
  

 

IMPLICATIONS OF BREXIT VOTE  
 
As we write this the global financial markets are once again in turmoil.  The extent to which currencies and 

shares have sold off post the release of the Brexit result clearly indicates how badly the ‘exit’ vote was 

misjudged.  And who said markets were ‘efficient’? 

 

If we look at the basic drivers for the vote and why it was a surprise, it really shouldn’t have been.  For 

one, the extent of propaganda evident in the UK markets to ‘leave’ (we are fortunate to have feet on the 

ground via our UK office) was there for all to see, particularly against immigrants.  It seems the vote to 

leave was grounded in a belief that immigrants are taking British jobs and lengthening queues for British 

people to see doctors.  The economic implications were clearly secondary and perhaps they should have 

been because economic ramifications are beyond most, if not all market followers (let alone the voting 

public).  Across the fund management community, both local and offshore, there was no clear consensus 

as to which way the vote would go.  However, the decision is not in the hands of the investment 

community (not that they would naturally be more rational), the decision rested with 72% of the UK 

population who turned out to vote.  As Winston Churchill once remarked: “the best argument against 

democracy is a five-minute conversation with the average voter”.    It seems that the wisdom of the masses 

has trumped economics. 

 

The charts below are telling:  Pro-Leave voters were concentrated in 2 main camps:  the elderly (voters 

older than 50), and those based outside of London.  The youth clearly wanted to remain and they will have 

to deal with the consequences of Brexit for far longer than the elderly.  Interestingly, both Scotland and 

Northern Ireland voted to remain, which may now mean that Scotland wants independence again and that 

Northern Ireland now needs a border with the south.  It is all quite material.  And, while the economic 

powerhouse of London voted to ‘remain’, they were outweighed by the less economic-aware (and elderly) 

voters in the rest of the UK.  
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Unfortunately for investors the ‘leave’ vote means short term (and perhaps longer term) economic 

uncertainty and a general ‘risk off’ mindset which is negative for investment returns.  While some will see 

short term buying opportunities (UK banks are down 30% as we speak), others will see long term economic 

stagnation.  Blackrock (a fund manager we use for global assets) summarises their view below: 



  

 

1. EU leaders will be spending their time fending off other country calls to leave the EU which would 

lead to its total demise 

2. It will be a long, drawn out, expensive and messy divorce – unpacking various trade agreements and 

laws 

3. Pressure on the Euro-zone will remain 

4. Heightened pressure on the UK financial system:  ensuring there is sufficient liquidity in the market 

and that banks are well capitalised and protected 

5. Potential downgrades on UK bonds which would increase the UK’s cost of borrowing (join the club!) 

6. Poor returns out of UK property – many have seen this as a very expensive asset class. A general 

migration away from London as an economic hub leads to lower demand.   

 

So in short, a negative outcome for investors over the short to medium term at least.  But, you may be 

aware that the UK has 2 years to unwind their EU relationship from the point that they invoke article 50.  

Cameron, who has now resigned, has passed the decision onto his successor, which means that when he 

departs (around October), we expect that the official unwind negotiations will start.  So, while markets 

have reacted strongly, it remains status quo for at least 2-3 more years. 

 

On the positive side, the UK will not need to play a supporting role in the recovery of Europe (which 

carries a huge debt burden and carries weak individual economies such as Greece).  So the longer term 

prospects for the UK seem appealing, at face value, and in particular for UK citizens who will benefit from 

a more protected and less socialist economy.  Going forward they will need to follow the rules of any 

independent economy:  competitive advantage in industries leading to supportive economic growth.  They 

will also need new trade agreements with the EU (and other nations like the US), which should happen 

quite easily, we suspect (in spite of all the noise to the contrary).  In terms of the Sterling currency, it is 

very difficult to predict a long term outcome and we caution clients against being reactionary and selling 

any GBP positions at this point (the pound is at 35yr lows against the dollar post the sell-off).  We often see 

over-reaction to seismic events, and with the UK decoupling from the EU, and given the size of their 

economy, it is likely the pound will continue to be a favoured ‘hard currency’, and now may present a 

good buying opportunity. 

 

For clients we have taken numerous steps during the course of the year to help protect capital in a market 

which is difficult to navigate.  For global portfolios we advised a reduction in equity exposure and tilted 

portfolios towards value oriented equities which typically perform better when markets sell off, and also 

offer the prospect of positive returns.  We also recommended the addition of Orbis Optimal which is an 

absolute type fund to protect against a fall in both equity and bond markets, particularly given the risk in 

global bonds which are the traditional ‘safe haven’ assets.  Locally, we have retained overweight offshore 

positions across the board to provide diversification and also hedge against falling global and domestic 

equity values.  Lastly, across the range of strategies, we have advised clients to implement conservative, 

defensive portfolios.  While these may not deliver positive returns in the short run (during a sell off of this 

magnitude it is almost impossible), we are confident they will serve to minimise drawdowns for clients 

which enables a performance recovery to take place quicker (and a less stressful ride for clients). 

 

Going forward we will be closely evaluating each and every client portfolio to see where there are 

opportunities for enhancement.  As clients will know, we do not believe in portfolio tinkering (we do not 

expect short term tactical asset allocation to be a strong source of value-add), however at points of 

extreme market movements such as this, it is prudent to re-evaluate portfolios given the step-change in 

the risk and return profile across asset classes. 

 

Please contact us if you have any particular concerns or queries 

        


