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Brexit worse than 2008 for finance chiefs, study finds

Businesses desperate for direction on negotiations with Brussels, says Deloitte research

Lehman Brothers staff in London are likely to have vivid memories of the crash of 2008 © Reuters

JULY 18,2016 5:30 AM
by: Gemma Tetlow, Economics Correspondent

Revenue expectations, investment and hiring plans have fallen sharply since the vote to
leave the EU, with chief financial officers more pessimistic than they were after the 2008
collapse of Lehman Brothers.

Research by Deloitte, the consultancy, among 132 CFOs of FTSE 350 and other large UK
companies since the June 23 vote found 73 per cent were “less optimistic” about their
companies’ financial prospects than they were three months ago. This takes the level of
negative sentiment among finance chiefs to its highest level since the survey started in
2007.

three months (http://next.ft.com/content/20472f76-169f-11e6-b197-agaf20d5575€) of
2016. This comes as a number of companies have issued profit warnings (https://ig.ft.com/
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sites/brexit-companies/).

Ian Stewart, chief economist at Deloitte, said: “There has been a marked shift to more
defensive balance sheet strategies in the wake of the referendum, with a focus on reducing
costs, building up cash flows and caution on all forms of spending.”

In line with their desire to reduce costs, 82 per cent of finance chiefs said their companies
would cut capital spending in the next year against 34 per cent reporting this at the start of
the year. Meanwhile, 83 per cent said there would be a slowdown in hiring compared with
29 per cent in the first quarter of 2016.

Pessimism among finance chiefs extends beyond the immediate post-referendum
uncertainty. More than two-thirds of CFOs think leaving the EU will worsen the UK’s long-
term business environment; only 13 per cent think it will improve it.

Corporate risk appetite has fallen for the fourth consecutive quarter
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To help to support the economy, virtually all CFOs said it was important for the
government to provide a strong signal about its aims for negotiations with the EU. Very few
felt tax cuts or additional public spending were a priority.

David Sproul, chief executive of Deloitte, said: “The faster than expected appointment of
the new prime minister (http://next.ft.com/content/d8co66f2-4aa3-11e6-b387-64aboa670
14¢) removes one source of uncertainty.”

Mr Stewart said: “There is now a real task for the government to convince businesses that
the UK remains a good place to do business.”
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Expectations for profit margins fell sharply in 2016 Q2
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The priority for the Bank of England, said finance chiefs, was to maintain banks’ solvency
and liquidity. The BoE has been focused (http://next.ft.com/content/a849faie-4293-11e6-
b22f-79eb4891c97d) on doing this, including cutting requirements for banks to hoard spare

cash to deal with losses from bad lending. This has given banks the capacity to lend up to an
extra £150bn.

The Deloitte survey suggests many large companies will be unconcerned by the Monetary
Policy Committee’s decision last week to hold the base rate. Though this announcement
took financial markets by surprise, only 3 per cent of CFOs favoured a cut in interest rates
and 6 per cent called for further quantitative easing.
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Policy response post-Brexit

of CFOs who this should be a strong priority for policymakers as they respond to the Brexit vote
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Give a clear direction for the UK's negotiations with the EU

Maintain the solvency and liquidity of the banking system

Continue to pursue the government’s deficit reduction plans

Raize public expenditure

Cut taxes

Undertake additional quantitative easing

Cut interest rates
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Mr Stewart said: “The Brexit vote is a major political shock but not, in the first instance, an
economic or financial shock on the scale of the Lehman’s collapse.

“Yet in the wake of the Brexit vote business confidence has fallen even more than it did
following the failure of Lehman. My guess is that with a new prime minister in place and a
gathering government response to Brexit we will see business sentiment edge higher
towards the end of the year.”

Print a single copy of this article for personal use. Contact us if you wish to print more to
distribute to others. © The Financial Times Ltd.
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