
 
 
 
 

 
 

Please refer to Appendix – Important Disclosures. 
 

Stock Market Update – Fallout from Brexit – Friday, June 24, 2016 

The UK voted to leave the European Union yesterday which has resulted in turmoil in the global financial markets.  Although 
the outcome of the vote was seen as close, it nevertheless came as a surprise given the level of pressure by the political 
powers in Europe. Markets around the globe rallied in front of the vote anticipating a positive outcome and this adding to the 
selling pressure today as those positions are unwound.  The UK vote was significant given that Britain joined the EU in the 
early 1970s, as a result of a weak economy, relative to the rest of the continent.  The situation reversed in recent years with 
the British economy outpacing much of the Eurozone, which in addition to a divided view on immigration was the breeding 
ground for bolting from the EU.   

The implications of the UK vote are significant and widespread.  The fear is that this will encourage other nations, including 
Spain and Italy that may also have designs on leaving the safety of the economic block.  The uncertainty surrounding the 
vote on the financial markets and the political establishment will be far reaching.  The immediate response has been steep 
declines in equity markets around the world.  In addition, there has been severe turmoil in the currency markets, which could 
hurt the global economy for a period of time. Volatile currency markets make it more difficult for businesses to forecast long-
term needs.   Gold prices have soared as a safe haven, which is another indication that an excessive level of fear is present. 
The fear and turmoil will likely cause the central bankers to add a large measure of liquidly to help stabilize the situation.    

For U.S. investors, the weakness in the equity markets is anticipated to be short lived.  The uncertainty in Europe is likely to 
cause foreign investors to increase exposure to U.S. securities over the intermediate term. The Federal Reserve is 
anticipated to place on hold any rate hike until late in the year or into 2017.  Although U.S. multinational companies will be 
concerned about the short-term implications, it could be argued that reduced regulation in the UK could encourage pro-
business reforms by the EU that eventually would help stimulate trade.  The fact that the UK split has been the cause of 
widespread concern for a number of months suggests that many investors have already sold or taken hedged positions.  The 
CBOE Volatility Index (VIX) has soared more than 30% overnight suggesting that extreme fear is entering the market which 
typically precedes a market low.  Support for the S&P 500 is in the vicinity of 2000 to 2025.  The financial sector is expected 
to take the brunt of the selling as a result of the UK exit and has been ranked near the bottom of the relative strength rankings 
for quite some time.  The strongest sectors are utilities, materials and industrials. 

Bottom Line:  Investors should maintain current asset allocation levels of exposure to stocks.  
Stocks do not typically bottom in front of a weekend so the weakness could carry forward into next 
week. 
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Appendix – Important Disclosures and Analyst Certification 
 
This is not a complete analysis of every material fact regarding any company, industry or security. The opinions 
expressed here reflect our judgment at this date and are subject to change. The information has been obtained from 
sources we consider to be reliable, but we cannot guarantee the accuracy. 
 
ADDITIONAL INFORMATION ON COMPANIES MENTIONED HEREIN IS AVAILABLE UPON REQUEST 
The indices used in this report to measure and report performance of various sectors of the market are unmanaged 
and direct investment in indices is not available. 
 
Baird is exempt from the requirement to hold an Australian financial services license. Baird is regulated by the United 
States Securities and Exchange Commission, FINRA, and various other self-regulatory organizations and those laws 
and regulations may differ from Australian laws. This report has been prepared in accordance with the laws and 
regulations governing United States broker-dealers and not Australian laws. 
 
Copyright 2016 Robert W. Baird & Co. Incorporated 
 
Other Disclosures 
 
United Kingdom (“UK”) disclosure requirements for the purpose of distributing this research into the UK and 
other countries for which Robert W. Baird Limited (“RWBL”) holds a MiFID passport. 
 
This material is distributed in the UK and the European Economic Area (“EEA”) by RWBL, which has an office at 
Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB and is authorized and regulated by the Financial 
Conduct Authority (“FCA”). 
  
For the purposes of the FCA requirements, this investment research report is classified as investment research and is 
objective.  
 
This material is only directed at and is only made available to persons in the EEA who would satisfy the criteria of 
being "Professional" investors under MiFID and to persons in the UK falling within articles 19, 38, 47, and 49 of the 
Financial Services and Markets Act of 2000 (Financial Promotion) Order 2005 (all such persons being referred to as 
“relevant persons”). Accordingly, this document is intended only for persons regarded as investment professionals (or 
equivalent) and is not to be distributed to or passed onto any other person (such as persons who would be classified 
as Retail clients under MiFID).  
 
Robert W. Baird & Co. Incorporated and RWBL have in place organizational and administrative arrangements for the 
disclosure and avoidance of conflicts of interest with respect to research recommendations. 
 
This material is not intended for persons in jurisdictions where the distribution or publication of this research report is 
not permitted under the applicable laws or regulations of such jurisdiction. 
 
Investment involves risk. The price of securities may fluctuate and past performance is not indicative of future results. 
Any recommendation contained in the research report does not have regard to the specific investment objectives, 
financial situation and the particular needs of any individuals.  You are advised to exercise caution in relation to the 
research report.  If you are in any doubt about any of the contents of this document, you should obtain independent 
professional advice. 
 
RWBL is exempt from the requirement to hold an Australian financial services license. RWBL is regulated by the FCA 
under UK laws, which may differ from Australian laws. This document has been prepared in accordance with FCA 
requirements and not Australian laws. 


