
Sector % 

exported 

to EU

Trade 

deficit/surplus 

with EU 

Risk of 

disruption

Automotive 35.0 -£14bn High

Chemicals 56.6 -£7.8bn High

Aerospace 44.6 £2.6bn High

Capital 

Equipment
30.7 -£5.5bn Medium

Food & 

Beverages
60.5 -£16.6bn High

Financial 

Services
41.4 £16.1bn High

Insurance 18.4 £3.9bn Medium

Professional

Services
29.8 -£1.9bn Medium

The dust is yet to settle after the UK's referendum vote to
leave the EU, and the implications across the business,
economic and political worlds are still to be fully
understood. The impact has been immediate and severe:
the pound hit a 30-year low against the dollar, and both
the FTSE 100 and FTSE 250 have faced large losses
before recovering partly in the last few days.

Currency volatility
Sterling dropped 14% from the high of $1.50 it reached
before the referendum, the biggest two-day drop since
1971. Exchange-rate risk is suddenly at the forefront for
companies working with suppliers, production or
customers in different currencies. This can significantly
affect a company’s cash flows and even trigger financial
distress, especially when cash-earnings margins are thin.

On the other hand, exporters stand to gain as their
products are now relatively cheaper. The likes of
pharmaceutical companies such as AstraZeneca and
microchip maker ARM Holdings earn most of their
revenue in dollars for example.

Winners and losers
Manufacturers and retailers will be vulnerable to potential
disruptions in their supply chains as well as currency
fluctuations that could add to their costs. Telecoms
companies and airlines could be affected by changes in
the regulations which govern their industries.
Housebuilders have faced large share price losses, as some
predict a halt to the house price boom.

On the other hand, gold and other precious metals miners
have benefited, as investors flock to safe havens.

The UK's vote to leave the European Union has sent shockwaves through the 
economy. Many employers are now facing a changed industry outlook, and are 
having to cope with on-going uncertainty in the markets in which they operate. 
Pension scheme trustees are concerned that their employer covenant is weakening, 
and that sustaining current levels of  deficit repair contributions may be at risk.
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The Grant Thornton view 
"Trustees have been thrust into a period of  uncertainty, and it is crucial to engage with 
management. An integrated approach to managing scheme risks is more important than ever."

Darren Mason, Head of Pensions Advisory
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Infrastructure projects 
A number of government infrastructure projects,
including the new HS2 rail line, a new runway at Gatwick
or Heathrow, and a nuclear new build programme
starting at Hinkley Point, are now facing uncertainty. It is
highly likely that some projects will get delayed, and some
could even face cancellation, leading to repercussions
throughout the supply chain.

Lord Berkeley, a Labour peer and transport expert,
mentions in a recent Financial Times article that given
the turmoil caused by Brexit, projects such as the HS2
railway line and the new Hinkley Point nuclear plant
could be scaled back.

Are we heading to a recession?
Much has been made in recent headlines about the risk of
the UK economy heading to recession. This is a period of
economic decline during which trade and industrial
activity are reduced, generally identified by a fall in GDP
in two successive quarters.

Business activity and investment will be hit in the short
term. The fall in sterling is expected to feed through into
higher inflation, pushing down real wages and consumer
spending.

Forecasters have cut the outlook for GDP growth in
2016 to about 1.4%. Annual growth of just 0.2 % is now
expected in 2017, down from 2% before the referendum.

Many economists believe the British economy is likely to
fall into recession due to the fall in investment activity
and consumer spending. Sectors most likely to be
impacted include housing, construction and consumer
goods. Forecasters have stressed that the longer-term
outlook for the UK economy would depend on the terms
of the exit negotiations.

Implications for pension schemes
Pension schemes now face even more uncertainty in
relation to funding levels and the employer covenant. The
fall in equity markets and the further drop in gilt yields
triggered by the result will have increased the deficit for
many schemes. The UK's pension deficit increased by £80
billion on the day of the referendum result.

Market volatility, a deterioration in funding levels and
possible weakening of employer covenant are likely to
push trustees to reconsider existing funding strategies,
particularly if funding negotiations are currently in
progress or due to commence shortly. Investment
strategies may be revised to protect the pension scheme
from the increased risk, and trustees may request greater
contributions or additional security from sponsors, at a
time when they too are facing financial uncertainty

A note of caution
A prolonged period of unparalled uncertainly is likely to
follow the referendum result, and many trustees will find
themselves assessing scheme risks relating to funding,
investment and the employer. While financial markets are
volatile by nature, it is important to note that the
underlying drivers of industry growth tend to be more
stable. If we believe demographics are a key driver for the
health sector for example, Brexit is unlikely to have any
lasting effects on the growth prospects within this sector.

Companies in industries which are dependent on UK
demand, such as retail, are unlikely to see that underlying
demand change very much once the dust has settled. Of
course, these sectors tend to be linked to the UK
economy, and a recession could have a negative impact on
revenues and margins.

Grant Thornton has produced a business planning tool,
with predictions of how different scenarios might pan out.
It is useful for assessing the potential impact in the short
and longer terms, and how to prepare accordingly.

What next?
It will take time for companies to work out the
implications and consequences of the Brexit vote. Some
are putting their contingency plans into action; others will
not have had detailed plans in place and will have to adapt
very quickly.

Trustees should increase their engagement with
management at this crucial time, and an integrated
approach to managing scheme risks is more important
than ever.

Winners

Miners (Randgold +14%)

Exporters (AstraZeneca +3.4%)

Consumer goods (Diageo +2.4%)

Losers

Banks (RBS -26%)

Airlines (Easy jet -14.3%)
Housebuilders (T.Wimpey -29%)

Share price after referendum result
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Contact us:
If you would like to discuss the issues raised in this paper and its impacts on your business or your pension scheme, 
please contact your usual Grant Thornton adviser or any of our specialists below. 

Further information:
Grant Thornton provides pensions advisory and actuarial services to trustees and sponsoring employers of UK pension 
schemes. We tailor our services to the circumstances, but specialising in simplifying complex issues around securing future 
funding and managing, reducing and removing scheme risk. Our work focuses on helping with issues around scheme 
funding, restructurings, transactions, PPF levy management and pension scheme de-risking.

Industry updates
A series of regular sector-specific market updates, with a focus on the specific implications for pension schemes, is 
available for free download from the Grant Thornton UK website. The sectors covered include Transport & logistics, 
Financial Services, Manufacturing, Oil and Gas and Retail.  

Please click here to read them: grantthornton.co.uk/pensionsupdates
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