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Making sense of Brexit’s institutional
unravelling and political realignment
The UK electorate’s decision to quit the European Union means that 40 years of institutional arrangements,
cross-border connections and political assumptions must be unravelled, whether the British exit (‘Brexit’) is
smoothly negotiated or leads to long-term negative economic and social impacts. Cross-border Information is
seeking to understand Brexit at a number of levels, through its publications African Energy and Gulf States
News, and its specialist consultancies. This short supplement records the initial response of African Energy and
GSN to this major event

Cross-border Information

CbI

CONTENTS

AFRICAN ENERGY issue 327
The Brexit challenge for Africa 2

Restructuring trade relations 5

GULF STATES NEWS issue 1,018
Safe haven sails off 6

Iran, Russia revel at EU discomfort 7

THE CARTOON
The cartoon opposite – Bloody Hel l ,
What  have we done? – was drawn
by Rik ,  the in imitable cartoonist  of
the Casablanca business dai ly
L’Economiste .  We would l ike to
thank CbI’s old f r iends in the Eco-
Médias group for  the i r  permiss ion
to reproduce this.  

http://www.crossborderinformation.com
http://www.gsn-online.com/
http://www.gsn-online.com/
http://www.africa-energy.com
http://www.crossborderinformation.com


Forty years of institutional arrangements and cross-border
connections must be unravelled, whether the British exit
from the European Union is smoothly negotiated or leads

to the economic and social disaster forecast by naysayers
including the European Commission (EC) and many of the
48.1% of British voters who voted Remain. The vote was an
unpleasant surprise for many British and European establishment
politicians and stunned many international partners, more used
to the UK living up to its reputation for pragmatism and
tolerance.

The global uncertainty triggered by Brexit has already had a
negative impact on under-pressure African currencies and
markets, as predicted by a few prescient leaders such as Central
Bank of Kenya governor Patrick Njoroge. It poses significant
questions about the funding of energy projects as a major
international donor seeks to create new institutional
arrangements. Among big losers, the rand took another tumble,
based on the South African economy’s intrinsic weakness and
close links to the UK. 

While markets across Africa crashed as a result of Brexit
turbulence, Leave campaigners, including Foreign and
Commonwealth Office minister James Duddridge, argued that
trade and other relations with Africa would expand as the UK
broke loose from EU decision-making, regulations and treaties.
Shortly before the referendum, Duddridge – who previously
worked with Barclays Bank in Africa – told Radio France
Internationale (RFI) that the UK would no longer be forced to
view Africa through the constraining prism of the EU but could
deepen its direct relations with African partners and other
countries that play a significant role on the continent, presumably
a reference to China.

Already, the pound’s fall against the dollar and euro has made UK
firms more competitive, optimists argue. But a complex network
of agreements and institutional arrangements will need to be
unravelled and then recreated on a bilateral basis. There will be a
big impact on global aid, for which the UK has provided political
leadership and generous financing as the only major economy to
come close to meeting the UN’s commitment for rich country
governments to channel 0.7% of their gross national product to
official development assistance (ODA). 

As London-based Overseas Development Institute executive
director Kevin Watkins said: “In a debate that has taken in Hitler,
regulations on bananas, house prices, pensions and terrorist
threats, one issue has received scant attention: international
development has barely figured in the salvos of either side.” But
the referendum’s outcome “will have a direct bearing on Britain’s
ability to play a leadership role in global efforts to achieve the
Sustainable Development Goals”.

In the mid-term, once the UK has triggered the Lisbon Treaty’s
Article 50 procedure – which sets the guidelines for the
withdrawal process – and negotiations have started over its
modalities, ODA and trade relations with Africa will be affected.
The UK is the third largest contributor to the €30.5bn ($3.9bn)
11th European Development Fund (EDF), which is managed by
the EC; London is committed to providing €4.5bn over the
2014-20 period, 14.8% of the total. In addition, with more than
€11bn, the UK’s contribution to the EU budget in 2016
represents more than total EU budget spending listed as ‘Europe
in the World’, covering a number of activities including
humanitarian assistance. 

A British political crisis has followed the vote, with the
government rudderless until a new prime minister takes over,
probably in early September, the Conservative and Labour parties
facing leadership elections, Scotland itching for a new
independence referendum and severe questions about the future
of peace in Northern Ireland. For Britain and its relations with
Europe, much may depend on who replaces David Cameron as
prime minister. 

Some of the five candidates – notably the favourite, home
secretary Theresa May, who argued for Remain – advocate a
slower pace of withdrawal than Brexiteers such as Andrea
Leadsom and Michael Gove propose. Backing May, foreign
secretary Philip Hammond has advocated a more measured
negotiation to allow Britain “to engage effectively with the
EU27 to establish a sound basis on which the UK can co-operate
with its European neighbours”.

But it is difficult to conceive of a situation where the UK would
continue to finance the EDF and EU budget for much longer if
the chancellor does not participate in European Council
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deliberations which decide the amount and usage of those
budgets. Hardline Brexiteers – many of whom hate the 0.7% of
GNP commitment as much as they loathe the EU (and onshore
wind farms) – want this to happen as quickly as possible. 

A defeated Cameron has emphasised the UK’s global vocation,
reminding a heated parliamentary session on 27 June that Britain
is “at its best” when working through organisations such as the
UN and Nato. Were continued volatility to allow British politics
to lurch further to the right, international commitments – and
especially the ODA budget – could come under pressure.

Brexit has thus triggered a big new agenda for the Global South
to accommodate. It encompasses politics – from Britain’s global
role as a UN Security Council permanent member and key US
ally – to migration and racial tolerance, to pressure on a dizzying
number of markets and investors who have placed funds in what
had been seen as a global-scale safe haven. Euphoric British Leave
voters, nationalist parties in the EU and Donald Trump aside, the
only really positive response came from Iran and Russia, who
see themselves getting a much softer ride now that a sanctions
hardliner and key US ally is quitting the EU. 

A sustained period of uncertainly beckons. As Hammond put it
on 3 July: “There is a range of outcomes between no access and
full unfettered access to the market; and there is a range of
possible restrictions on free movement and settlement.”

Brexit should allow the UK to negotiate its own treaties. New
markets may open for Moroccan, Egyptian and other farm
products as bilateral agreements are put in place. Duddridge put
Brexiteers’ concerns over the EU’s Common Agricultural Policy
into an African context, arguing that subsidies and protection
harm African farmers’ competitiveness and market access. For
now, ambassadors across the continent have been stressing
business as usual.

Among the more soothing initial responses to the vote, South
African finance minister Pravin Gordhan said his country’s trade
links with the UK and EU were “fairly strong” and “based on
solid agreements”. Any necessary changes would be negotiated
over the coming two years, he said. However, Gordhan also
conceded that investment into South Africa could slow this year
as a result of Brexit.

Institutional unravelling
Unravelling the European Communities Act 1972 and the
thousands of statutory instruments that have flowed from it will
preoccupy a civil service that has been severely cut back in recent
years. While the Conservatives remain in government, London
will place even greater emphasis on the UK’s Security Council
membership – which could come under pressure if the UN
eventually embarks on serious reform – and defence
engagement. In his RFI interview, Duddridge commented on
Somalia, where UK troops have recently been deployed,
observing that “against British wishes, the European Union
reduced the amount of money available to Amisom, the
peacekeeping force, by 20%. So that’s a very clear negative impact
of the European Union on a UK priority area, and the UK
stepped up and put more resources in there to make up for the
inadequacies of the European Union”. 

The minister, who is supporting Brexit hardliner Leadsom in the
Conservative leadership election, concluded: “The complexities
of Africa and crossover of issues probably mean that the UK is
going to play a more active role in African security and play a
greater role in Africa militarily regardless of whether we remain
within the EU or whether we exit.”

In Brussels, most worried are the EC’s 1,200 British staff, who
include EU ambassadors in several countries and the Directorate-
General for International Co-operation and Development
(Devco) sustainable energy and climate change unit head Peter
Craig-McQuaide. African Energy’s soundings suggested that
nobody is expecting those who hold key jobs to keep them for
very long. 

Sub-Saharan agenda
Brexit comes as energy is gaining importance in European
development programmes, with the EU committed to allocating
at least 20% of its ODA to projects that mitigate climate change,
including renewable energy (AE 319/23). The EC plans to invest
over €2bn in energy projects in sub-Saharan Africa in the period
to 2020. The largest envelopes are for Zambia (over €240m),
Rwanda (€200m) and Tanzania (€180m) and for troubled
Burundi (€105m), which along with Democratic Republic of
Congo and Rwanda is a partner in the Ruzizi hydroelectric
power schemes.

The portfolio of projects in collaboration with other EU
member states’ development institutions includes Zambia’s
€267m for the Itezhi-Tezhi dam project, which is part-financed
by the European Investment Bank with France’s Agence
Française de Développement. The EU is supporting the €625m,
310MW Lake Turkana Wind Power project through a €25m
capital contribution and is also involved through various
instruments in the strategic €370m Côte d’Ivoire-Liberia-Sierra
Leone-Guinea interconnection project. 

Of the EC’s 2014 commitments to infrastructure in Africa,
€200.2m of the €244m total was for energy projects, according
to data submitted to the Abidjan-based Infrastructure
Consortium for Africa (ICA). (The ICA was created following
the July 2005 G8 Summit in Gleneagles, Scotland, an event still
seen as defining the UK’s open, internationalist outlook, which
Brexit critics fear is under threat.)

Symbolic of the EU’s commitment to increasing energy access
was the launch, in December 2015, of the Electrification Finance
Initiative (ElectriFi), which has received initial funding of €270m
from the EC and expects to leverage much more through
additional contributions from other European development
finance institutions (EDFIs). The UK had been expected to play
a role with funds from the Department for International
Development (DfID), which has been increasing its spending on
energy projects. Research by the ICA shows that, in 2014, of
£265m of UK commitments to infrastructure, £134.8m (or
51%) went to energy. However, even more of DfID’s funding
flows went direct to multilateral bodies headed by the World
Bank Group and EU institutions. DfID’s annual report shows
that in 2014-15, £4bn (42.5%) of the government’s total ODA
spend of £9.4bn was via multilateral organisations. The EC

African Energy Focus



4                                                                                                                   CROSS-BORDER INFORMATION, BREXIT SUPPLEMENT  •  JULY 2016

(£416m) and EDF (£327.3m) were two of the four biggest
recipients of DfID funding. In first place was the WBG’s
concessional borrowing International Development Association
(IDA) at £1.5bn. The UK is the top funder of the IDA17
window, providing about 13.2% of the total. 

“DfID already has a problem because with a growing economy
[at least until the Brexit vote] it was finding it hard to place
finance into viable projects that meet its 0.7% commitment and
its own very strict lending criteria,” a prominent European
development financier told African Energy before the referendum.
UK officials seemed comfortable placing funds with the World
Bank, EU institutions and EDFIs.

DfID and EDFIs are also important contributors to independent
power projects and other privately financed developments.
Private equity players in which the UK government holds a stake
include CDC Group – which now owns a share in developer
Globeleq and is looking to build a new portfolio of African
energy assets – and Actis, whose projects have also received EU
and EDFI funding.

EIB questions
There are also questions about the EIB, where the UK is a major
borrower as well as contributor. EIB spokesman Richard Willis
told African Energy that change “will take at least two years – for

the time being, things will continue as usual”. At present, the
€3.496bn UK shareholding “remains [in place] and the EIB’s
engagement in the UK is unchanged”. Willis said: “We will
continue to appraise new projects unless and until a decision to
change lending activity is taken by the EIB’s shareholders.” The
UK has 16.11% of the EIB’s equity, the same as France, Germany
and Italy.

A range of projects could be affected. The EIB-managed Euro-
Mediterranean Investment Partnership Facility (Femip) plans to
invest up to €10bn in the beneficiary countries which include
Algeria, Egypt, Morocco and Tunisia. In 2014, 53% of the total
amount of loans signed by the EIB were for energy projects.  

African Energy understands that British staff were told informally
before the referendum that, in the event of a Leave vote, they
would be able to work out their contracts, but – as in other EU
institutions – no major strategy decisions had been made because
of the consensus that the UK would vote Remain.

The EIB notes that the negotiation period can be extended, and
that following an agreement there would be a period to
implement the details. But the situation is awkward. Willis
reminded African Energy that “to become a shareholder of the
EIB a country must be a member state of the European Union”.
EIB investment in the UK totalled €7.8bn in 2015 alone, and
€29bn in 2011-15; this was the bank’s largest engagement in
Britain to date. UK energy projects accounted for 28% of the
2011-15 total.

There will be a number of impacts on the Africa, Caribbean and
Pacific (ACP) group of countries. The EIB has been considering
investments of up to €2.5bn from its own resources and €1.13bn
from the ACP Investment Facility, established under the
Cotonou Agreement (which runs to 2020), which it manages
on behalf of the EC. In 2014, energy accounted for 38% of the
€1.3bn loans approved for the ACP countries and South Africa.  

Into the unknown
If Whitehall can get its act together, Brexit offers the UK and its
African partners significant opportunities. Groups such as the East
African Community have been involved in long and tortuous
negotiations with the EU. While decisions on some regional co-
operation and other negotiations could be further delayed as
Europe focuses on the Brexit fallout, the prospect arises of
concluding advantageous new deals with the UK (see box).

For a period, the status quo will prevail, until the UK triggers
Article 50 and negotiations begin, which must take a maximum
of two years. No EU official or analyst canvassed by African
Energy was able to predict when UK-based companies would no
longer be able to bid for EDF or EIB contracts, nor when UK
contributions to the EU budget and EDF would stop. EC
president Jean-Claude Juncker has been clear in his view that
there can be no bilateral or multilateral negotiations until
London triggers Article 50. 

Faced with French Front National leader Marine Le Pen and
other populist nationalists across Europe lauding a victory for
their version of democracy – and with Euroscepticism rising
across the EU – the Brussels authorities are in some disarray. They
do not want to answer journalists’ questions: all that African

African Energy Focus

© 2016 Cross-border Information. All rights reserved.

This confidential report provides information for the sole use of the
requesting party and the requesting party and only the requesting party
should contact CbI to discuss specific information in this report. The
information and opinions in this report are for general guidance only and
are based on information obtained from sources believed to be reliable.
While the information provided in this report is accurate to the best of our
efforts and we confirm having done our best to ensure its accuracy, such
information has not been verified by Cross-border Information (London)
Ltd (CbI) and we do not make any representations as to its accuracy or
completeness. 

CbI does not assume any liability for any loss that may result from the
reliance by any party upon any information or opinions it provides and the
receiver of this report agrees to indemnify CbI against any damage from
this report or any claims based on this report.

Neither the information contained in this report nor any opinion expressed
in this report is intended as an offer or solicitation with respect to the
purchase or sale of any investment or as personalised investment advice.
The information contained in this report or any opinion expressed in this
report is not in any way legal advice or counsel and is not the opinion of
CbI or any of its directors or employees. This report cannot be used in
any legal action, civil or criminal, without written confirmation of CbI.

No part of this report may be reproduced, stored in a retrieval system,
redistributed, or transmitted in any form or by any means electronic,
mechanical or otherwise without the express prior written consent of CbI.

Registered office: 4 Bank Buildings, Station Road, 
Hastings, East Sussex TN34 1NG, United Kingdom.

Directors: JJ Marks, JM Ford, JD Hamilton, NJ Carn, E Gillespie

http://www.crossborderinformation.com


CROSS-BORDER INFORMATION, BREXIT SUPPLEMENT  •  JULY 2016                                                                                                                   5

Energy’s Brussels correspondent could get from an EC
spokesperson was a statement that, for the time being, “there is
no legal impact of the Brexit”. 

There is truly everything to play for, as some Europeans push for
closer integration while others seek to pull away from Brussels’
orbit. While Europeans question the direction of their union and
political future, the African Union on 13 June announced a new
African passport, offering visa-free access of the sort that excited
the European Economic Community’s original members as,
deacades ago, they looked to more open borders that might make
their continent more secure and prosperous. The e-Passport’s
unveiling will give the upcoming AU summit in Kigali a very
different feel from its European counterparts’ most recent
ministerial meetings.

African Energy Focus

With the United Kingdom’s departure from the European Union, the
EU loses arguably its most stalwart supporter of free trade, both with
third countries as well as the European single market, which former
prime minister Margaret Thatcher did so much to promote. This could
have a long-term impact on how the EU does business with its
southern partners. It also suggests the direction the UK will take as it
seeks to consolidate markets in the Commonwealth – a favourite focus
for Leave campaigners – and the wider Global South. 

In the short term, among Brexit’s most immediate impacts was the
pound’s sizeable depreciation, of around 10%. Sterling has yet to
significantly recover – unlike a few more transient indicators such as
the London Stock Exchange index – suggesting the UK could be
more competitive against European and other rivals for the immediate
future, while paying more for its inputs. 

Turbulence in the markets may add to pressure on the South African
rand and other currencies. Eurozone turbulence could add to pressure
on the CFA franc – although the West-Central African currency seems
sufficiently robust to weather storms, delegates at the recent Africa
Investment Exchange: Transport and Infrastructure event agreed.

The devil is most certainly in the detail of a web of trade agreements
that will have to be negotiated. Brexit “will have direct consequences
on all EU trade agreements”, according to San Bilal, head of economic
transformation and trade at the European Centre for Development
Policy Management, a Maastricht-based think-tank. “For developing
countries, including the [Africa, Caribbean and Pacific] ACP [group],
this means that they will no longer have preferential access to the UK.
Neither under an EU free trade agreement, nor under economic
partnership agreements or the EU general system of preferences,
including the duty-free quota-free market access under the
Everything-But-Arms initiative.” Bilal concluded: “This might be a
small loss for some, but it will have major consequences for others: for
countries like South Africa, Kenya and Mauritius, the UK accounts for
about 25%-30% of their exports to the EU.”

Considering the Brexit scenario shortly before the referendum, World
Trade Organisation (WTO) director-general Roberto Azevedo warned
that “all of these relationships would need to be re-established to
maintain the same preferential access the UK currently enjoys via the
EU”. Brexiteers have placed great emphasis on working within WTO
rules in their brave new world. They were less impressed when
Azevedo insisted this would require unprecedented negotiations

between the UK and the WTO’s 161 other members, and that
“conducting multiple negotiations simultaneously would bring a
further level of complexity”.

Prime Minister David Cameron has promised that the “brightest and
best” civil servants will be recruited to a new Whitehall unit, initially
headed by cabinet office minister Oliver Letwin, to oversee Brexit.
Officials will return from Brussels, Luxembourg and EU outposts to
help man the pumps. But more human resources are needed; only a
few even of the 55 UK officials now working in the EC’s Directorate
General for Trade are experienced in cross-border negotiations. 

FCO under-resourced
That the Foreign and Commonwealth Office (FCO) and other
departments are under-resourced following years of austerity was
accepted by foreign secretary Philip Hammond when, on 4 July, he
told the BBC the government was looking to hire foreign trade
negotiators to help strike new deals with countries in Europe and
beyond. “I don’t think we can only recruit people who are British,”
Hammond said. “If we can find Australians, Americans who have got
high-level skills in trade negotiation, let’s recruit them as well.” 

Hammond added that the government was taking steps to rehire
former civil servants who have trade negotiating skills. The FCO has
anyway increasingly been hiring retired staff to work on short-term
contracts, which can include senior posts. 

Groups such as the East African Community have been involved in
long and tortuous negotiations with the EU. While decisions could be
further delayed as Europe focuses on the Brexit fallout, the prospect
arises of African governments and regional groupings concluding new
deals with the UK more quickly than with the slow-moving 27-nation
EU. UK ambassadors are likely to have an enhanced role in conducting
on-the-ground negotiations.

But the EU will remain the negotiating partner of choice, as was
underlined by the 10 June signing of the EU-Southern Africa
Development Community economic partnership agreement. This
includes clauses giving free access to the EU market for selected
countries, including Botswana, Lesotho, Mozambique, Namibia and
Swaziland, and more flexible rules of origin to promote the
development of regional value chains – a key aim shared by the EC
and partners, which include the African Union Commission. 

Restructuring trade relations after Brexit

African Energy Atlas
We are now taking pre-orders for the 2016/2017 edition of
the African Energy Atlas.

Expanded to 92 pages, the new  Atlas features enlarged
power and upstream sections. 

First published in December 2007, the Atlas has become
an indispensable resource for all energy industry
professionals, policy makers and academics. 

Email: subscriptions@africa-energy.com
Web: www.africa-energy-atlas.com

http://www.africa-energy-atlas.com
mailto:subscriptions@africa-energy.com


6                                                                                                                   CROSS-BORDER INFORMATION, BREXIT SUPPLEMENT  •  JULY 2016

The United Kingdom’s 23 June referendum shocked the
established order world-wide, as the electorate voted
51.9% to 48.1% on a 72.2% turnout. It has left the

Conservative and, potentially, Labour parties facing leadership
elections, the government rudderless until a new prime
minister takes over, Scotland itching for a (probably successful)
new independence referendum and severe questions about the
future of peace in Northern Ireland.

A blame game is under way in an already weakened EU that
even its most talented leaders, not least German Chancellor
Angela Merkel, will find hard to control – let alone the
European Commission in Brussels headed by veteran
Luxemburgish politician Jean-Claude Junker. 

Constitutional wrangles and debate over when and how the
Lisbon Treaty’s Article 50 should be triggered have led to some
speculation that, ultimately, the UK will find a way to stay in.
However, British political culture – where accepting a result is
sacrosanct – and the further destabilising impact that a ‘betrayal’
of the leave vote would imply on alienated populations render
that highly unlikely, much as millions of Brits would like it.

This is a big agenda for Gulf states and the wider ‘Global South’
to accommodate. It encompasses politics – from Britain’s global
role as a UN Security Council (UNSC) permanent (P5)
member and key US ally – to migration and racial tolerance,
onwards to pressure on a dizzying number of markets and on
smaller-scale investors in what has been seen as a global-scale
‘safe haven’. Euphoric British ‘Outers’, nationalist parties in the
EU and Donald Trump apart, the only really positive response
came from Iran and Russia, who see themselves getting a much
softer ride now that a sanctions hardliner is quitting the EU (see
box).

Israeli officials briefing in London prior to the referendum were
anxious the UK would pull out, because it was “the hardest on
Iran” over sanctions and other negotiations. (Germany may be
the most powerful player in the EU, but it is seen as soft on Iran

due to long-standing trade relations.) Also expressed were
concerns about counter-terrorism: the UK is still seen to have
Europe’s best intelligence-gathering.

Questions of geopolitics
Most sides in Britain have emphasised that Brexit would allow
the UK to negotiate its own treaties. Given the persistent
problems of negotiating an all-embracing EU-Gulf Co-
operation Council agreement, the UK may now be able to
negotiate a new deal with the GCC and other partners, which
has been stalled. The GCC would be in a relatively strong
position to push for good terms, given the UK will need to sign
deals quickly.

New markets may open for Moroccan fruit and GCC
petrochemicals. On the other hand, unravelling the European
Communities Act 1972 and the thousands of statutory
instruments that have flowed from it – will preoccupy a civil
service that has been severely cut back in recent years. The
Foreign and Commonwealth Office (FCO) is a smaller
institution than in the previous ‘golden age’ many Leave voters
harked back to.

Official London will place even greater emphasis on its P5 status
– which could come under pressure if the UN eventually
embarks on serious reform – and defence engagement through
the North Atlantic Treaty Organisation (Nato). During a heated
parliamentary session on 27 June, outgoing prime minister
David Cameron said the UK was at its best when working
through organisations such as Nato and the UN.

President Barack Obama has been careful to reiterate that the
‘special relationship’ with the UK will persist, but few serious
analysts believed that Britain has not lost clout, by burning a
bridge with the EU that made it so useful to the United States
– and to Brussels. As he left for Europe on 25 June for some
previously unscheduled shuttle diplomacy, secretary of state John
Kerry said he was “absolutely convinced… that we will be able

G S N
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Shock sweeps ‘safe haven’ as UK sails off
into an uncertain sunset
A majority of the British establishment – including key figures in the official Leave campaign – were wrong-
footed by the UK electorate’s decision to quit the European Union. The result unleashed predictable turmoil in
markets and political battles that had been brewing within the UK, with potentially unseen consequences for
investment and geopolitics in the Gulf and wider world
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to work through this in a sensible, thoughtful way.”

Politically, the GCC monarchies have lost an ally when Gulf
matters are on the agenda in Brussels, although it is fair to ask:
how often does that happen? And there are others, including
France – where François Hollande has emerged as salesman in
chief for defence exports (GSN 999/15) – who are keen to
consolidate their relations in the region. Unless there is a radical
shift in the British political order, the UK can be expected to
take the EU approach on most significant matters, in the way
that Norway, Switzerland and others outside the Union imposed
the same sanctions on Iran.

The pound in your pocket
For many in the GCC and other wealthy investors, the pound’s
slump and questions of real estate (in poorer areas that voted in
large numbers for leave, as well as London) will be the focus of
most attention. Huge amounts have been wiped off share
portfolios in London, EU equities markets and other stock
exchanges. Ironically, the fall in real estate prices and the pound’s
slump may encourage bolder investors to make new purchases,
but even before the referendum high-end sales had been
slowing. Analysts observe that Gulf investors tend to buy and
then hold onto luxury properties. Some at least of the 14.2m
ft2 of office space currently planned for construction by a variety
of investors, including Gulf funds, will no longer be built.

A view prevailing in the GCC, which the vote has called into
question, was expressed by former Qatari prime minister Sheikh
Hamad Bin Jassim Bin Jabr Al-Thani, when he told Reuters
before the referendum: “In the Middle East we all want to see
a strong Europe, and believe that economic integration is key
to making it stronger. In fact, we believe the UK should not
only be part of the EU but should lead it.”

In a press conference held in Doha to calm nerves following
the vote, UK ambassador Ajay Sharma observed that “Qataris
have invested over £30bn in the UK and want to see that grow
in London and outside of London”. GSN has mapped Qatari
property holdings in London (GSN 992/16), among many
property investments (which have also featured in the Panama
Papers – GSN 1,017/10). According to estate agency
Chestertons, UAE investors accounted for more than 20% of
buy-to-let property sales in the UK in 2015.

Sovereign wealth funds and others with large portfolios of office
and retail properties seem likely to suffer as bank staff are pulled
out of London (as already signalled by several bulge-bracket
institutions) and economic downturn (and, most likely,
recession) bites. Gulf banks may choose to funnel more of their
business through offices elsewhere in Europe, but there are limits
to this. Their clients will still want to do business in London –
whose market conditions should remain more competitive and
welcoming than Paris and many other locations (and will be
more so if free market Leavers have their way and light a ‘bonfire
of regulations’). London will emphasise its global credentials,
which include a concerted long-term play to become an Islamic
finance hub.

Given the economic downturn, corporates with operations and
investments in the UK can expect negative consequences. Thus
DP World’s operations in London Gateway and Southampton
could see a dip in traffic. In the queue for new treaties, Gulf
airlines will need a new open skies agreement to be put in place
quickly. 

“The fall of sterling will definitely benefit Saudi Arabia in terms
of imports,” National Commercial Bank chief economist Said
Al-Shaikh said in Jeddah. Samba Financial Group deputy chief
economist and assistant general manager James Reeve observed
that “Saudi imports from the UK will be cheaper, but that’s
about it.”

Oil price the key variable 
Oil prices remain the key variable for the region, “which are
likely to weaken with a stronger dollar”, Reeve said. Riyadh-
based Jadwa Investment’s Q2 2016 Quarterly Oil Market Update,
published on 27 June, commented that while Brexit had a
relatively modest initial impact on oil markets, “the effects over

Iran, Russia revel in EU’s discomfort
The UK’s Brexit vote was welcomed in Tehran and Moscow. The
initial result was welcomed by Iranian Ministry of Foreign Affairs
which said: “As a democratic establishment, the Islamic Republic of
Iran respects the British people’s vote on leaving the European
Union, and considers that as being in line with the will of majority
of that country’s people to adopt their own foreign policy”.
Comment from Iran then became more colourful, with the Islamic
Republic Guards Corps looking forward to the break-up of Britain,
with Scotland and Ireland soon to be free of “the tyrannical rule of
the monarchy, the so-called Great Britain”. 

President Hassan Rouhani’s aide Hamid Aboutalebi tweeted that
Brexit had created a “historic opportunity” for Iran. Brigadier
General Masoud Jazayeri interpreted events in the usual Iranian
prism, commenting: “The only path to protect the EU is the open
and practical independence from the White House”. Professor Foad
Izadi of the University of Tehran’s Department of American Studies
tweeted that, as the UK “advocated anti-Iran policies in the EU”
then Brexit “is good for Iran and the Muslim world”. 

In Tashkent, President Vladimir Putin told the Shanghai Co-
operation Organisation summit there was no way that Russia would
intervene in anti-EU referenda. “Russia does not interfere now or in
the future, nor is it going to influence the choices of the UK,” he
said. A franker view of Russian thinking came from Moscow mayor
Sergei Sobyanin, who was widely quoted tweeting: “Without the
UK in the EU, there will no longer be anyone so zealously standing
up for sanctions against us”. Moskovsky Komsomolets columnist Alexei
Mukhin wrote: “Of all EU states, Britain has been the most
aggressive towards Russia… Brexit will make the European Union
more friendly towards Russia.” 

Other EU members – including the Baltic states, Poland and
Sweden – will maintain pressure on Moscow in Brussels, and seek to
strengthen European military resolve to counter Russian
expansionism. But they have undoubtedly lost a powerful friend
around EU negotiating tables. 

GSN Politics



the longer term are less clear, with a worse-case scenario being
a global contagion effect resulting in increased volatility in
global oil and financial markets”.

Brent slipped back slightly below $50/bbl immediately
following the decision and was trading at $48.3/bbl as GSN
went to press.

Within the Gulf, stock exchange indices fell in response to the
global market turmoil, but the impacts should be limited. Saudi
Arabian Monetary Authority (Sama – central bank) governor
Ahmed Al-Kholifey told the official Saudi Press Agency on 25
June that “for the banking sector, we expect that, the impact
will be limited”, given most of the kingdom’s foreign assets are
denominated in dollars, in the form of securities such as US
Treasury bonds and bank deposits held abroad. 

Reuters reported a Central Bank of the UAE statement saying:
“Due to the limited interconnectedness between the UAE and

UK financial systems, there are only few channels through
which uncertainty about future UK and EU relations could
affect the UAE financial institutions.” 

In Doha, ambassador Sharma concluded: “The UK is still the
UK that wants to see Qatari visitors, Qatari students, Qatari
tourists, and Qatari investors and that has not changed.” A
similar message will be passed by other envoys. But an upsurge
in xenophobic attacks and huge financial losses will take some
getting over, even if for many Gulfis the UK – including its
provinces, as well as London – is very much their second home.

During a heated parliamentary session on 27 June, former
diplomat and Conservative chair of the House of Commons
foreign Affairs Committee Crispin Blunt said Remain voters
should be reassured that “tolerance and openness” would
continue to be “the hallmark” of the UK as it seeks a new role
in the world. The UK’s friends must hope he is right.
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