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Ordinarily we try to avoid being too concerned about political events which are often unforeseen and met 

with emotional reaction in our analysis of market conditions.  While it may be possible for nimble traders 

to find value in the midst of event driven volatility, there is a natural tendency for many investors to     

overreact to unexpected news which may not necessarily reflect the nature of the broader economic        

environment.  Instead, we as professional investors prefer to focus on identifying sustainable economic 

trends that present opportunities for us to add value in client portfolios.  The reason for this is that we can 

analyze fundamental factors that contribute to them in a disciplined way which increases our chances for 

having success.   

With that said, the upcoming Brexit vote tomorrow giving U.K. citizens the opportunity to leave the        

European Union (EU) gives us a lot to consider as there will be not only a short term market reaction to  

the decision, but also a longer term aspect as it would take some time for the market to discount the       

economic impact of renegotiated trade agreements.  Should the voters choose to “Bremain” in the EU, the 

likely  market response is a relief rally as investors prefer the certainty of the status quo.  In the event of a 

“Brexit” vote, things get a lot more complicated and market volatility is likely to increase until the dust has 

a chance to settle.  The fall out in the U.K. is likely to be more dramatic than in the U.S. as interest rates 

would be expected to fall, the pound would weaken, and U.K. stocks would likely sell off.  The reason for 

lower rates and a weaker pound would be that the Bank of England (BOE) would provide liquidity to    

ensure that credit markets continue to function with some normalcy. The core issue is the uncertainty that 

the trade agreements present as the EU would be likely to use its size as leverage to gain concessions that 

would discourage other member nations from leaving the union in the future.  The potential for              

concessions along with the likelihood of higher taxation on British companies doing business in Europe 

would slow earnings growth and negatively impact stock prices.  Were the Brexit vote to occur in a robust 

economic environment, 

concerns would be   

dampened to some       

degree, but there is more 

urgency within the      

context of a  fragile global 

economy  and U.K. stocks 

already in a bear market 

dating from mid-2014.  

 

 

 

 



 

 

The impact on U.S. based investors is likely more modest as our economy is in a stronger position          

comparatively to start with and there is no direct trade impact from the vote.  Even so, we would not be  

immune to heightened volatility across global markets that would likely occur in the immediate wake of a 

Brexit vote.  The dollar and U.S. bonds would benefit as greater uncertainty globally will bring more      

foreign investors to our markets for both more yield and greater stability.  The risk for the U.S. investor is  

if the dollar gets too strong, export growth will be constrained which will present headwinds for stocks.  

This does not present a reason to panic out of equities especially for an investor with a long term asset     

allocation strategy that is well diversified and consistent with their objectives.  More likely, it represents   

an opportunity to become more defensive on the margin with regard to more cyclical, economically        

sensitive stocks and financials with global exposure.  It is a catalyst to take inventory of the risk budget in 

portfolios and may present opportunity to find good value in some companies should the initial reaction 

prove excessive.  Beyond the initial market reaction to Brexit, investors are likely to refocus on economic 

fundamentals and corporate earnings in the U.S. within a reasonable period of time.  With that in mind, we 

want to be engaged, but working in a disciplined objective manner so as not to be unnecessarily reactive 

unless the weight of the economic evidence dictates a more dramatic shift in asset allocation strategy. 
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