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You Say You Want a 
Revolution

They wouldn’t leave…would they?
Despite modern day polling expertise, and the 
money driven hard-eyed wisdom of English bookies, 
many were caught flatfooted by the results of the 
BREXIT vote. Maybe next time they should just make 
a call to their high school history teacher for a re-
fresher on English history. After all, the history of the 
small island nation is replete with big world rattling 
events. Here’s a very short list:

Sparking the American colonists to start a war that 
changed history. 

Defeating the seemingly invincible Spanish Armada. 

Exporting the world’s most popular rock bands via 
the British Invasion. 

Failed prognostications aside, the Brits have cast 
their votes and now there will be a drawn out affair 
of exiting. Unless of course, they change their mind, 
which we think is possible and if it happens it would 
probably leave markets feeling jolly good. That, how-
ever, is a story for another day. Whether they exit or 
they don’t exit, a light now shines on the European 
Union (EU) and how its institutions and laws impact 
the member nations for better or worse. 

Everybody doesn’t know that
The reaction to the BREXIT vote quickly moved from 
shock to laughter. The laughter or derision was di-
rected at the pro-BREXIT voters after it came to light 
that the most popular Google searches just after the 
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vote were:

While it is amusing to consider the poor timing of 
their questions, maybe we shouldn’t have too much 
fun at our British friend’s expense. After our initial 
chuckle, in fact, we thought it would be timely to 
present a refresher of sorts of what the EU is, along 
with a brief history, its relevance on the world stage 
and how the BREXIT will affect investors. 

So what exactly is the EU? According to their rep-
resentatives here in the U.S. (the Delegation of the 
European Union to the U.S.) the EU is unique:

“The EU is unlike anything else—it isn’t a govern-
ment, an association of states, or an international 
organization. Rather, the 28 Member States have re-
linquished part of their sovereignty to EU institutions, 
with many decisions made at the European level.” 
www.euintheus.org

While the first half of the definition is a bit nebulous, 
the last is clear; some national sovereignty has to 
be relinquished by countries who wish to be part of 
athe EU.

It was that relinquished sovereignty that drove the 
majority of UK voters to vote to revolt against EU 
membership.

Given that, it’s worth noting where the EU has juris-
diction/sovereignty over EU members per europa.
eu. “The EU has exclusive jurisdiction in the following 
areas: the customs union, the common commercial 
policy, rules dealing with competition and monetary 
policies. 

The EU also has partial jurisdiction in the following 

areas: internal market rules; aspects of social policy; 
economic, social, and territorial cohesion; agriculture 
and aspects of fisheries; the environment; consumer 
protection; transport; trans-European networks; 
energy; freedom, security, and justice; aspects of 
public health; aspects of research and technological 
development and space; and aspects of develop-
ment cooperation and humanitarian aid.“

It’s beyond the scope of this article to provide a deep 
dive into these areas, but it is evident that the EU has 
a broad reach. We will, however, take a quick look 
at several of the key EU institutions with the help of 
europa.eu, the officia website of the EU. 

The prime law-making body within the EU, the 
European Commission creates 1,000-2,000 regula-
tions, directives, or decisions every year according to 
The Mirror. It is also the executive body of the EU. Its 
role is to represent the interests of the EU as a whole, 
not the interests of individual member countries. 
There are 28 commissioners, one coming from each 
member state. The President is recommended by the 
European Council and elected by a majority of the 
European Parliament. To the dismay of key political 
parties in England, the current president is Jean-
Claude Juncker, who is seen by some as an EU fixer 
and not the EU reformer they sought.

Besides the European Commission, the primary EU 
institutions are:

The European Council —consists primarily of the 
heads of state of each member country, along with 
the President of the European Commission; Jean-
Claude Juncker. The council’s primary role is to define 
the EU’s political direction. It does not negotiate or 
adopt laws. 

The council president is Donald Tusk.

The European Parliament —751 members strong. 
Members are elected every five years by EU voters. 
Current President is Martin Schulz. The Parliament has 
3 roles: Legislative, Supervisory, and Budgetary.

The Council of the EU —This body consists of the 

http://www.euintheus.org
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various ministers of the 
member countries. Key roles 
include: negotiating/adopting 
EU laws/budget, coordinating 
member states policies, de-
veloping EU common foreign 

and security policy. Of interest (potentially only to us 
here at Consilium Wealth Advisory), is their alternate 
name; Consilium Europaeum. The Presidency of this 
institution rotates every six months among the 28 
member states.

The European Central Bank —is the central bank of 
the 19 EU countries which have adopted the euro. 
Led by Mario Draghi, who has famously promised 
to “do whatever it takes” to pull Europe from its 
economic malaise. The bank’s main purpose is “to 
maintain price stability, i.e. to safeguard the value of 
the euro...”

While the EU is the object of British voter’s ire, it’s im-
portant to recognize the broader web of pacts and 

agreements that impact many European countries. 
The graphic below depicts six European pacts/agree-
ments along with the countries that have agreed to 
be governed by them. 

Given the recent terrorist attacks across Europe, it’s 
worth noting the influence of the Schengen Area 
pact. “Twenty-two of the member states belong 
to the Schengen Area, which is comprised of 26 
European countries that have abolished passport 
and border controls at their common borders. Of 
the countries that are not part of it, Bulgaria, Croa-
tia, Cyprus and Romania all intend to join, while the 
United Kingdom and Ireland have opted out.”—The 
Telegraph.

From War to Unity
With Europe in shambles after World War II a move-
ment arose to establish unity between the people 
of Europe, primarily France and Germany. This took 
shape gradually and in the form of economic/politi-
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cal pacts. Per The Telegraph, “The EU can trace its 
origins from the European Coal and Steel Commu-
nity (ECSC) and the European Economic Community 
(EEC), formed in 1951 and 1958 respectively by the 
Inner Six countries of Belgium, France, West Germany, 
Italy, Luxembourg and the Netherlands…The Euro-
pean Union was established under its current name 
in 1993 following the Maastricht Treaty.”

Americans think of George Washington, Thomas Jef-
ferson, and Ben Franklin among others as our found-
ing fathers. Europeans, in turn, give credit to well-
known leaders such as Konrad Adenauer, Charles de 
Gaulle, Winston Churchill. All played important roles 
in the move toward a more united Europe. Though 
some also opposed some pan-Europe initiatives as 
well; specifically, Charles de Gaulle; who ironically 
twice vetoed British application for membership in 
the forerunner to the E.U., the European Community.

For example, Adenauer and de Gaulle created a 
friendship treaty (the Elysee Treaty) between Germa-
ny and France, while Churchill is credited with being 
one of the first to call for a “United States of Europe”.

Most of the leaders of the EU movement are not 
household names in the U.S. Here’s a short list of 
the architects of the EU movement over the last 50 
plus years: Prime Minister of Luxembourg-Joseph 
Bech, Dutch Foreign Minister-Johan Beyan , Head of 

Action Committee for the United States of Europe - 
Jean Monnet, and French Foreign Minister - Robert 
Schuman. The individuals were instrumental in creat-

ing a key predecessor to the EU the European Coal 
and Steel community (ECSC).

In the United States, our national “birthday” is tied to 
the Declaration of Independence on July 4, 1776. The 
birth of the EU is celebrated on May 9th. May 9, 1950, 
is the date when Robert Schuman and Jean Mon-
net proposed the Schuman Plan, which proposed 
joint control of coal and steel production. Their big 
idea was to keep control of these industries which 
produce armaments away from individual countries 
in the hopes of preventing another war in Europe.

The Twenty-eight
The so-called “United States of Europe” consists cur-

rently of 28 countries. The following map illustrates 
who is part of the E.U.

The EU was formed in 1993, and since then has 
become the world’s largest individual economy, 
when you aggregate the GDP of its members. But 
while the EU may occupy the top spot, their eco-
nomic struggles since 2008-2009 have contributed 
to a declining share of the global economy. “In the 
two decades after its formation, its share of global 
GDP has dropped from 30pc to 24pc in 2013.” —The 
Telegraph

Jean Monnet and Robert Schuman

http://www.telegraph.co.uk/news/newstopics/eureferendum/12150713/EU-referendum-The-Europe-debate-in-numbers.html
http://www.telegraph.co.uk/news/newstopics/eureferendum/12150713/EU-referendum-The-Europe-debate-in-numbers.html
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Looking at individual countries within the EU, many 
rank in the top 20 most competitive in the world. 
Losing the United Kingdom would mean the loss (to 
some degree) of the 10th most competitive econo-
my in the world.

Welcome to the Revolution
Taxation without representation was the rallying cry 
for American colonists during the American Revo-
lution. Unfortunately, there doesn’t seem to be a 
catchy British equivalent, to sum up their frustrations 
with the EU The best of the lot might be BREXIT 
leader Nigel Farage’s quote, “We are a great country, a 
proud country, a brave country” because it points to 
his belief in the U.K.’s ability to go it alone. 

But why did the U.K. vote to go it alone? An excellent 
summation comes courtesy of a recent article from 
the folks at vox.com. The following are key quotes 
from their article:

“British politics has always included a faction that’s 
skeptical of deeper integration with the rest of 
Europe. This faction has grown stronger in recent 

years as the EU has struggled with the aftermath of 
the 2008 financial crisis…”

‘The arguments for leaving the EU varied depend-
ing on which advocates you talked to. But the two 
most common arguments focused on the EU’s liberal 
rules for internal migration and the EU’s burdensome 
economic regulations.”

 “While arguments about economic regulation and 
political sovereignty dominate the intellectual case, 
the political appeal of BREXIT relies heavily on the 
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emotionally charged issue of immigration. “

Though Britain does not participate in the Schengen 
agreement, “…EU law still requires members to admit 
an unlimited number of migrants from other EU 
countries. With the eurozone suffering from dismal 
economic performance, a lot of workers from less af-
fluent EU states like Poland and Portugal have moved 
to the UK in search of work. “

“There’s little Britain’s elected officials can do to stem 
these flows, and that rubs a lot of British voters the 
wrong way.”

To summarize, immigration lost its shine in the face 
of economic duress, at least for the working class in 
the U.K. Per The Atlantic, “The younger, unattached 
professionals of London favor European membership, 
while the poorer families living outside of major cities 
eye the continent with considerably more suspicion.”

Closer to home, some Americans share some beliefs 
with the U.K. voters who voted to leave the E.U., 
“Nonetheless, Trump voters and Brexit supporters do 
share some common political concerns — a sense 
that it’s necessary to protect borders, culture and the 
economic interests of native-born majority-culture 
citizens. Professor Matthew Goodwin of the Univer-
sity of Kent, in Canterbury, England, points out that 
in both the U.S. and the U.K., many workers 
“have not had a raise for at least 10 years” in 
inflation-adjusted terms.“

You can begin to understand, if not empa-
thize with, their economic pessimism,” he 
said in an interview. “In the five areas where 
Brexit was strongest, the median income was 
around £18,000 [around $23,760], while in the 
five areas where support for Brexit was weak-
est, the median income was around £35,000 
[$46,200].”—fivethirtyeight.com

This shared feeling doesn’t guarantee Trump 
a victory but does remind us that immigration 
is a global issue that may be with us for some 
time.

BREXIT and U.S. investors
One way to estimate the impact of BREXIT on U.S. 
investors is to look at what is arguably the most com-
monly used measure of U.S. equity market perfor-
mance the S&P 500 and its constituents.

The impact on S&P 500 firms will be limited by the 
relatively small amount of sales to Britain and Europe. 
“Companies listed on the S&P 500 derive 2.9 percent 
of their sales from Britain and 11.5 percent from all of 
Europe”, according to FactSet.

That said, a deeper dive into where this exposure ex-
ists is worthwhile. A good place to start is by looking 
at sectors in the S&P 500 to gauge their exposure 
to the U.K. In those terms, the Energy and Informa-
tion Technology sectors have the greatest exposure 
to the U.K. gaining 6.4% and 4.0% of their revenues 
from the U.K. 

A more granular look at companies in the S&P 500 
with the largest exposure to the U.K. is also in order.

We might suspect the citizens of the U.K. to tip back 
a pint of Guinness now and again, but apparently, 
they are open to Molson and Coors as well. Molson 
Coors draws the highest percentage of its revenues 
from the U.K. (relative to its peers in the index).

https://www.kent.ac.uk/politics/staff/canterbury/goodwin.html
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The rest of the top 10 includes a mix 
of firms including well-known finan-
cial firms, Invesco, and Blackrock.

One area of the U.K. market that is 
likely to suffer due to BREXIT uncer-
tainty is mergers and acquisitions. 
The following chart shows that 
heading into the BREXIT vote, deal 
volume was already slowing down 
as concerns grew over the results of 
the vote.

While a peek at the S & P 500 is im-
portant, a broader view is required. 
Since BREXIT and the initial equity 
sell off, global equities have 
rallied. We think that equi-
ties may find it challeng-
ing to keep up the recent 
momentum, but we don’t 
see a bear market in equi-
ties either. 

The outlook for European 
equities is more precarious, 
but our sense is that the 
lagged effects of the easing 
in bank lending standards 
over the past few years, 
along with a weaker euro 
and lower energy prices, 
will be enough to keep growth reasonably elevated 
for the next few quarters.

While the Fed may be emboldened by the last jobs 
reports, they are still chained to a degree to econom-
ic/market forces overseas which could continue to 
cause them to hit the pause button on rate hikes.

We are scaling back our enthusiasm for bonds. We 
think that longer term, BREXIT, if it happens (we have 
a low conviction that it won’t) will help drive infla-
tion higher. We think it is likely that politicians will 
embrace reflationary policies in an attempt to quell 
populism.

It’s not too late for a BRUTURN
Since BREXIT, the Bank of England has cut interest 
rates and announced plans to buy both sovereign 
and government bonds to support the U.K. econo-
my. We think it is likely that the British government 
will follow suit with fiscal stimulus. The idea would 
be to placate the populace, then seek a second 
referendum (a second BREXIT vote) in the hopes that 
voters may rethink their decision and reverse the 
call to leave. That would result in a BRUTURN (sorry I 
couldn’t resist). That is our low conviction view at this 
time. Until next time, Cheerio!


