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The Impact of
Brexit on Financial
Competitiveness

must admit that the UKE:
Ivotc on 23 June 20016 to

leave the EU came as a bit
of a surprise, and judging by
the ensuing financial market
turmoil, much of the world felt
the same way. The effects in the
global financial markets were
felt hard and fast—the day after
Britain voted leave, $2.1 trillion
in market capital was lost on 48
global stock markets.

The repercussions of Brexil

raise guestions reganding ils impacl on olher economies, in-
cluding those in the Middle Fast. Tn a recent global survey
conducted by the CFA Tnstitute, 71% of CFA prolessionals in
the ULA F. responded that Brexit will not affect Dubais com-
petitiveness as a glohal financial centre. T am a CFA profes-
sional, and part of that 71%, so let’s look at the reasons why.

Competitiveness is a relative term and due to the intercon-
nectivily ol Lhe alobal markets, T do nol see any reason why
Dubai will feel the effects more stromgly than other markets.
Correlations between glohal markets have heen increasing
over time due to rising free trade, greater integration of capital
markets and increased capital mohility through active institu-
tional investors, Additionally, these correlations increase dur-
ing perinds of increased volatility. In & nutshell, everyone is
feeling the Prexit effect,

Ihe advantages of Dubai that bolster its competitiveness
remain unchanged including efficient financial regulation,
promotion of free enterprise. legal and accounting support ser
vices and a time zone conveniently placed between the working
hours of Asia and Europe,
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I take a closer look at how
the finance industry in the
U.AE, will be affected on an ab-
solute level (rather than a rela-
tive one) lets examine the areas
of international trade, regional
liguidity and asset allocation,

International trade in finan
cial services has expanded sip
nificantly over the last 20 years
as financial markets have be-

come increasingly open and glo-

balised. According Lo Lhe lalest statistics published by Lthe World
Trade Organization, financial services are the second-maost dy-
namic global services sec-

Ii d
. tor aller compuler an
Brexit had a strong information services. Tn
and direct impact on 2014, world exports in fi-
= N = nancial services stood at
global oil prices, which 305 bilion.
drnpped the dﬂ]r after Britain is one of the
the referendum hY 6% largest economies in the

world, irnpurr.ing hil-

to reach $48 per barrel,
a natural reaction to the
anticipated weak global
economic growth.

lions of pounds worth
of goods and services
from other countries,
It is likely that the UK
will focus on improving
its trade and investment
partnerships with markets outside Europe. An EU exit will
therefore enable the UK to broker bilateral trade agreements
with emerping markets, which could have a positive impact on
the ULALE’ financial services sector in the long term.



In Lerms ol regional liguidily, E.-based com-
Fdnlf (&

price ol vil drnp.\. Although much has been achieved
in the way ol diversilication elforts, the TLALE. still
relies heavily on oil exports. Oil revenues currently
4 to the LLAEs GDP, asignificant drop
fram 9 inthe 197
agie. Brexit had a strong and direct impact on global
oil prices, which dropped the day aller the releren-
dum by 6% to reach $48 per barrel, a nalural reaction
to the anticipated weak global cconomic growth.
Reduced revenues from G

contribute 2
, but still a reasonable percent-

lf-hased oil exporters will
Iikclj,' lead to mounting financial pressure. However,
there are a number -al policy levers that can be
pulled to counter reduced oil revenue, and many of
these (such as taxation and subsidy reduction) have
either already been implemented or are in process.
Along with oil, the British pound took a signifi

cant hit, dropping to its lowest value in more than
30 vears on 25 June. [t keeps testing these lows and
currently stands at around GBP/USD §1.30. Gulf
Sovereign Wealth TF'unds and asset managers with

Illl

holdings in Lhe UK will obviously see a reduclion
in portfoliv value. Forlunalely lor Sovereign Wealth
Funds, Lhey have Lhe luxury ol a long-lerm slrategy,
making it a perlect time o be opportunistic, espe-
cially those with cash-rich balance sheets who want
to acquire real estate at relatively low valuations. Ax
one cxample, the Investment Caorporation of [Dubai
had over 18% of its $196 hillion portfolio allocated
Lo cash al the end of 2013, which puls it in a perlecl
position to be opportunistic with investments.

From an cconomic standpoint, T am confident
that Brexit will not impact Dubai’s financial indus-
try. From a philosaphical standpoint however, | am
concerned about what the Brexit vote represents.
‘I'here seems to be a papulist belief sweeping the de-
veloped world that vesterday was better than today;
this wave of anti-globalization, anti-immigration,
anti-trade and protectionism has Brexit as its most
recent example. But Europe is a market of 500 mil
lion people  the warld's third lasgest population af
ter China and India—why would you not want to be
a part of it? G
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The repercussions
of the Brexit vote
are unlikely te

have a significant
impact on Dubai.
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