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Keeping perspective in post-Brexit volatility 
 

25 June 2016 

 

On 23 June, the British electorate voted to leave the European Union (EU) with 

51.9% of the vote in favour of leaving and 48.1% in favour of remaining. Global 

markets and currencies have reacted negatively to the uncertainty, with a significant 

spike in volatility and falls across all major equity markets. The British pound fell to a 

three-decade low against the US dollar – its biggest one-day fall on record. David 

Cameron announced he will be standing down as Prime Minister, with his successor 

being chosen by October. 

• Markets are likely to remain volatile until it becomes clear what Brexit will mean 

for the UK and the rest of the EU.  

 

• Against this backdrop, we continue with our in-depth research in our efforts to 

identify investments that can reward investors over the long term and capitalise 

on short-term market uncertainties.  

 

• Capital Group has a long history of dealing with the regulatory and business 

environment from both in and outside the EU. The prospect of the UK leaving the 

EU does not affect our long-term commitment to building a strong, sustainable 

business across the European region.  

 

What happens next? 

The exit of a large, established member from the EU has never been tested, and so 

nobody can be sure what happens next. It could take at least two years for the UK to 

formally exit from the EU, and it is unclear how much the country’s formal 

relationship with the EU will change in that period. This uncertainty is likely to have 

an immediate effect on areas of the economy such as business investment, 
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consumer and business confidence, the currency and foreign direct investment 

flows, among others.  

“The key point to remember is, this referendum is the beginning of a process, it’s not 

the end,” says Capital Group portfolio manager Rob Lovelace. “The market has 

interpreted this as a bimodal event and it isn’t. Now that the referendum has passed, 

we start a two-year process of negotiations.” 

“Markets are reacting negatively to the uncertainty,” he says. “Markets hate 

uncertainty. UK equity prices may continue to decline and the economy may suffer in 

the short term. But as someone who can take a long-term view, I would regard it as a 

buying opportunity.” 

 

A domino effect in Europe?  

Portfolio manager Mark Brett states that “this isn't just about the UK leaving. 

Ultimately, the UK should be able to devalue its currency enough into a competitive 

position. The bigger question is how the other 27 countries deal with their problems 

now.” The UK’s exit could possibly encourage certain political parties in several 

European countries, for example Front National in France, to promote similar actions 

in their respective nations. A Greek exit could be put back on the table, while polls in 

other countries, including the Netherlands and the Czech Republic, have suggested 

that their populations might want to follow with similar votes. The Spanish elections 

on 26 June will also be a key indicator. Portfolio manager Thomas Høgh notes, 

however, that, conversely, “Brexit could propel the EU towards a greater political and 

fiscal union, including common deposit insurance. History suggests that a crisis can 

be what is needed to prompt the EU into making structural progress.” 

Countries trading with the UK will likely be impacted by both a fall in sterling and 

also potentially weaker UK domestic demand, while a “risk off” environment could 

lead to a continued weakness in European bank share prices.  

 

Putting market volatility in perspective 

Markets generally do not respond well to uncertainty and high levels of volatility are 

likely to continue while the EU decides how it will treat the UK going forward, and 

while we wait to see whether Brexit prompts EU member states to renegotiate their 

own relationships with Brussels. In these times, it is important to remember that 

market declines are a natural part of investing, and that, in the past, the market has 

always recovered over longer timescales.   

Although the pace of recoveries vary, staying invested will mean that investors can 

fully benefit from market recoveries as they happen. “It is difficult not to get carried 

away with all the political noise,” according to Mark, but he notes that “we should not 

let emotions override facts, objectives and valuation”. Strong emotions during 

market swings can encourage investors to sell when prices are at their lowest. 

Conversely, investing when markets are falling can allow investors to take advantage 

of buying at lower prices.  
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Even when markets are falling, it is not unusual for equity, bond and exchange rate 

markets to overreact and these kinds of market pullbacks can create opportunities 

for active managers. Once the situation becomes clearer, we can focus on our in-

depth company and security research in an effort to identify valuation opportunities 

that may have been overly impacted by short-term market fears.   

One factor that is often overlooked by the markets in these volatile periods is how 

international many companies have become. A revenue-based analysis, which 

examines where a company conducts its business rather than simply where it is 

domiciled, can be a much better tool for understanding the risks and opportunities 

embedded in portfolios than simple geographic analysis. In fact, just over 50% of 

revenues within MSCI Europe come from outside of Europe. This figure is higher for 

the UK FTSE 100, where there are many companies that are listed in the UK, but 

operate elsewhere.   

“When it’s all said and done, do I think fewer people and fewer businesses are going 

to want to be in London? I really doubt it,” says Rob. “I think London will continue to 

be one of the most important cities in the world, and it could even be a better 

business hub without EU regulations.” 

 

Operationally, Capital Group has prepared for Brexit and remains committed to 
Europe 

We have a contingency plan in place in preparation for episodes of volatility, with 

additional resources in trading, trading support and operations.  

Moreover, we remain committed to our business within Europe. Hamish Forsyth, 

European President of Capital Group Companies Global, comments: “With very well-

established operations in Geneva, London and Luxembourg, we have a long history 

and experience of dealing with the regulatory and business environment from both 

in and outside of the EU, so we are confident our contingency planning will allow us 

to navigate through the post-Brexit environment. Importantly, this issue does not 

affect our long-term commitment to building a strong, sustainable business across 

the European region.” 
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