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Brexit: What’s next 
In the world of low probability events occurring and having wide-ranging outcomes, Britain’s decision to exit the EU is 
a big one. As big as Lehman/AIG/Greek default? We don’t think so, but policy response from central banks is likely 
necessary to determine shorter-term market direction. Essentially, most market participants had the strong belief 
and focus that the electorate would be swayed by the possible negative long-term economic consequences and 
remain, while failing to recognize the anger and disillusionment primarily over immigration issues and government 
leadership in general.   
 
All that being said . . . this is today’s reality. British PM David Cameron has resigned and will serve for the next three 
months while the Conservative Party looks for a replacement. We expect an orderly change of government and don’t 
expect the Conservative Party to fall, with the new leader likely to be Boris Johnson, Theresa May or Michael Gove. 
Cameron has communicated that he will leave the task of triggering Article 50 of the Lisbon Treaty to his successor. 
Article 50 lays out the two-year window to negotiate the exit. This result in the interim is unquestionably bad for risk 
assets and could lead to a potential growth and deflationary shock, with the UK at the forefront with a fairly high 
probability of running into a recession. The longer-term concern is the blueprint for further secession plans in Europe. 
There will be rumblings out of France, Spain, and Italy which will keep this unique event at the forefront of exogenous 
risk factors for some time. Markets will eventually get used to the swing of the pendulum, but expect near-term 
volatility. 
  
Central Banks: 
• Bank of England (BOE): will likely hold off now with Mark Carney monitoring developments closely, but are ready 

to pull the trigger and inject liquidity and “will take all necessary steps to ensure stability”.  An immediate 
response may be seen as panicked. The BOE will need to address the expected hold on all corporate investment 
decisions and a likely drop in consumption. 

• European Central Bank (ECB): If Brexit threatens to derail the eurozone recovery (which it likely will), the ECB is 
committed to use all available instruments if necessary to counter the downside effects of Brexit. 

• Federal Open Market Committee (FOMC): Unlikely to see a rate increase anytime soon (Canoe calling for two rate 
hikes, but losing conviction on this view), given the volatility and more importantly the restrictive nature of an 
increasing US dollar. 
 

Fixed Income Markets & Currencies: 
• The US dollar is king again. With expected policy responses out of the BOE, the ECB and other non-Economic and 

Monetary Union (EMU) European central banks for easier policy, we have already seen the pound (-7%) and euro 
(-3%) sell off substantially. This, in combination with future euro growth concerns will likely result in further USD 
rallying. As it relates to the CAD, broad USD strength and shrinking global growth expectations will likely put 
pressure on commodity-based currencies with expected sell offs. 

• U.S. rates have rallied on a flight-to-quality bid with 10 year Treasuries down to 1.57% from 1.75%, and 10 year 
Canadas at 1.18% from 1.29% have followed suit. Europe is a mixed bag with UK, German and Swiss rates 
materially lower, with the less-strong sovereigns trading to higher yields (Spain, Italy, Portugal and Greece). 

• Spreads have been hit hard with all risk-based assets. Investment grade securities are out 10-15 basis points, with 
high yield down a little over a dollar (around 1%). We expect risk assets to remain heavy in this environment, and 
will likely continue to trade wider until the market has a handle on the wider range impact on global growth and a 
more defined view on the central banks policy responses. 
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• The equity market’s reaction is not surprising to us given the complacency heading into to the vote toward 
“remain”.  If anything, we are surprised that the market did not react more severely given the outperformance in 
risk assets since February without any significant corrections. 

• We are likely in a messy period of heightened uncertainty which could weigh on equities in the short 
term.  However, central bank actions are likely to put a floor under equity markets until we start to see a recovery 
in the global economy.   

• We believe there are going to be some great bargains that emerge in the coming weeks and months in the equity 
markets.  We see this as a short-term setback rather than the end of the bull market and are cautiously optimistic 
that the economy and corporate earnings will continue to grow, albeit slowly which will ultimately be good for 
equities. 

• Macro factors have had a disproportionate impact on stock outcomes of late which is why we are very balanced in 
our portfolios.  It is hard to predict events like this, however we have been positioned appropriately.  Over the last 
several months, we have deployed cash into what we believe to be quality companies with relatively low valuations 
and continue to hold cash to take advantage of bargains in the market.  We expect to find some good opportunities 
over the next few months and believe the skies are likely to clear for equity markets as we move into the fourth 
quarter.  In the meantime, get ready for a choppy and volatile summer!   

Rob Taylor, CA, CFA 
SVP & Portfolio Manager 
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• Yesterday's events have triggered a level of austerity across Europe that will have a negative effect on demand for 
oil and gas.  We believe that this will be a factor that will put pressure on commodity prices for the near term. 

• This may negatively affect the appetite for risk assets, including certain energy stocks. The demand for energy 
names with strong balance sheets, stable production and reliable dividends will elevate.  

• Given our fundamental views on the energy sector and the broader economy, we have already transitioned the 
energy portfolios over the past few months to have a greater amount of exposure to natural gas versus crude oil. 

• The Brexit announcement further complements those views, as crude oil is a global risk asset with a greater 
amount of international exposure versus natural gas which is largely North American-based. The natural gas play 
this summer is based on massive production declines due to reduced drilling along with warm weather that has 
been developing over the last month, putting further upward pressure on gas prices as air conditioning use 
elevates.  

• The short-term fundamentals of both commodities will take a back seat to the near-term risk-off volatility, so we 
will continue maintain our risk management approach but remain comfortable with the natural gas sub-sector call 
at this time.   

This communication is not intended to provide specific individual advice including, without limitation, investment, financial, legal, accounting or tax 
advice.  Investors should consult their registered Investment Advisor for complete details prior to making any investment decision. Certain statements contained 
in this presentation constitute forward-looking statements. The use of any of the words “anticipate”, “continue”, “estimate”, “expect”, “may”, “will”, “project”, 
“should”, “believe”, “objective” and similar expressions are intended to identify forward-looking statements. These statements involve known and unknown risks, 
uncertainties and other factors that may cause actual results or events to differ materially from those anticipated in such forward-looking statements. Canoe 
believes the expectations reflected in those forward-looking statements are reasonable, but no assurance can be given that these expectations will prove to be 
correct.  Such forward-looking statements included in this presentation should not be unduly relied upon.  These statements speak only as of the date of this 
presentation. The forward-looking statements contained in this presentation are expressly qualified by this cautionary statement.  Except as required under 
applicable securities laws, Canoe does not undertake any obligation to publicly update or revise any forward-looking statements. Commissions, trailing 
commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before investing. Past 
performance may not be repeated.  


