
 

24 June 2016 
 
 
  

Schroders 

Talking Point 

 

Britain votes for Brexit; but where do 
investors go from here? 
Gareth Isaac, Fund manager, Fixed Income 

 

The UK’s vote to exit the European Union (EU) has sent a seismic shock through financial markets. Many 
market participants have been caught by surprise by the outcome and appear to have been poorly positioned 
for the “Out” vote. Over the past week or so, there has been a strong rally in risk assets - both in the UK and 
globally - as investors became more convinced that the UK would vote to remain in the EU. The more 
optimistic positioning, combined with poor market liquidity, has amplified the surge in risk-off sentiment. 
Equites across the global have fallen sharply and sterling has plunged, while safe haven assets - those that 
were available to trade before London trading hours such as US Treasuries - have rallied strongly. 

For the remainder of the day we expect to see extreme volatility across risk markets. Now that the result is 
clear the reaction of central banks and politicians will be key in limiting the fall out. We expect the Bank of 
England to make a statement before the market opens offering liquidity and stating the determination to ensure 
financial stability. 

Unfortunately, while the short term market reaction is obviously negative, the longer-term outlook for the UK 
economy and financial markets is potentially even worse. The full extent of the UK’s new trading relationship 
with the EU will not be finalised for many months and potentially years. This level of uncertainty will likely have 
a significant impact on investment and job creation for the UK economy, at least while the negotiations take 
place. We may begin to see UK-based manufacturers moving production to mainland Europe in expectation of 
trade barriers and tariffs against UK goods. 

In addition to the added uncertainty, the headwinds to the economy that were in place before the referendum 
remain. The UK economy remains very unbalanced; it has high budget and current account deficits – the “twin 
deficit” – as well as weak wages and productivity. The budget deficit has remained stubbornly high relative to 
the expectations of the Chancellor of the Exchequer, George Osborne, and will have to be addressed now the 
EU vote is out of the way. The prospect of higher taxes and lower spending will surely make the UK consumer 
more cautious. Moreover, as the energy dividend fades and wages remain stagnant, we are left concerned that 
the UK economy may not recover from this shock for some time. 

 

Important Information  

Any security(s) mentioned above is for illustrative purpose only, not a recommendation to invest or divest. 

This document is intended to be for information purposes only and it is not intended as promotional material in any respect. The material is not 
intended to provide, and should not be relied on for investment advice or recommendation. Opinions stated are matters of judgment, which may 
change. Information herein is believed to be reliable, but Schroder Investment Management (Hong Kong) Limited does not warrant its 
completeness or accuracy. 

Investment involves risks. Past performance and any forecasts are not necessarily a guide to future or likely performance. You should remember 
that the value of investments can go down as well as up and is not guaranteed. Exchange rate changes may cause the value of the overseas 
investments to rise or fall. For risks associated with investment in securities in emerging and less developed markets, please refer to the relevant 
offering document. 
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The information contained in this document is provided for information purpose only and does not constitute any solicitation and offering of 
investment products. Potential investors should be aware that such investments involve market risk and should be regarded as long-term 
investments. 

Derivatives carry a high degree of risk and should only be considered by sophisticated investors. 

The fund is authorized by the SFC but such authorization does not imply official approval or recommendation. 

Schroder does not provide any securities or investment products for offer, solicitation or trading within The People’s Republic of China (PRC). 
Should illegitimacy arise thereof, contents of this document shall not be construed as an offer or solicitation or trading for such securities or 
products. All items mentioned herein are sold through financial products issued by commercial bankers in the PRC under regulations by the 
China Banking Regulatory Commission (CBRC). Investors should read the relevant documents clearly before invest in the mentioned funds. 
Please consult the relevant commercial bankers in the PRC and/or professional consultants if necessary. 

This material including the website has not been reviewed by the SFC. Issued by Schroder Investment Management (Hong Kong) Limited.  
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