Running head: BREXIT IMPACT		1
BREXIT IMPACT		4







Economic Impact of Leaving Eurozone
Name
Institution
Course Information













Economic Impact of Leaving Eurozone
Leaving the Eurozone caused a negative economic multiplier effect for Britain as the country completed its Brexit plan. Investment flows declined notably in the weeks after the completion of Brexit largely due to the uncertainty surrounding the campaign. Uncertainty is among the worst factors to consider for a currency trader. Investors on the forex market have the primary intention of making a profit, indicating how uncertainty surrounding a particular currency will affect its overall value. This held true for Britain in the months following Brexit and will be similarly experienced by other countries that choose to leave the Eurozone. A move similar to the mould of Brexit will make investors unwilling to continue moving money for practical purposes as it plays on the confidence of the overall investor group. Britain chose to control immigration over single market access (Ebell & Warren, 2016). This further diminished the confidence of investors that the British Pound would quickly recover against the Euro. 
For countries that seek to leave the Eurozone, it could likely create a weaker currency in the short term and cause problems for the economy of that country. It will become more expensive to purchase goods from Europe, meaning that the country will import less from Eurozone countries (Wright, 2016). In addition, Eurozone countries will impose tariffs from trade negotiations with countries that are not in the Eurozone. The reaction by Britain following Brexit is likely to be the same response adopted by other countries that follow a similar plan. Britain attempted to initiate monetary stimulus, but this response generally weakens a currency (Ebell & Warren, 2016). Countries would be better off cutting interest rates and injecting more money into the economy to generate faster recovery against the Euro. Countries that would be willing to negotiate single market access without freedom of movement are likely to improve investor confidence in the possibility of quick recovery and long-term stability of their currencies. 
Following an event similar to Brexit, markets are likely to hold short positions. This is a position where a trader who shorts a currency expects it to weaken, and borrows the currency to resell on the market. It follows the assumption that the market will move as expected, resulting in a weaker exchange rate and the trader being able to buy back the shorted currency at a lower price than they sold it (Wright, 2016). The strategy of buying low after selling high is more likely to happen in a scenario where a country leaves the Eurozone as Britain did. It means that for any other countries considering this option, their currency will experience an initial drop before recovering slightly but remaining near the new low as the government attempts to help its currency recover some of its losses (Ebell & Warren, 2016). The market will attempt to sell the currency of that country in large quantities meaning that the currency will be further weakened due to low demand from investors. However, this short position is unlikely to last for too long as the currency will inevitably reach a profitable level where it will become profitable again and generate wide demand on the market.  
Any other Eurozone country leaving the zone will place significant strain on the common currency. The main reason is that it will be difficult for people to hold Euros if other countries in the Eurozone decided to leave. The Euro would be impacted by the deflationary pressures and fall to parity in relation to the American dollar (Ebell & Warren, 2016). This is the short-term effect as the Euro would fall in demand. The inverse is likely to be the case over the long-term as the Euro may be worth more than the currencies of the nations that leave the Eurozone. The various pressures that each currency would face in individual countries would lead to those currencies dropping and the Euro rising in demand. Volatility from both the Euro and the currency of the exiting country would lead to overvaluation or undervaluation of the currencies, leading to either currency being decoupled from real economic data. It would create further unpredictability in the forex markets, meaning that an exit for any country is more likely to hurt that national currency than the dollar. 
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