. In con-
trast, the short-term effects in terms of production will be relatively 
minor, although short-time work in some firms can be expected. The 
reactions of the financial markets are already, in the short term, quite 
significant. Here, the changing expectations following the result of the 
referendum play a role. Furthermore, economic volatility indicators 
on the financial markets have risen since Brexit and there are negative 
Brexit-related effects as far away as Asia (Asia Times 2016).
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Long-term instability and new conflicts threaten the European 
continent, and it is totally unclear what the European Commission 
together with the EU member states and the European Parliament 
want to do to counteract this development. At the highest politi-
cal levels, one does not hear much from Brussels about an EU crisis 
in the public sphere, the internal discussion, however, is a very dif-
ferent one; more than a few EU civil servants have a skeptical view 
of the functioning of the European Commission and the European 
Council, which represents the relevant “governments” of the member 
states. Informally, Brexit is indeed a pressing issue and is officially an 
important topic for working groups of the European Commission. 
The European Central Bank has also established a special working 
group on Brexit.

The EU, as was strikingly shown by the 2014 British report on EU 
competencies, is tremendously complex. While the citizens can only 
barely recognize the institutions, the functioning of the institutions is 
broadly incomprehensible. Since 2010, everyone can see that the once 
powerful EU Commission has little influence beyond its many actions 
and directives with which the actors in the economy are all too often 
overly regulated. One can hardly argue that the EU brings clear and 
comprehensible benefits for its citizens, with certain exceptions, for 
example the ever cheaper cross-border mobile telephony. In the field  
of telecommunications, the European Commission made significant 
liberalization efforts with the market deregulation in 1998. During  
the first decade, many had thought that the Eurozone was functioning 
well; however, since the Euro Crisis fewer and fewer share this view. The 
acid test for any institutional innovation is, of course, not the honey-
moon phase, but the stormy periods which follow, the latest of which 
began in the United States with the collapse of the Lehman Brothers 
bank on September 15, 2008; however, no matter where the troubled 
times have their origins, a monetary union must be able to function 
and ride out the storm. That was not the case between 2010 and 2015, 
and the confusing chorus of critics from the field of economics did not 
improve matters for either the public at large, or for the politicians.  
As unexpected as the Euro Crisis was for many, the result of the UK 
referendum on EU membership came as a complete surprise to most 
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people in Europe and indeed worldwide: the financial markets were also 
wrong and the British betting firms to boot. Do we still understand the 
international system and Europe, respectively? What went wrong?

Brexit was a possibility since 2013, when Prime Minister Cameron 
promised a referendum on the EU membership of the UK. Many studies 
were carried out in 2015 and during the first half of 2016 which focused 
on Brexit. If one has experience in EU integration analysis and is famil-
iar with international economic topics, one can draw many conclusions 
from the Brexit decision based on the aforementioned studies, explain 
the market reactions, and highlight the most important reform options 
with regard to Brussels and selected EU member states. This is what the 
present book aims to do. At the same time, as the British withdrawal 
from the EU did not come as a complete surprise to this author—see 
my Brexit contribution for the AICGS/Johns Hopkins University from 
the end of March 2016 (Welfens 2016a)—and because prior to the ref-
erendum there were already numerous studies on relevant issues in the 
context of Brexit, the main aspects of the debate are not difficult to 
emphasize. To the aforementioned studies belong contributions from 
the European Institute for International Economic Relations (EIIW), of 
which the focus of analysis for over two decades has been the process of 
European integration and indeed integration dynamics worldwide. On 
a side note, this author also correctly outlined the most relevant and 
important points regarding the Euro Crisis about 18 months before the 
crisis actually erupted in the spring of 2010 in his book Transatlantische 
Bankenkrise—translated as The Transatlantic Banking Crisis—(p. 158ff.), 
the manuscript for which was dated October 2008 (Welfens 2009).

With regard to Brexit, scenario analyses are naturally also required. 
The present analysis can, on a theoretical and empirical basis, highlight 
many new and important connections and explain a particular sequence 
of adjustment problems for both the UK and Europe: culminating in a 
series of depreciations of the Pound in the short and medium term. It 
cannot be overlooked that Brexit is a massive historical speculative fail-
ure by Cameron and is indicative of a limited rationality on the side 
of the British political system—which has usually been the subject of 
much praise. The policies of Cameron vis-à-vis the referendum were 
filled with contradictions, to put it mildly, and in the immigration 
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debate, which one could describe as completely dishonest, Theresa May 
stood by his side as a Home Secretary.

If, however, there are economists and commentators who seek to 
portray the economically absurd Brexit as something very positive—for 
example that the British exit is a step towards more freedom—this is 
evidence of a lack of knowledge about the British reality as well as the 
continued dissemination of naivety and ignorance, which previously led 
the western world into a massive banking crisis.

One can certainly question the role of President of the Commission 
Juncker. He would definitely have followed with interest the pro-EU 
membership speech of US President Obama in London—although he 
himself did not travel to London. The European Commission showed a 
peculiar and irresponsible carelessness in the run-up to Brexit and Berlin 
and Paris were no less surprised by the referendum, with the result that 
Brexit was commented on in a very unanimated fashion, which auto-
matically diverted attention from the necessary EU reforms. Should and 
can European politics be so unmoved by the loss of a major member 
country, which accounts for almost one-fifth of the EU economy? It is 
evident that Brexit has reinforced anti-EU forces in every country in 
Europe. That need not be a permanent development.

The present study also formulates possible problem-solving 
approaches for Germany and the EU28/27, in order to emerge from 
the Brexit predicament relatively unscathed. It is crucial for all groups 
in society to understand the historical turning point which is Brexit; to 
appreciate its enormous potential for destabilization—and, naturally, 
to be able to react appropriately in order to prevent the destabiliza-
tion of the Europe and to push for sound reforms. Brexit is revealing 
and strange, as it shows to observers across the globe how clueless ‘old 
Europe’ is and how even the prospect of high economic losses did not 
hinder political adventurism; not in 2016 in the UK, and possibly also 
not in the case of Brexit Mark II in another country in the near future.

In 2013, the British Conservative Prime Minister David Cameron, 
in order to fend off critics within his own party and competition from 
the right-populist United Kingdom Independence Party (UKIP), 
announced that he would hold an EU referendum. The question which 
was the subject of the referendum was should the UK leave the EU,  


