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Brexit impact on EM currencies: gone with the wind
by Vasileios Gkionakis (UniCredit Bank London), Kathrin Goretzki (UniCredit Bank London) and Fadi Hassan* (UniCredit Bank London)

The UK vote to leave the European Union was a negative
shock to the British economy; the extent of ripple effects to
the world economy and global markets remains an issue of
controversy. All along, both during the pre-vote period and in
the aftermath of the result, our view has been (and remains)
that the impact of the UK’s exit from the EU should be largely
confined to UK asset prices (mainly sterling), with few
negative or lasting implications for global market sentiment.
In this issue of FX Perspectives, we utilize the available data
so far to put this view to the test and investigate the reasons
behind the dynamics observed.
In an article published shortly after the referendum,
1
Eichengreen et al. (2016) look at EM currency depreciation in
the first two post-surprise days of trading. They find that, similar
2
to what occurred in the case of the taper announcement (May
2013) “…a substantial number of emerging markets saw
declines in their stock markets and dollar exchange rates…if
anything, declines following the Brexit Surprise were more
widespread and larger”. The authors relate this to the nature of
the shock, explaining that “where the taper tantrum was mainly
a financial shock, the Brexit surprise is evidently perceived as

*Fadi Hassan is an Assistant Professor of Economics at Trinity College Dublin
and a Consultant for UniCredit Bank AG.

CHART 1: USD-EMFX (REFERENDUM DAY=100)
Average of 15 most tradable EMFX
104
UK referendum

103

...but rebounds on the
third trading day

103
102
102

...then
falls...

101
EM volatile...
101
100

11/07/16

Taper tantrum vs. UK leave vote: what a difference
a day makes!
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In fact, this is the exact opposite of what happened after
the Fed's taper announcement, which sent US yields surging
and led to an exodus of flows from emerging markets.
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Second, the taper tantrum and leave-vote surprise differ in
that the timing of Mr. Bernanke’s announcement was
unexpected (although there have been rumors about a
potential leak previous to it), whereas markets had been
preparing for a potential Brexit vote long before polling day.
In fact, in the last few weeks before the vote, opinion polls
took center stage in market reaction: the early-June shift in
favor of Brexit made room for a switch back to “Bremain” in
the last few days before the vote, leading to a sizeable rally
3
in risky assets across the board. With risk-sensitive assets
so volatile (Chart 1), it is hard to pick a specific date for
comparison of price levels.

26/06/16

What the "Brexit Surprise" has actually done, is to send
(the already very low) DM yields to historical lows,
prompting even more hunt for yield and hence putting
EMFX under considerable upside pressure.
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Following the initial sell-off – which prompted analysts and
academics to quickly draw parallels with the taper tantrum
in 2013 – we show that EM currencies have since staged
an impressive and widespread rally.

First, a two-day window is too short. Although the choice of
such a horizon may make sense from the perspective of an
event study (as it limits the influence of other contributing
factors), the reality is that EMFX rebounded sharply on the
third trading day after the leave-vote surprise, without any
relevant event occurring on that date (Chart 1).
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having real as well as financial consequences”. We find two
shortcomings here that can lead to incomplete conclusions.
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We analyze the performance of EM currencies in the
aftermath of the UK’s EU referendum. Contrary to popular
belief, which argued that Brexit would generate global
shockwaves and put EM under severe pressure, we find
that EMFX has by now completely shrugged off the news.
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■

Source: Bloomberg, UniCredit Research

With more trading days to go by now, we investigate how the
results of the analysis change when 1. extending the two-day
time window to the 14 trading days available up to now;
2. using the 20D average (prior to the event) as a baseline,
to control for higher volatility before the vote.

1

See Eichengreen, B., Gupta P., and A. Ospino, 2016. “The Brexit Surprise
and emerging markets”, VoxEu Column.
2
Taper announcement refers to Ben Bernanke’s testimony before the US
Congress (22nd May 2013) when the chairman suggested that the Fed was
contemplating reducing its asset purchases

UniCredit Research

3

The UK-oriented FTSE 250 index rose by more than 8% between 16 and
23 June after having declined by 7% since 7 June.
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TABLE 1: EMFX RESPONSE TO BREXIT AND TAPER TANTRUM

% of EMFX that depreciated against the USD
50 EM currencies

50 EM currencies

1.4%

15 most tradable EM currencies
Brexit

2.9%

0.4%

-1.4%

Taper tantrum

0.4%

2.7%

3.8%

3.

-0.4%

0.5%

Taper tantrum

0.3%

-4.2%

-2.9%

In short, the UK referendum on EU membership generated
plenty of market volatility around the event but examination
of only the short-term asset-price reaction can lead to
incomplete conclusions: the impact was very short-lived and
the event has not escalated to one of global proportions. This
is in sharp contrast to the taper announcement in May 2013,
which set in motion a pronounced and widespread decline in
6
EMFX prices (see Chart 2).

We do this exercise for the universe of 50 EM currencies (as
reported in Eichengreen et al.) but also for the 15 most
4
tradable EMFX (according to the BIS tri-annual survey). The
results are reported in Table 1. We summarize our findings:
In line with the Eichengreen et al. results, the immediate
(two-day) response of EMFX was materially larger than
the reaction to the taper announcement: the vast
majority of the EM currencies depreciated against the
USD, with the average USD-EMFX return (for the 15 most
tradable EMFX) standing at nearly 3%; the USD-EMFX
reaction to Ben Bernanke’s testimony in May 2013 was
largely muted in the two days following his testimony
(see first column of Table 1).

CHART 2: TAPER ANNOUNCEMENT SETS IN MOTION
WIDESPREAD DECLINE IN EMFX
Brexit
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But looking beyond the very short-term response, things
change quite significantly: not only the percentage of
EMFX that has depreciated against the USD falls
dramatically in the case of Brexit (most evident in the 15
most tradable currencies) but, more importantly, average
USD gains evaporate rather quickly. In contrast, the USD
consolidated its gains against EMFX following the taper
announcement (see second column of Table 1).
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The diverging paths of EMFX in the aftermath of two events
become even more palpable when we control for short-term
5
volatility and compare prices 14 trading days after the
events with their 20-day averages prior to the events. When
doing so, we find that most EMFX (80% of the most liquidity
FX) has by now appreciated (Brexit) with the average gain
1.4% against the USD; but the same calculations reveal
substantial and widespread EMFX losses in the case of the
taper announcement (see third column of Table 1).

EMFX reaction: looking under the hood
We think that the currency depreciation emerging markets
experienced in the first two days after the Brexit vote mainly
reflected some mispricing as investors started to digest the
ramifications of the result. Chart 3 shows a negative and
significant correlation between the exchange-rate movements
two days following the referendum result (23 June close to 27
June close) and movements since then. This means that those
currencies that initially depreciated the most have been the
ones that rebounded more strongly in the following days.

4

The 15 most tradable EMFX are: MXN, CNY, RUB, SGD, TRY, KRW, ZAR,
BRL, INR, PLN, TWD, HUF, MYR, THB and CLP (we have excluded HKD and
CZK due to the pegs)
5
Here, we use the close of 13 July 2016
UniCredit Research
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TABLE 2: EM EQUITY RESPONSE TO BREXIT AND
TAPER TANTRUM (USING 25 EM EQUITY INDICES)

T-10

70%

52%

T-20

Taper tantrum

68%

T-30

78%

T-40

Brexit

T-50

14 trading days
following event

T-60
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This story is corroborated by the reaction of global equity
markets to each event, with EM stocks staging a pretty
strong rally following their initial sell-off in the aftermath of the
UK vote (see Table 2).

14 trading days
vs. 20-day avg.
prior to event

6

Notice that EM depreciation started about ten days before Bernanke’s
testimony as rumors about tapering were leaked to the Wall Street Journal.
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CHART 5: NO EVIDENCE OF TRADE LINKAGE
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Performance of USD-EMFX, close of 13 July
relative to close of 27 June

USD-EMFX performance: close of referendum
day to close of 27 June

CHART 3: INITIAL MISPRICING REVERSING
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What we do find, however, is evidence that FX movements
since 27 June are more correlated with the size of financial
markets. The countries that experienced stronger exchangerate rebounds have been the ones with larger markets.

Having said that, there is significant heterogeneity in the
degree of post-referendum appreciation across EM countries
(see Chart 4). Looking at exchange-rate movements without
accounting for the type of exchange-rate regime that
characterizes each country (and the historical volatility of the
currency) is admittedly a crude measure, but to a large
extent still reflects market movements.

Chart 6 shows a negative and significant correlation (at the
1% level) between post-referendum USD-EMFX movements
and a proxy of financial market size: a 1% increase in the
size of financial markets is on average associated with
approximately 0.5% appreciation in EMFX against the US
dollar (this estimated impact increases somewhat if we
exclude managed currencies from our sample).

CHART 4: 50 SHADES OF DEPRECIATION
USD-EMFX performance since 27 June close

Similar to Eichengreen et al. (2016) we proxy financialmarket size by looking at the average absolute value of
private financial flows between 2013-2015 using data from
the financial accounts of the IMF-BOPS. The results hold
also if we look at a stock rather than a flow measure by
taking the international investment position.
CHART 6: SIZE OF FINANCIAL MARKETS MATTERS MORE

Performance of USD-EMFX, close of 13 July
relative to close of 27 June
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One of the points highlighted by Eichengreen et al. is that the
depreciation that EM experienced in the two days after the
Brexit referendum was related to trade links with the UK and
in particular with the European Union. Their intuition was that
markets recognized that in a Brexit scenario GDP growth
would take the hardest hit in the UK and the EU and this
would generate negative spillover to the countries with the
highest export share to them.
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If that was the case, the EMFX rebound since 27 June would be
characterized by the currencies of countries with strong trade
links with the UK appreciating the least. However, Chart 5
shows that this is not the case (we also looked at trade with the
EU14 and the eurozone, and the results were very similar).
UniCredit Research
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This suggests that there is a liquidity story behind the postreferendum exchange-rate movements. In our view, the
Brexit vote triggered expectations of a further low(er)-yield
environment in developed countries due to upcoming
monetary-policy easing by the BoE and potentially delayed
interest-rate hikes by the Fed. This is leading investors to
rebalance their portfolio towards emerging markets, hunting
for yield on the back of falling US rates (in sharp contrast to
the taper tantrum period – see Chart 7).
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CHART 7: US YIELD MOVEMENTS (IN BP) –
14 TRADING DAYS AFTER EVENT RELATIVE TO
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In particular, the markets with higher liquidity are
experiencing more pronounced currency appreciation due to
ease of access, which potentially leads to larger inflows. In
fact, this is the mirror of what happened after the taper
tantrum when expectations of higher yields in the US
triggered portfolio outflows and currency depreciation in the
7
more-liquid EMs (see Eichengreen and Gupta 2013) .
This leads us to an interesting conclusion: should yield
remain at these historic lows in the short term, then there is a
case to be made that liquid EMFX will keep on rallying,
regardless of fundamentals.
Indeed, when we performed an analysis to see which factor
has been more important during the recent rebound we
found that financial size overshadowed both trade linkages
as well as GDP forecasts.
In the end, fundamentals will matter; but we think investors
should bear in mind that in this “low-yield induced rally” liquid
EM currencies (like TRY and ZAR in CEEMEA) have the
potential to rally further in the short-term.

8

7

See Eichengreen, B. and P. Gupta, 2013. “Tapering Talk: the impact of
expectations of reduced federal security purchases on emerging markets”,
Policy Research Working Paper n. 6754, The World Bank.
UniCredit Research
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Notice to Canadian investors: This communication has been prepared by UniCredit Bank AG, which does not have a registered business presence in Canada. This
communication is a general discussion of the merits and risks of a security or securities only, and is not in any way meant to be tailored to the needs and circumstances of any
recipient. The contents of this communication are for information purposes only, therefore should not be construed as advice and do not constitute an offer to sell, nor a
solicitation to buy any securities.
Notice to Cyprus investors: This document is directed only at clients of UniCredit Bank who are persons falling within the Second Appendix (Section 2, Professional Clients) of
the law for the Provision of Investment Services, the Exercise of Investment Activities, the Operation of Regulated Markets and other Related Matters, Law 144(I)/2007 and
persons to whom it may otherwise lawfully be communicated who possess the experience, knowledge and expertise to make their own investment decisions and properly assess
the risks that they incur (all such persons together being referred to as “relevant persons”). This document must not be acted on or relied on by persons who are not relevant
persons or relevant persons who have requested to be treated as retail clients. Any investment or investment activity to which this communication related is available only to
relevant persons and will be engaged in only with relevant persons. This document does not constitute an offer or solicitation to any person to whom it is unlawful to make such
an offer or solicitation.
Notice to Hong Kong investors: This report is for distribution only to “professional investors” within the meaning of Schedule 1 to the Securities and Futures Ordinance
(Chapter 571, Laws of Hong Kong) and any rules made thereunder, and may not be reproduced, or used by or further distributed to any other person, in whole or in part, for any
purpose. This report does not constitute or form part of an offer or solicitation of any offer to buy or sell any securities, nor should it or any part of it form the basis of, or be relied
upon in connection with, any contract or commitment whatsoever. By accepting this report, the recipient represents and warrants that it is entitled to receive such report in
accordance with, and on the basis of, the restrictions set out in this “Disclaimer” section, and agrees to be bound by those restrictions.
Notice to investors in Ivory Coast: The information contained in the present report have been obtained by Unicredit Bank AG from sources believed to be reliable, however, no
express or implied representation or warranty is made by Unicredit Bank AG or any other person as to the completeness or accuracy of such information. All opinions and
estimates contained in the present report constitute a judgement of Unicredit Bank AG as of the date of the present report and are subject to change without notice. They are
provided in good faith but without assuming legal responsibility. This report is not an offer to sell or solicitation of an offer to buy or invest in securities. Past performance is not an
indicator of future performance and future returns cannot be guaranteed, and there is a risk of loss of the initial capital invested. No matter contained in this document may be
reproduced or copied by any means without the prior consent of Unicredit Bank AG.
Notice to New Zealand investors: This report is intended for distribution only to persons who are “wholesale clients” within the meaning of the Financial Advisers Act 2008
(“FAA”) and by receiving this report you represent and agree that (i) you are a “wholesale client” under the FAA (ii) you will not distribute this report to any other person, including
(in particular) any person who is not a “wholesale client” under the FAA. This report does not constitute or form part of, in relation to any of the securities or products covered by
this report, either (i) an offer of securities for subscription or sale under the Securities Act 1978 or (ii) an offer of financial products for issue or sale under the Financial Markets
Conduct Act 2013.
Notice to Omani investors: This communication has been prepared by UniCredit Bank AG. UniCredit Bank AG does not have a registered business presence in Oman and
does not undertake banking business or provide financial services in Oman and no advice in relation to, or subscription for, any securities, products or financial services may or
will be consummated within Oman. The contents of this communication are for the information purposes of sophisticated clients, who are aware of the risks associated with
investments in foreign securities and neither constitutes an offer of securities in Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the
Capital Market Law of Oman (Royal Decree 80/98), nor does it constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in Oman as contemplated by
Article 139 of the Executive Regulations to the Capital Market Law (issued vide CMA Decision 1/2009). This communication has not been approved by and UniCredit Bank AG is
not regulated by either the Central Bank of Oman or Oman’s Capital Market Authority.
Notice to Pakistani investors: Investment information, comments and recommendations stated herein are not within the scope of investment advisory activities as defined in
sub-section I, Section 2 of the Securities and Exchange Ordinance, 1969 of Pakistan. Investment advisory services are provided in accordance with a contract of engagement on
investment advisory services concluded with brokerage houses, portfolio management companies, non-deposit banks and the clients. The distribution of this report is intended
only for informational purposes for the use of professional investors and the information and opinions contained herein, or any part of it shall not form the basis of, or be relied on
in connection with or act as an inducement to enter into, any contract or commitment whatsoever.
Notice to Polish Investors: This document is intended solely for professional clients as defined in Art. 3.39b of the Trading in Financial Instruments Act of 29 July 2005 (as
amended). The publisher and distributor of the document certifies that it has acted with due care and diligence in preparing it, however, assumes no liability for its completeness
and accuracy. This document is not an advertisement. It should not be used in substitution for the exercise of independent judgment.
Notice to Serbian investors: This analysis is only for distribution to professional clients (profesionalni klijenti) as defined in article 172 of the Law on Capital Markets.
Notice to UK investors: This communication is directed only at clients of UniCredit Bank who (i) have professional experience in matters relating to investments or (ii) are
persons falling within Article 49(2)(a) to (d) (“high net worth companies, unincorporated associations, etc.”) of the United Kingdom Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 or (iii) to whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This
communication must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this communication relates is available
only to relevant persons and will be engaged in only with relevant persons.
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