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Economic View Brexit Friday 
 

Black Friday 1987, Black Wednesday 1992, 9/11, Lehman. Some events just get etched in 

the memories of those in markets and today is likely to be one of those days after the UK 

has voted to leave the European Union. Markets have swiftly reacted with the most visible 

reaction being seen in the currency markets, with the UK£ down by 8% relative to the US$ 

and by 5% relative to the €.  

 

There will be reams of commentary about what happens from here but in summary, this will 

clearly have massive economic and political ramifications for the UK and Europe over the 

coming days, months and years. Given its close ties, Ireland will be one of the most affected. 

The uncertainty caused by this decision will be significant but the estimates from the UK 

Treasury are instructive as to what the economic impact may be. It estimated that UK GDP 

would fall between 4% and 6% over the next two years relative to its baseline scenario, with 

unemployment rising by two percentage points, inflation rising by 2%-3% and sterling falling 

by up to 15%.  

 

The rest of Europe will also be impacted, with Ireland’s GDP growth potentially being hit by 

up to 1.5% over the next two years. In the run up to the vote, we saw some widening of 

sovereign spreads and this is likely to accelerate today as the entire European project is now 

put under threat. The risk is that the historic UK vote causes a domino effect in some of the 

other EU-sceptic countries.  

 

In terms of policy actions, aggressive monetary stimulus is likely, with any rate 

hikes by the Fed being off the table. While UK inflation may rise given the fall in the 

currency, the shorter-term economic concern will likely lead to UK rate cuts. 

Politicians in Europe will now return to a situation of crisis meetings a la 

2011/2012. In real terms, the UK remains a member of the EU while protracted 

negotiations take place. Markets and economies don’t like uncertainty but we now 

have that in spades. See our separate piece for more detail on the Irish impact.  
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Irish Banks  First reaction to the impact of the Leave vote on the banks 
 

The shock No vote has various negative consequences for the banks in Ireland. The most 

obvious read-through is on sterling related exposure, with sterling already showing a 6% 

decline overnight to 82p. The UK accounts for c.25% of profit at BOI, with a lower c.15% at 

AIB, so every 10% stg/€ move would knock c.2.5% from BOI’s earnings and 1.5% at AIB. 

PTSB is modestly loss-making on its UK book, so the impact is minimal. 

 

However, the UK Treasury analysis impact of a No vote highlighted negative GDP impacts of 

3.6% in a shock scenario over two years, rising to -6.0% in a severe shock scenario. Wages 

would decline by 2.8-4.0%, unemployment would rise by 1.6-2.4% and house prices would 

decline by 10-18%. As such, there would likely be a material slowdown in mortgage lending 

activity and rise in impairments for BOI’s retail business (current mortgage provisions of 

£98m on £1.14bn of NPLs and £27.9bn loans) and activity in AIB’s SME franchise, depressing 

earnings further than just the FX move. Discussion of possible Bank of England rate cuts may 

also have NIM consequences in due course. Over at PTSB, its non-core UK loans account for 

c.13% of its loan book, but the book is loss-making, so any FX move is actually marginally 

positive. However, turmoil in the UK may see the sale of those assets (which we have in 

2017) delayed further (does that have any dividend consequences for PTSB?). It may drive a 

higher required discount, though the FX move may provide an offset. However, note that any 

slowdown in the UK will also have consequences for Ireland our economist warning on a 

possible 1.5% hit to forecasts over the next two year. 

 

The banks will lead the market lower as the vote is clearly negative for economic 

activity, posing risks to revenue, provisions and potentially capital/dividends. 
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Commercial Property First reaction of Leave vote on Irish property stocks 
 

The Irish REITs (Hibernia, Green and IRES) have no UK assets, so the impact from any 

sterling move is irrelevant. However, any economic slowdown in the UK, which the UK 

Treasury estimates at -3.6 to -6.0%, will also have consequences for Ireland. Having said 

that, the turmoil from the vote is likely to drive core bond yields down further, which is likely 

to see property yields remain relatively attractive for investors, providing some offset. 

 

Over the medium term, there may actually be offset for the Dublin office REITs, which may 

pick up FDI which was originally earmarked for the UK or get interest from European-facing 

businesses based in the UK. With HBRN and GRN bringing 0.5m sq ft of office space to the 

market in 2017 and 2018, they may be positioned to benefit from any gravitational pull from 

London to Dublin. We previously estimated that a 5% move solely in London based financial 

services to Dublin would equate to 1-1.5 years of average take-up and every additional €5 

sq ft rise in our medium term rental forecasts adds c.9% to our NAVs for GRN and HBRN. 

Kennedy Wilson Europe may actually benefit in the short term, with c.33% of assets outside 

the UK, so every 10% sterling move would lift NAV by c.3%, though it will suffer medium 

term consequences of a UK slowdown (67% of assets). Any economic weakness in Ireland 

may impact rental growth prospects for IRES over the medium term. 

 

The REITs will follow the market lower in the short term. However, the Irish office 

REITs provide some hedge to the Brexit turmoil over the medium term if Ireland 

picks up any FDI or global financial firms considering moves out of London. 
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Building Materials Who is exposed to what? 
 

Within our building materials coverage universe Breedon Aggregates, Howden Joinery and 

Travis Perkins are the pure UK players with 100% of operations in the region. 

 

Amongst the merchants Wolseley is best placed in regard to weakness in sterling as it 

reports in sterling but derives only 10% of revenue in the UK and almost 80% of group 

profits from the US. SIG and Grafton derive 50-70% of their respective sales from the UK 

with the remainder of their business based in the Euro Zone. 

 

Kingspan’s internationalisation over recent years means its UK exposure has fallen to below 

30% while both CRH and HeidelbergCement’s UK exposure is c. 10%.  

 

Given the uncertainties, companies with US and European (CRH, HeidelbergCement 

and Wolseley) exposure are likely to outperform and within the UK, the ability to 

drive top line through differentiation (Grafton and Howden Joinery) should help 

relative performance.   
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European Airlines Entering a period of ‘known unknowns’ 
 

The sector will be impacted by the uncertainties of Brexit. Weakness in both Sterling and the 

Euro against the US$ has a negative impact on costs, with costs inflated in terms of fuel, 

maintenance and the capital cost of aircraft. At the same time, Sterling’s weakness has 

meant that UK holiday makers may have to review their holiday budgets in the short-term, 

while longer-term concerns over what Brexit means for the UK’s longer-term growth rates 

will undermine confidence in forecasts. In terms of UK exposure (to and from), based on 

ASKs, easyJet stands at 67%, IAG stands at 62%, Ryanair 35%, Wizz Air 33%, and 

Norwegian 21% (given its push for US flights out of Gatwick).  

 

With regards a quick FX sensitivity, without any adjustment to demand or a response in the 

capacity allocated to routes by the airlines, a 10% shift in US$/GBP and Eur/GBP (assuming 

that US$/Eur doesn’t change) would have a negative impact of 6% on Wizz’s profits, 8% for 

Ryanair, 15% for IAG and 19% for easyJet looking at FY17/FY18 year ends. 

 

While the sector rallied yesterday, as it seemed that the ‘Remain’ camp was in the 

ascendancy, today’s ‘Leave’ outcome will likely see airline stocks substantially 

down on the day.  
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Food & Beverage Brexit negative impact mainly from UK profit translation 
 

The exit of the UK from the EU will negatively impact the Food & Beverage sector mainly as a 

result of a weakening of sterling. For the quoted companies the biggest impact will be on 

companies with the largest profit contribution from the UK (e.g. C&C, Origin and UK based 

beverage companies like Britvic). There will also be a transactional impact on companies 

where they export out of the UK (e.g. Kerry) or purchasing in dollars (Fyffes).  

 

The biggest negative impact (4-6%) will be on C&C, Origin, Applegreen, Britvic and 

Fyffes, with a lesser impact (3-4%) on Kerry, while the remaining companies 

(Glanbia, ARYZTA, Greencore, Total Produce) should only be impacted marginally 

(0-1%).  
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Gaming South Australia to introduce Point of Consumption Tax in 2017 
 

Yesterday, the South Australia State Government announced the introduction of a “place of 

consumption tax” of 15% of net revenue for all online gambling operators in the state. The 

tax will apply to all betting products from Southern Australian customers and will take effect 

from July 1st 2017. This will be the first point of consumption type tax to be introduced in 

Australia. 

 

To recap the majority of online corporate bookmakers are licensed in the Northern Territories 

or the Norfolk Islands. Online betting Activity currently pays a federal tax in GST at 10% of 

gross revenue (c.11% of net) on all their activity from every state. In addition, there are 

product fees payable to different sports bodies on top of this depending on the event that is 

bet on (race field fees to various states or product fees to sports AFL/NRL). 

 

We estimate South Australia to account for mid to high single digits of Australian 

operators’ revenue (the state accounts for c.7% of the country’s population). We 

would also note that South Australia is understood to be relatively more politically 

opposed to gambling and online gambling than other states. In isolation, a 15% 

tax on SA activity would not have a huge impact on operators. However, from here 

the key is whether other states follow suit and try and introduce similar POC taxes. 

If POC becomes a wider issue across a number of states one would have to think 

that operators would try to lobby to have a harmonisation of POC/GST so as not to 

have any form of double taxation. In terms of exposure to Australia it accounts for 

19% of operating profit at PPB, 5% at WMH and 3% at Ladbrokes.  
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Top 10 Covered Companies

Company Price Mkt Cap Absolute Relative to European Sector P/E

(LC) (LCM) 1 Day 1 Week 1 Mth Ytd 1 Day 1 Week 1 Mth Ytd 2016f 2017f

CRH 27.26 22,234 2.3 8.8 3.3 2.1 0.8 1.0 0.4 7.8 17.1 13.6

Ryanair 13.68 18,728 1.4 9.4 0.7 -8.9 -0.1 1.5 -2.1 -3.7 14.2 12.0

AIB Group 6.30 17,205 - 0.1 -8.7 -5.4 -1.4 -7.2 -11.2 -0.1 13.8 19.1

HeidelbergCement 75.75 15,030 1.9 7.2 1.0 0.2 0.4 -0.6 -1.8 5.8 14.6 13.3

Kerry Group 79.92 14,050 0.3 2.8 1.1 4.7 -1.2 -4.6 -1.7 10.6 24.2 21.3

IAG 5.28 10,733 3.6 13.2 1.1 -13.5 2.1 5.0 -1.8 -8.7 5.9 4.6

Wolseley 38.47 10,004 2.0 8.7 -4.2 4.2 0.8 4.3 -5.9 5.8 15.3 13.4

Paddy Power Betfair 87.00 7,282 -4.6 0.3 -1.0 -4.2 -5.7 -3.8 -2.8 -2.7 28.2 23.2

Bank of Ireland 0.27 8,809 5.8 24.2 9.2 -19.5 4.3 15.2 6.2 -15.0 11.8 10.7

Mondi 13.63 6,618 1.7 7.2 2.5 2.2 0.2 -0.6 -0.4 7.9 12.7 12.1

Indices

% Price 1 Day 1 Week 1 Mth Ytd

ISEQ 6,371.03 1.28 8.00 1.74 -6.19

FTSE 100 6,338.10 1.23 6.51 3.29 1.53

DAX 30 10,257.03 1.85 7.40 4.21 -4.52

CAC 40 4,465.90 1.96 7.53 3.26 -3.69

FTSE Eurofirst 300 1,359.91 1.31 7.48 3.06 -5.40

Nasdaq 4,910.04 1.59 1.34 3.03 -1.94

S&P 500 2,113.32 1.34 1.70 3.19 3.39

Dow Jones 18,011.07 1.29 1.57 2.96 3.36

Nikkei 225 16,238.35 1.07 5.21 -2.50 -14.69
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Exchange Rates

Current Px 1 day Px 1 Week Px Dec15 Avg Ytd

Stg/€ 0.767 0.768 0.792 0.737 0.777

US$/€ 1.135 1.128 1.115 1.086 1.116

CHF/€ 1.086 1.083 1.078 1.087 1.096

JPY/€ 119.986 118.139 115.851 130.676 124.883

Bonds

Yield 1 Day Yld 1 Wk Yld 1 Mth Yld 3 Mth

US 2 Yr 0.77 0.03 0.77 -0.12 -0.09

US 10 Yr 1.74 0.06 0.17 -0.09 -0.13

UK 2 Yr 0.52 0.03 0.17 0.07 0.06

UK 10 Yr 1.37 0.06 0.26 -0.08 -0.08

BD 2 Yr -0.56 0.04 0.05 -0.56 -0.10

BD 10 Yr 0.09 0.03 0.12 0.09 -0.10

Irish 10 Yr 0.76 - -0.16 -0.08 -0.06

Commodities

% Current  1 day  5 day 1 Mth 1 Yr

Brent (ICE $/bbl) 50.91 2.06 3.54 5.29 -21.01

Gasoline (NYM $/Gal) 1.60 0.96 6.52 -2.56 -22.78

Heat Oil (NYM $/Gal) 1.53 1.08 3.37 3.35 -20.17

Nat.Gas 2.70 0.78 2.86 31.29 -1.03

Gold $/oz 1,262.15 -0.21 -2.21 1.30 7.14

Silver $/ozt 17.29 0.52 -0.46 6.01 8.33

Copper U$/MT 4,747.00 1.27 4.99 3.83 -17.08

Wheat $/BU 4.66 1.53 -3.22 0.81 -11.62
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Analyst Certification 

The named Research Analyst certifies that: (1) All of the views expressed in this research report accurately reflect my personal views about 

any and all of the subject securities and issuers. (2) No part of my remuneration was, is, or will be, directly or indirectly, related to the 

specific recommendations or views expressed by me in this report. 

 

Regulatory Information 

Goodbody Stockbrokers, trading as Goodbody, is regulated by the Central Bank of Ireland.  In the UK, Goodbody is authorised and subject 

to limited regulation by the Financial Conduct Authority. Goodbody is a member of the Irish Stock Exchange and the London Stock 

Exchange. Goodbody is a member of the FEXCO group of companies. This publication has been approved by Goodbody Stockbrokers.  The 

information has been taken from sources we believe to be reliable, we do not guarantee their accuracy or completeness and any such 

information may be incomplete or condensed.  All opinions and estimates constitute best judgement at the time of publication and are 

subject to change without notice.  The information, tools and material presented in this document are provided to you for information 

purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities. 

 

Conflicts of Interest 

Goodbody Stockbrokers has procedures and policies in place to identify and manage any potential conflicts of interest that arise in 

connection with its research business.  Goodbody Stockbrokers’ analysts and other staff who are involved in the preparation and 

dissemination of research operate and have a management reporting line that is independent to its Corporate Finance business. Information 

barriers are in place between the Corporate Finance arm and the Research arm to ensure that any confidential and or price sensitive 

information is handled in an appropriate manner. 

 

Our Investment Research Conflicts of Interest Policy is available at Conflicts of Interest 

 

Investors should be aware, that, where appropriate, research may be disclosed to the issuer(s) in advance of publication in order to correct 

factual inaccuracies only and not to materially amend the research in any way.  Goodbody Stockbrokers is satisfied that it has operational 

procedures in place, which ensure that such disclosures will not compromise the report’s objectivity. 

 

Goodbody has provided investment banking services to Applegreen, Cairn Homes, CRH, Hibernia REIT, IAG, Paddy Power Betfair, Permanent 

TSB, and Wireless Group in the past 12 months. 

Goodbody Stockbrokers acts as corporate broker to AIB Group, Applegreen, ARYZTA, Cairn Homes, Datalex, FBD Holdings, First Derivatives, 

Grafton Group, Greencore, Hibernia REIT, ICG, Kingspan, Origin Enterprises, Paddy Power Betfair, UDG Healthcare, and Wireless Group 

The list of companies for which Goodbody acts as market maker and on which it provides research, is available at Regulatory Disclosures 

 
 

https://www.goodbody.ie/research/conflicts-of-interest.html
https://www.goodbody.ie/pdf/Reg_Disclosures.pdf
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Other disclosures 

 

A description of this company is available at Company Descriptions 
 
All prices used in this report are as at close of business of the previous working day unless otherwise indicated. 
 
A summary of our standard valuation methods are available at Valuation Methodologies 
 
A summary of share price recommendations and whether material investment banking services have been provided to these companies is 
available at Regulatory Disclosures 
 
Other important disclosures are available at Regulatory Disclosures 
 
Goodbody Stockbrokers updates its recommendations on a regular basis. A breakdown of all recommendations provided by Goodbody 
Stockbrokers is available at Regulatory Disclosures Where Goodbody Stockbrokers has provided investment banking services to an issuer, 
details of the proportion of buys, holds and sells attributed to that issuer will also be included. This is updated on a quarterly basis. 
 
 
The date on which stock recommendations were first released for all stocks mentioned in this report are available at 
http://www.goodbody.ie/research_disclosures/regulatorydisclosures/index.html. If a different recommendation has been made in the 
previous twelve months, this will also be disclosed here. 
 
 
Recommendation Definitions 
Goodbody Stockbrokers uses the terms “Buy”, “Sell” and “Hold. The term “Buy” means that the analyst expects the security to appreciate in 
excess of 10% over a twelve month period. The term “Sell” means that the security is expected to decline in excess of 10% over the next 
twelve months. The term “Hold” means that the analyst expects the security to neither appreciate more than 10%, or depreciate more than 
10% over the next twelve months. 
 
On 26th November, 2012, the terms “Add” and “Reduce” were removed from the Recommendation Definitions and both were replaced with 
the “Hold” recommendation. Any Previous Recommendation that refers to either an “Add” means that the analyst expected the security to 
appreciate by up to 15% over a twelve month period. Any Previous Recommendation to “Reduce” means that the analyst expected the 
security to decline by up to 15% over the next twelve months. 
 
In the event that a stock is delisted the firm will automatically cease coverage.  If however the firm ceases to cover a stock for any other 
reason the firm will disclose this fact. 
 
 Distribution of research to clients of Goodbody Securities Inc (GSI) in the US 
 
GSI distributes third-party research produced by its affiliate, Goodbody Stockbrokers 
GSI is a member of FINRA and SIPC 
GSI does not act as a market-maker. 

 
This information was current as of the last business day of the month preceding the date of the report. 
An affiliate of GSI may have acted, in the past 12 months, as lead manager/co-lead manager of a publicly disclosed offer of the securities in 
this company. Investors should be aware that an affiliate of GSI may have provided investment banking or non-investment-banking services 
to, and received compensation from this company in the past 12 months or may provide such services in the next three months. The term 
investment banking services includes acting as broker as well as the provision of corporate finance services, such as underwriting and 
managing or advising on a public offer. All transactions by US persons involving securities of companies discussed in this report are to be 
effected through GSI. 
 
Disclaimer 
While all reasonable care has been taken in the production and dissemination of this report it is not to be relied upon in 
substitution for the exercise of independent judgement.  Nothing in this report constitutes investment, legal, accounting or tax 
advice, or a representation that any investment or strategy is suitable or appropriate to your individual circumstances, or 
otherwise constitutes a personal recommendation to you. 
 
Private customers having access, should not act upon it in anyway but should consult with their independent professional 
advisors.   The price, value and income of certain investments may rise or may be subject to sudden and large falls in value. 
You may not recover the total amount originally invested. Past performance should not be taken as an indication or guarantee 
of future performance; neither should simulated performance.   The value of securities may be subject to exchange rate 
fluctuation that may have a positive or adverse effect on the price or income of such securities. 
 
All material presented in this report, unless specifically indicated otherwise is copyright to Goodbody Stockbrokers.  None of the material, nor 
its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express 
written permission of Goodbody Stockbrokers.  
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