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Why the Brexit frenzy and is it justified? 

The Brexit vote is fast approaching and uncertainty in financial markets has been building over the last few 

weeks, particularly as the ‘Leave’ campaign – focussing on the more emotive topic of immigration – has 

been showing a lead over the ‘Remain’ campaign according to opinion polls. With Brexit now a real 

possibility, investment markets are starting to focus more on the risks around Brexit and the threat this poses 

to the UK and wider global economy. As the Eurozone continues to slowly recover from the 2012 euro crisis, 

there are concerns a ‘Leave’ vote will renew worries about the stability of the Eurozone and encourage euro-

sceptic public opinion in other European Union countries to follow the UK’s lead. All of which has led to a 

flight to safety pushing bond yields down and the US dollar up over recent weeks. With the Brexit vote still 

too close to call, we continue to remain defensively positioned in high quality stocks that are able to 

withstand the uncertainty ahead. UK banking group CYBG is the only position in our portfolio directly 

impacted by the vote, but we are very comfortable with the medium term investment case for the company, 

albeit the current Australian dollar share price may be moved around by the British pound’s volatility. 

Opinion polls now in favour of remain, but will that be the case when they go to the polls?  

In recent weeks there has been a swing in the polls in favour of the ‘Leave’ campaign, primarily driven by 

concerns of mass immigration in Europe and financial instability across the wider Eurozone. Yet even as we 

approach the referendum with the outcome likely to be much closer than had initially been anticipated, we 

continue to expect a ‘Remain’ outcome. It should be noted that opinion polls in the UK are conducted online 

and tend to significantly over-represent the politically engaged. Hence betting odds usually offer a much 

more reliable guide to voting outcomes. These predict a healthy margin for a ‘Remain’ outcome, albeit 

somewhat lower than that which was expected a month or so ago. 

A key turning point may well prove to be the tragic fatal shooting of Jo Cox, a pro-EU Member of Parliament 

in the UK. This should aid a late move towards the status quo/remain vote which is has often been a feature 

of past UK referenda. The September 2014 referendum on Scottish independence involved a late move to 

vote for the status quo. Furthermore, should the UK decide to leave the European Union, questions remain 

over the stability of its own union as this would at the very least bring a renewed Scottish referendum into 

play. We think that the fragile nature of the current UK recovery and fear of the unknown will see a vote to 

remain within the European Union. 

 

Opinion polls now point to a very close referendum  The tragic murder of Jo Cox reduces Brexit  
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A Brexit would bring some volatility to the European region 

Financial market volatility has increased as the referendum has approached and the Leave campaign briefly 

took a small lead in the polls. The uncertainty in financial markets reflects two things.  

Firstly, there are concerns about the impact of Brexit on the UK economy, given that its exit from the 

European Union would likely restrict its access to its principle export market – the European Single Market 

takes 44% of UK exports. Furthermore Brexit would place pressure on labour mobility that is highly valued by 

large global companies which base their European operations in London, thus reducing foreign investor 

confidence in the UK financial sector. A vote to leave would likely negatively impact UK gross domestic 

product in the short to medium term. This could weigh heavily on UK assets, notably the British pound which 

has weakened in recent months.   

Secondly, the concern globally is that a Brexit vote could lead to renewed fears about the durability of the 

euro if the vote encourages euro-sceptic public opinion in Eurozone countries such as Sweden and Italy to 

support parties committed to exiting the European Union. This in turn could reignite concerns about the 

credit worthiness of euro-denominated debt issued by peripheral countries such as Greece and lead to a 

flight to safety out of the euro and into the US dollar.  

 

Uncertainty indicators have increased since the start of the 

year 

Pound has been weak all year with fears of 

Brexit 
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Leave or Remain – How do markets react?   

If on Thursday the UK votes ‘Remain’ then in the short-term markets should see risk assets sharply 

accelerate their bounce back from the declines of recent weeks. Given that much of the uncertainty of Brexit 

has already been priced into the market, the British pound would also likely continue its recent appreciation 

alongside UK and European shares.  

However if the UK votes ‘Leave’, we are only likely to see more downward pressure on markets in the short-

term. The British pound will likely fall alongside the Euro and markets will react adversely with both UK 

shares and bond yields down. This will likely result in a sudden appreciation in the US dollar, Japanese yen 

and gold as investors rush to safe haven currencies and commodities.  

 

Sterling will get an instant boost if the ‘Remain’ vote wins Market likely to fall alongside currency with 

Brexit as the two historically trend together 
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What does Brexit mean for Australian markets? 

If financial markets believe a Brexit-triggered recession is a reasonably likely prospect, then in the short term 

a ‘Leave’ result could see a violent market reaction, with the British pound and, to a lesser extent the euro, 

repricing lower. This may negatively impact those companies on the ASX200 that generate revenue in British 

pounds such as CYBG, Henderson, IRESS, etc. The heightened volatility brings a risk that Australian banks 

might have to pay more for the capital that they borrow overseas (they source around one-third of their funds 

through these wholesale markets). This is then lent to domestic mortgage-holders but given that funding 

costs are very low this impact would be marginal. Overall we expect the impact to our economy and market 

would be quite limited.  

Our direct equities portfolios remain well positioned even in the event of Brexit 

Specifically for our portfolios, the only major exposure to this threat is CYBG. However, its operations are 

entirely within the UK so would not face the prospect of an enforced relocation of businesses that the 

international banks would face should London no longer sit within the European Union. We continue to hold 

the stock because we think it is undervalued and that the new management team in place will boost returns 

and generate price appreciation on a medium term basis. So, even in the case of Brexit we would be happy 

to hold and potentially increase our position in this stock. 

Focussing on the long term picture  

What investors must remember is that this is by no means the first time we’ve had to face uncertainty and it 

won’t be the last. Grexit is one recent example, together with the oil crisis, the tension between Russia and 

the Ukraine on the Crimean Peninsula and the meeting, and subsequent raising, of the US debt ceiling. It 

pays to focus on the long-term and not be scared out of good investments due to short-term uncertainties.  

We continue to take a long-term view in the portfolio and remain defensively positioned in high quality stocks 

that are able to withstand the uncertainty Brexit may bring about in markets. In fact, if Brexit does occur and 

the market does take a hit, it could be a great opportunity to pick up some high-quality businesses at 

discounted share prices. So no matter what the outcome on Thursday, stay calm and keep an eye out for 

bargains. 

 

Yours sincerely, 

 

 
Dermot Ryan 
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