
Page 1 of 2 

 

 

 

 

Dear Friends, 

The votes are in, and the UK will leave the European Union (but not immediately, as 

discussed below).  The turbulent relationship between the United Kingdom and Europe has 

culminated in a 52%/48% vote to leave the EU, which has sent shockwaves through global 

financial markets and left investors asking, “How will this decision impact me?”   

What we know (not much): 

 The United Kingdom is leaving the European Union. 

 Negotiations surrounding the exit and future market access will be contentious. 

 Uncertainty around Europe, rates/currencies and the global economy will persist.  

  

What we don’t know (not much): 

 Will other nations follow the UK and line up at the exit?  

 What will be the long-term effects on the UK’s economy? 

 Will London remain the hub of Europe’s financial activity? 

 What will happen to euro-denominated financial instruments? 

 

Before delving into the implications of the vote, it is important to remember that this exit is a 

process, not an event.  A vote to leave does not immediately remove the UK from the EU.  

In fact, the UK will remain in the EU until its government triggers an exit mechanism under 

Article 50 of the Treaty of the European Union; consensus suggests this will not occur until 

a new Prime Minister has been elected.  The mechanism triggers a two-year negotiation 

between the EU and the exiting state on the terms of its withdrawal, meaning the UK will 

remain in the EU for at least another two years.   

Article 50 is important because it not only establishes the arrangement for a state’s 

withdrawal, it also sets forth the framework by which the exiting state and EU may access 

one another’s markets after the exit is finalized.  However, while Article 50 sets the 

framework, market access terms for states outside the EU can only be agreed upon in a 

separate treaty.  Relations between the UK and Europe have been strained for decades, 

and the referendum decision to leave will undoubtedly make agreeing to market access 

terms a contested affair.  With the UK accounting for approximately 13% of the EU’s 

population and 15% of its economic output, it is in both parties best interest to exercise an 

orderly transition with minimal disruption.   
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Market  Reaction: 

This referendum vote has resulted in more questions than answers at this point, but the 

immediate market reaction has been an unsurprising spike in volatility.  We are witnessing 

strong movements in “safe haven” currencies, with the US dollar and Japanese Yen gaining 

against the British pound and the euro as the global market transitions into “risk-off” mode.  

Asian equity markets, as well as UK and European markets, have sold off, and we expect 

US markets will participate in the sell-off.  Central banks have announced that they will 

provide support, as necessary, but liquidity does not appear to be a concern at this point. 

Longer-term, we expect global markets will remain volatile, as any development in “leave” 

negotiations will be closely monitored and will undoubtedly result in headline risk.  The UK 

represents 4% of the global GDP.  While the Brexit vote will likely have a major impact on 

UK and EU economies, its impact on the US and global economies will be more muted.  

However, despite the perceived vulnerability of countries with direct ties to the UK, and the 

expected near-term volatility, we believe opportunities do exist in the current environment.   

To this point, we have spent considerable time speaking with our global investment 

managers leading up to yesterday’s referendum, and are comforted knowing that they will 

not be participating in the general market’s knee-jerk reaction.  Our managers are carefully 

chosen based on their expertise within their respective markets, and their dedication to the 

philosophies of protect and preserve, and win by not losing.  While some of our managers 

have adjusted their portfolio weightings in the event of a leave scenario, their experiences 

navigating tumultuous market environments over multiple decades has imparted on them 

the importance of staying the course and maintaining discipline to ensure the greatest long-

term risk adjusted returns for their investors.  

Our firm will be using yesterday’s vote, and the ensuing volatility, as an opportunity to 

rebalance client portfolios back to long-term targets.  We continue to prefer low volatity 

developed market equities over emerging market equities, and higher quality bonds in our 

investment and non-investment grade portfolios.   

We encourage you to remain disciplined, and to please contact us with any questions.        
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