
UK Votes to Leave

Earlier today, it was confirmed that the people of the UK 
have voted to leave the European Union.  David Cameron 
has announced he will resign as Prime Minister and made 
clear that Article 50, the formal mechanism by which a 
Member State may leave the EU, will not be triggered until 
his successor is in post in at least three months’ time.

After Article 50 is activated, there will be a period (expected 
to be at least two years) during which the constitutional 
and legislative arrangements offered to the UK will be 
negotiated amongst the remaining members of the EU.  
However, as Boris Johnson has suggested, this may also 
be an opportunity for the UK to renegotiate terms of 
membership without actually leaving the EU.

Economic Implications

The medium term impact on the UK economy of Brexit 
are expected to be negative.  Household savings are 
relatively low and at this stage in the business cycle we 
would have expected business investment to develop as 
the main driver of economic growth.  Instead, uncertainty 
over Brexit meant that investment peaked in Q3 2015 and 
is now 0.4% lower.  We expect that business investment 
may now contract further and lead to a mild recession later 
this year. 

After this, we would expect weaker sterling to support the 
exporting sector and help with the adjustment process.  
The UK’s membership of the World Trade Organisation 
means that the “worst case” trade deals that can be 
reached will not be that bad, although the ramifications for 
financial services are not so clear.  The risk is that prolonged 
and acrimonious negotiations with the EU could have 
unpredictable effects on confidence and affect the levels 
of investment in the UK.  However, most economists take 
the view that the longer term impact will be neutral. Of 
more significance are likely to be the political implications 
of this event.

Total Returns in Local Currency 
Last Month and Last 12 Months

•	 UK	vote	to	leave	the	European	Union	creates	period	of	political	and	economic	uncertainty.

•	 	Economic	implications	are	negative	in	the	medium	term,	neutral	longer	term.	 	

•	 The	political	consequences	for	the	UK	and	Europe	are	likely	to	be	more	significant	than	economics.

•	 We	are	letting	the	dust	settle	before	re-assessing	investment	strategy.
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Markets Overreact As Usual
The immediate reaction was for sterling to fall by some 
9% against the dollar and 10 year government bond yields 

Total	Return	for	Market

1	month	 
to 24 June

12	months 
to 24 June

% %

Currencies	v	£ Rate

US dollar
Euro
Yen

1.37
1.24
140.3

5.7
5.1

14.1

14.6
14.0
37.0

Cash	(3m) Yield %

UK 
USA
Euro
Japan

0.58
0.64
-0.62
-0.03

0.0
0.0
0.0
0.0

0.6
0.2

-0.1
-0.2

Bonds	(10yr) Yield %

UK
USA
Germany
Japan

1.08
1.51
-0.08
-0.17

3.4
3.1
2.3
0.6

10.9
9.9
9.3
6.8

Equities Index

UK
USA
Germany
France
Spain
Italy
Japan
Australia
China

FTSE 100
S&P Comp
DAX
CAC
SMSI
BCI Gen
Topix
All Ord
Shanghai C

-2.6
0.9

-6.2
-8.3

-13.0
-10.2
-12.6

-5.8
-2.1

-3.4
4.8

-9.5
-10.8
-21.9
-25.1
-24.5

-0.2
-33.3

Alternatives Index

Property
Commodities
Hedge Funds

IPD
DJ UBS
HFR

0.0
1.6
1.1

9.0
-15.4
-10.0

Source: Reuters
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declined to new all time  lows.  The UK stock market initially 
fell by 7%, though different sectors performed hugely 
differently.  Domestic companies, retailers, housebuilders 
and financials all fell heavily, whilst pharmaceuticals 
showed little movement.  At the time of writing, these 
moves have moderated considerably and it will take days, 
if not weeks or months, for the dust to settle. To the extent 
that these sharp moves create opportunities we will look to 
take advantage of them. However, we will not be making 
knee-jerk decisions and will, as always, take a longer term 
view of where value lies for our clients.  There is no doubt 
though, that the next few months will be full of uncertainty 
and markets will be volatile.  The greatest source of 
uncertainty, though, in the short term may well be political 
rather than economic.

Political Implications

Not only will there now be a leadership contest for the 
Conservative party, there is also the possibility that a 
general election may be triggered.  Additionally, with 
Scotland voting to remain, nationalist Scottish politicians 
are likely to agitate for another referendum on Scottish 
independence.

From the point of view of the investor, the political risk 
implications for the EU could be even greater, as French 
and Dutch nationalists have already demanded referenda 
in their countries.  This will undoubtedly be negative for 

the euro. 
The financial crisis marked a generational shift in the 
nature of global growth and what drives it.  The political 
settlements that were reached during this period of  
reflationary growth are now being tested with the rise of 
populism and nationalism.  The next test will be the US 
election, where the outcome could also have far-reaching 
economic consequences.  The status quo that we had 
expected to prevail has been broken and we will look to 
adjust portfolios to the new environment as necessary.

Low Volatility Portfolio

In this period of extreme volatility our Low Volatility 
Portfolio comprising short dated corporate bonds and 
a range of funds that have low correlations to bond and 
equity markets has remained relatively stable, as  intended.  
For some investors looking for a relatively safe haven in 
the current stormy environment, this may be a suitable 
strategy, dependent on each individual’s tolerance for the 
risks of alternative strategies.

As always, we are here to help and advise so please contact 
your account manager or me if you have questions.

Matthew Hunt
Principal

Source:  Valu-Trac
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