
Investment Commentary: Brexit
   On June 23rd, citizens of the United Kingdom (England, Scotland, Wales, and North-
ern Ireland) voted to leave the European Union (EU) by a margin of 52% (or 17.4 million 
Britons) to 48%.  The stunning vote came as a surprise to financial markets, with global 
equity markets declining sharply after the results were announced.

A lead up to the EU and the Referendum – what happened and why?
   The European Union was formed after World War II to help promote peace through
economic cooperation. Over time, it became a common market, allowing goods and 
people to move freely around member countries as if they were one. The UK joined the 
trading bloc in 1973, when there were only 9 member states.  Today, the EU consists of 
28 countries including 4 of the 7 largest economies in the world.
   The debate over whether to stay or leave the EU (which became known as Brexit), 
began not long after the United Kingdom joined the EU.  Eventually globalization 
concerns and a desire to wrest Britain from under Brussels’ thumb became key fac-
tors behind the “leave” movement.  Brexit supporters said leaving the EU allowed the 
nation to take back control over business, labor, and immigration regulations and poli-
cies. They also claimed the money being contributed to the EU budget (a net contribu-
tion of 9.8 billion pounds in 2014) would be better spent on infrastructure and public 
services in the UK.
   In 2012, Prime Minister David Cameron rejected calls from an increasingly vocal 
anti-European Union wing of his conservative party for a referendum on EU member-
ship.  He later agreed to hold one if the Conservative party won the 2015 election. The 
leaders of all five major political parties campaigned to remain in the EU, including 
Cameron, warning voters that leaving the EU was a leap into the unknown that could 
damage the UK’s economy and weaken national security.  That said, as regards to 
national security, there should be limited impact:  Britain remains a nuclear power, a 
permanent member of the United Nations Security Council, and a leader of NATO. 
Fallout from a SURPRISING vote!
   In the week leading up to the vote, financial markets had largely concluded that the 
“remain” vote would prevail.  Thus, the vote to leave caught the markets leaning in the 
wrong direction resulting in swift and severe market adjustments. On June 24th, the 
British pound plunged more than 10% against the dollar to its lowest point since 1985, 
before recovering slightly to settle nearly 8% lower at the end of the day.  Investors 
fled to the American dollar and the yen.  European stocks suffered the worst sell-off 
since 2008, with the Stoxx Europe 600 Index tumbling 7%, and the Japanese Nikkei 
Index posting a one-day drop of 7.9%. In the United States, the S&P 500 Index fell 3.6%, 
reversing year-to-date gains.
   Prime Minister Cameron, who led the “remain” campaign, announced that he would 
step down but would remain as a caretaker of the government until the fall. His succes-
sor will start the formal and legal process of leaving the Union under the terms of the 
EU’s governing framework.
Economic UNCERTAINTIES ahead 
   The UK’s departure strikes a blow to the EU, which has been beleaguered by debt cri-
ses, a Greek bailout, the influx of millions of refugees, high unemployment, and weak 
GDP growth. The impact for the UK economy depends on the terms of trade deals yet 
to be negotiated with the EU and other nations. For example, the International Mone-
tary Fund (IMF) projects that UK gross domestic product could decline about 1.5% by 
2021, assuming the United Kingdom is granted access to the EU market quickly. Under 
a more adverse scenario (which assumes trade defaults to World Trade Organization 
rules), the IMF projects a precarious decline in GDP of about 4.5%. 
   Approximately half of the UK’s exports are sold on Europe’s common market.  In the 
years ahead, new UK regulatory frameworks would need to be developed to con-
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 Returns as of 06/30/16

 2nd        Annual
 QTR 1 YR 3 YR 10 YR
Index 
S&P 500 (inc. div.) 2.5% 4.0% 11.7% 7.4%
Russell 2000 3.8% -6.7% 7.1% 6.2%
MSCI AC World xUS -0.6% -10.2% 1.2% 1.9%
REITs 6.8% 21.0% 12.3% 6.2%
Barcap Agg. Bond 2.2% 6.0% 4.1% 5.1%
90 Day T-Bills 0.1% 0.2% 0.1% 1.0%

In the world of equities, the second 
quarter of the year was anything but 
dull. April saw the large-cap S&P 500 
make marginal gains. May ended up 
being another good month for equities 
with most indexes posting positive 
monthly returns. June started out with 
relatively lackluster returns for stocks as 
labor added only 38,000 new jobs and 
the Fed, once again, reiterated its 
reluctance to raise interest rates based 
on lagging inflationary trends, 
weakening in the jobs sector, and 
sluggish exports. 

But the month and quarter ended with 
quite a bang, primarily precipitated by 
the UK’s referendum vote to withdraw 
from the European Union, which sent 
stocks around the world into a dramatic 
tailspin and felled the British pound by 
over 10%. Nevertheless, by the last day 
of the quarter, stocks seem to have 
weathered the storm and regained 
much of what they had lost. On the plus 
side, the S&P 500 and Russell 2000 
posted quarterly gains of 2.5% and 3.8%, 
respectively.

The Quarter in Review:  The 
employment sector slowed toward the 
end of the second quarter with only 
38,000 new jobs added in May, compared 
to 215,000 new jobs added at the end of 
the first quarter. The FOMC met in April 
and June. Following both meetings, the 
Committee noted that the economy 
appears to have slowed. The federal 
funds target rate has remained at the 
0.25%-0.50% range since it was last 
increased in December 2015. In support 
of its decision to maintain interest rates 
at their present level, the FOMC noted 
that the pace of improvement in the 
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duct business and trade in a post EU world.  Less favorable trade terms could discourage 
foreign investment in the UK by firms that might otherwise seek a UK presence to access 
European customers.  Concerns about Brexit had already led businesses to put hiring and 
spending plans on hold and has decreased merger and acquisition activity.
   The EU is the largest trading partner of the United States, so Brexit complicates pend-
ing trade negotiations and will require adjustments to existing agreements. It may also 
take time to forge new deals with the UK.  In addition, U.S. companies with a significant 
presence in the UK could take a hit. With the British pound weakening against an already 
strong dollar, U.S. exports become more expensive, reducing foreign sales. 
One and Done?
   The broader global impact will depend on developments in confidence and possible po-
litical contagion.  For example, Scotland could seek independence from the UK in order to 
remain in the EU, and Northern Ireland might consider reunification with the Republic of 
Ireland. Additional ripple effects could be felt in countries such as Norway already consid-
ering a referendum of their own, or France, which is facing an upcoming election within 
the next year.  That said, the UK referendum has posed a major question that could act as 
a deterrent to further exits – in reality, where are countries going to “leave” to?
   Still another question: is this a done deal?  The referendum is not legally binding. Howev-
er, it’s difficult to imagine that the British government would ignore the will of the people.  
The process of “leaving” only begins once Article 50 is invoked.  Once that occurs, Britain 
couldn’t change its mind and stay in the union unless the 27 other countries agreed.
Next steps to the Exit
   Following the vote, German, French and EU leaders pledged to move forward without 
the UK as a unified group of 27 countries. The “leave” campaign did not present a unified 
way forward, so the approach and configuration of the government will likely take some 
time to articulate. Once Article 50 of the Lisbon Treaty is invoked, the formal process of 
leaving the EU will begin, opening up a two-year window of negotiations on the terms of 
the exit. The UK will remain a member of the EU until it officially departs. Of note: the UK is 
the first nation to break away from the EU.
Implications for Investors
Brexit-related anxiety could continue to fuel market volatility until the details are finalized 
and the economic fallout is better understood. Given that it may take several years for the 
specifics of Brexit to play out, we believe that investors’ best protection is to:
1)     Hold a portfolio that is diversified across asset classes and regions and that can pro-
vide ballast in these environments. 
2)     Adhere to a sound and balanced investing strategy that matches your risk tolerance 
and reflects your cash flow needs.  This can prevent you from making emotional decisions 
and losing sight of your long-term financial goals.  

labor market has slowed, job gains have 
diminished, and inflation continues to 
run below the Committee’s 2.0% target. 
The price of crude oil was volatile, 
ranging from $37 to $51 per barrel, and 
finally settling at $48.57 by the end of 
the quarter. 

First quarter growth lagged behind 
the fourth quarter’s 1.4% growth rate. 
The federal deficit through the first 
seven months of the fiscal year, sits at 
$407.1 billion, compared to $366.8 
billion over the same period last year.  
   While the housing market slowed in 
the first quarter, it showed signs of 
picking up during the second quarter. 

As our Commentary points out, the 
UK’s referendum vote to exit the EU 
sent equity markets around the globe 
reeling as the second quarter ended. 
That downturn is but a distant memory 
now, as hopes of “more stimulus!” from 
central banks and fading ‘Brexit’ fears  
caused US equities to erase ‘Brexit’ 
losses and hit new highs in recent days.

Eye on the Quarter Ahead:  Whether 
the impact of the Brexit vote negatively 
affects equities in the long run remains 
to be seen. In the meantime, investors 
will be looking ahead to catalysts like 
the second-quarter earnings season 
and the July Fed policy meeting when 
the Committee will be armed with 
reports on several important economic 
indicators including consumer prices, 
producer prices, and the employment 
situation.

Source: Broadridge Investor Communication Solutions,  Inc.   

3)     Review Rebalancing.  Volatile periods such as these can provide opportunities to rebalance portfolios toward long-term targets.  
4)     Avoid against making short-term changes to portfolios; maintain perspective and long-term discipline. While Brexit is a big 
splash for the U.K., it should be, in the end, a small ripple for the global economy. Because of this, investors who can take advantage 
of the overreaction of other investors may well be able to profit from Britain’s self-inflicted wound. 
5)     Be open to opportunities that can accompany uncertainty.  Markets often overcorrect, and the accommodative push from cen-
tral banks can be supportive to equities in the near term. In addition, active management with strong fundamental research may 
become more critical in global fixed income and equity markets given expectations for ongoing volatility and political risk. 
 In conclusion, Brexit is an immensely complicated problem with effects on the political, economic and financial environ-
ment.  As a result, we remain vigilant in our ongoing evaluation of portfolio allocations and the impact of changes in the global 
economy and look forward to discussing our thoughts with you.  (Sources:  Excerpts from NYT ‘Basics on Brexit’ 6-25-2016; Broadridge Communications, Inc.)

Summer Excursion to The Barn Restaurant: This new contemporary American steakhouse and wine bar has quickly become a local 
favorite. The menu inspires excitement with quality and diversity. Each item is prepared with care by the chef, and their experienced 
sommelier will recommend wine pairings. Next time you are in Granby, CT we would highly recommend experiencing The Barn. 


