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ABSTRACT

Purpose- The aim of this study is to investigate the economic effects of Brexit from the viewpoint of exchange rates. This research studies
the impact of Brexit on long-run relationship between euro and pound sterling. It is crucial to assess how Britain’s vote to leave the European
Union affects long-term relationship between euro and pound sterling because such action may have significant financial and economic
implications on both economies (Diez et al., 2019; Korus & Celebi, 2019; Nagarakatte & Natchimuthu, 2022).

Methodology- This study utilizes daily trade-weighted real effective exchange rate indices for euro (EUR) and pound sterling (GBP) over the
period of January 1, 2013 to December 31, 2019 to investigate the impact of Brexit referendum took place on June 23, 2016 on the long-run
relationship between euro and pound sterling. We exclude European sovereign debt crisis and pandemic periods. As stated previously, this
study considers June 23, 2016 as the reference to assess the impact of Brexit on the relationship between currencies. Therefore, our analysis
involves three periods including full sample period, pre- and post-Brexit. Empirical investigation relies on residual augmented least squares
(RALS) based approach. Due to Im & Schmidt (2008), Im, Lee, & Tieslau (2014), and Lee, Lee, & Im (2015), we use RALS-based unit root test
and cointegration analysis. While traditional tests (augmented Dickey-Fuller unit root and Engle-Granger cointegration) assume that error
terms are normally distributed, which is a very strict assumption, RALS-based tests relax that condition. We also conduct Granger (non-)
causality test proposed by Toda & Yamamoto (1995) to investigate the direction(s) of possible causalities between euro and pound sterling
for each period.

Findings- RALS based unit root test results suggest that the time series of exchange rates contain unit root for full sample, pre- and post-
Brexit periods. The only exception is the time series of sterling pound is | (0) in post-Brexit period. According to the unit root test results, we
can conclude that foreign exchange markets in both economies follow weak form efficiency for all sample periods. However, this is not valid
for the sub sample where the time series of pound sterling is stationary at level, in post-Brexit. RALS based cointegration test results show
that there is no cointegration between the time series of EUR and GBP. This general result is confirmed by both models, RALS ADL and RALS
EG2. However, we observe a cointegrating relationship between two currencies in post-Brexit period when we treat GBP as the dependent
variable. According to the Granger non-causality test results, we fail to reject null hypothesis and conclude that there is no causality running
from EA to UK and vice versa for all sample periods. Test results reveal one exception. In the post-Brexit period, EUR Granger causes GBP
implying that the past values of EUR are useful to forecast GBP.

Conclusion- Interdependence of world economies is increasing as the financial integration is deepening. Key political, economic, and financial
developments in the global world should be followed and assessed. Such developments at home or abroad may influence the prospects.
Therefore, it is crucial to assess the outcomes of Brexit-like events that clearly have impact on economic and financial environment to take
necessary actions.
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BREXIT REFERANDUMUNUN AVRO VE iNGILiZ STERLINi ARASINDAKI UZUN DONEM iLiSKisi
UZERINDEKI ETKILERI: KALINTILARLA GENISLETILMi$ EN KUCUK KARELER TEMELLi BULGULAR

OzZET

Amag- Bu calismanin amaci, Brexit'in ekonomik etkilerini déviz kurlar agisindan incelemektir. Bu arastirma, Brexit'in avro ve ingiliz sterlini
arasindaki uzun vadeli iliskisi tizerindeki etkilerini calismaktadir. ingiltere'nin Avrupa Birligi'nden ayrilma kararinin avro ve ingiliz sterlini
arasindaki uzun vadeli iligkiyi nasil etkiledigini degerlendirmek ¢ok énemlidir ¢linki bu tir bir eylemin her iki ekonomi tizerinde de 6nemli
finansal ve ekonomik sonuglari olabilir (Diez vd., 2019; Korus & Celebi, 2019; Nagarakatte ve Natchimuthu, 2022).

Yéntem- Bu galismada, 23 Haziran 2016'da gerceklestirilen Brexit referandumunun avro (EUR) ve ingiliz sterlini (GBP) arasindaki uzun vadeli
iliskiye etkisini aragtirmak i¢in 1 Ocak 2013 - 31 Aralik 2019 déneminde EUR ve GBP igin guinliik ticaret agirlikl reel efektif déviz kuru endeksleri
kullanilmigtir. Avrupa borg krizi ve pandemi dénemleri analiz donemi diginda tutulmustur. Daha 6nce de belirtildigi gibi, bu ¢alisma, Brexit'in
para birimleri arasindaki iliski Gzerindeki etkilerini analiz etmek igin 23 Haziran 2016 tarihini referans olarak kabul etmistir. Béylece, analizimiz
tam Ornekleme donemi, Brexit 6ncesi ve sonrasi olmak tizere G¢ donemi dikkate alarak gergeklesmistir. Arastirma, kalintilarla genisletilmis
en kigUk kareler (RALS) tabanl yaklasima dayandiriimistir. Im & Schmidt (2008), Im, Lee, & Tieslau (2014) ve Lee, Lee, & Im (2015) tarafindan
gelistirilen RALS tabanl birim kok testi ve es bltlinlesme analizi kullaniimigtir. Geleneksel testler (Genisletilmis Dickey-Fuller Birim Kok ve
Engle-Granger Es buttinlesme), hata terimlerinin normal dagildigini varsayarken, ki bu ¢ok kati bir varsayimdir, RALS tabanl testler ise bu
kosulu gevsetmektedir. Ayrica, her dénem igin EUR ve GBP arasindaki olasi nedenselliklerin yéniinii/yénlerini arastirmak i¢in Toda &
Yamamoto (1995) tarafindan 6nerilen Granger nedensellik testi de uygulanmistir.

Bulgular- RALS tabanli birim kok testi sonuglari, doviz kurlarinin tam érneklem, Brexit 6ncesi ve sonrasi dénemler igin birim kok igerdigini
godstermektedir. Bunun tek istisnasi, ingiliz sterlinine ait zaman serisinin Brexit sonrasi dénemde | (0) olmasidir. Birim kdk testi sonuglarina
gore, her iki ekonomide de déviz piyasalarinin tim érneklem dénemleri igin zayif formda etkin olduklari sonucuna varabiliriz. Ancak bu, ingiliz
sterlini zaman serisinin Brexit sonrasi seviyede duragan oldugu alt 6rneklem igin gegerli degildir. RALS tabanli es butiinlesme testi sonuglari,
EUR ve GBP zaman serileri arasinda es blttinlesme olmadigini gostermektedir. Bu genel sonug, RALS ADL ve RALS EG2 olmak tizere her iki
model tarafindan da tespit edilmektedir. Ancak GBP'yi bagimli degisken olarak ele aldigimizda, Brexit sonrasi ddnemde iki para birimi arasinda
es bltlinlesme iliskisi gozlemlenmektedir. Granger nedensellik testi sonuglarina gore sifir hipotezi reddedilememektedir ve tim 6rneklem
dénemleri igin EUR'dan GBP'ye ve tersi yonde calisan bir nedensellik olmadigi sonucuna varilmaktadir. Test sonuglari bir istisnayi ortaya
koyuyor. Brexit sonrasi donemde EUR degiskenine ait serinin gegmis degerlerinin GBP degiskenine ait seriyi tahmin etmek igin yararl
oldugunu ima ederek EUR degiskeninin GBP degiskeninin Granger nedenidir seklinde yorumlanmaktadir.

Sonug- Finansal entegrasyon derinlestikce diinya ekonomileri arasindaki baglilik artmaktadir. Diinya’da gergeklesen 6nemli politik, iktisadi ve
finansal gelismeler dikkatlice takip edilmeli ve degerlendirilmedir. iceride veya disarda benzer gelismeler gelecek beklentilerini
etkileyebilmektedir. Bu ylzden, iktisadi ve finansal ortami etkileyebilecek Brexit benzeri durumlari degerlendirmek gerekli aksiyonlari
alabilmek igin 6nemlidir.
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