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Although

news

headlines	in

the	United

Kingdom

are

currently

dominated

by

speculation

about	the

referendum	on	the	country’s	continued	membership	in	the	European	Union,	interest	in	the

subject	among	Continental	European	investors	appears	decidedly	muted.	But	according	to

David	Zahn,	this	vote	will	have	profound	ramifications,	not	just	for	the	United	Kingdom	but

for	markets	across	Europe	and	beyond.	He	believes	European	investors	need	to	be	much

more	focused	on	the	possible	consequences	of	the	referendum	in	order	to	recognize	the
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potential	opportunities,	whichever	way	the	vote	goes.

I’ve	been	struck	during	my	travels	in	Continental	Europe	in	recent	days	how	little	attention

is	being	paid	by	investors	there	to	the	prospect	of	the	United	Kingdom	voting	to	leave	the

European	Union	(EU).	Many	European	investors	seem	to	think	this	so-called	“Brexit”

decision,	scheduled	to	take	place	on	June	23	this	year,	is	an	issue	that	will	only	affect	the

United	Kingdom.	We	at	Franklin	Templeton	Fixed	Income	Group	think	they’re	mistaken	and

that	Brexit	has	significant	implications	for	investment	markets	in	Europe	as	a	whole.

Moreover,	we	think	the	possibility	of	a	vote	to	leave	is	underpriced	in	the	market	currently.

In	the	days	since	UK	Prime	Minister	David	Cameron	confirmed	the	date	of	the	referendum,

markets	have	experienced	some	volatility	focused	on	UK-specific	assets;	spreads	for	some

UK	issuers	of	euro-denominated	bonds	have	widened	considerably	for	no	apparent	reason,

which	suggests	to	us	that	a	lot	of	Europeans	are	selling	their	UK	exposure.

As	the	date	of	the	referendum	approaches,	we’d	expect	volatility	to	accelerate	and	to

encompass	other	European	assets,	coming	to	a	crescendo	the	day	after	the	Brexit	vote.

Volatility	brings	opportunity	as	well	as	challenges,	and	we	feel	there	will	be	opportunities
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for	focused	investors—whatever	the	outcome.

If	UK	voters	choose	to	stay	in	the	EU,	we’d	expect	markets	to	calm	down	quite	quickly.

We’d	also	expect	investments	that	had	sold	off	could	subsequently	rally,	and	there	could

likely	be	some	good	opportunities	to	realize	value.	If	there	is	a	vote	to	leave,	there	should

still	be	some	opportunities,	but	we’d	anticipate	that	there	would	be	more	volatility	for

longer	in	the	wider	European	market	as	well	as	in	the	United	Kingdom.	We’d	expect

peripheral	bonds	to	sell	off	quite	considerably	and	anticipate	questions	about	whether

Brexit	sets	a	precedent	for	other	countries	to	consider	their	future	in	the	EU.

In	the	event	of	Brexit,	the	glue	that	has	traditionally	held	the	EU	together	may	not	prove

as	strong,	and	in	my	view,	that’s	something	that	the	whole	of	Europe	needs	to	watch.

Perhaps	some	Continental	European	observers	don’t	yet	realize	that	the	outcome	of	the

referendum	is	far	from	certain.	Political	lines	are	being	drawn,	but	in	the	end	the	decision

will	be	made	by	a	public	vote.	When	we’ve	seen	these	sorts	of	votes	in	the	past,	we’ve

tended	to	find	that	people	don’t	make	up	their	minds	until	the	last	minute,	so	any	bad

news	coming	out	of	Europe	in	the	run-up	to	the	referendum—or	an	escalation	in	the

refugee	crisis—might	increase	the	chances	of	a	vote	to	leave.

There	may	be	a	sense	among	some	market	participants	and	investors	on	the	Continent

that	the	current	asset	purchase	program	of	the	European	Central	Bank	(ECB)	could	be

enough	to	offset	any	negative	fallout	of	a	British	exit.	I’d	contend	that	the	ECB	can	only	do

so	much.	Yes,	the	ECB	might	change	or	enhance	its	buying	program,	but	I	think	there

would	still	be	volatility.

There	are	still	weeks	of	argument,	debate	and	trading	until	the	referendum	is	held,	but

amid	all	the	clamor,	I	think	the	important	thing	to	note	is	that	Europe	needs	the	United

Kingdom	and	the	United	Kingdom	needs	Europe.	In	my	view,	neither	side	will	win	if	the

Brexit	vote	is	a	yes	and	the	exit	negotiations	are	handled	badly.	From	that	perspective,	I

believe	it	would	be	better	if	the	United	Kingdom	votes	to	stay	in.



If	there	is	a	vote	to	leave,	attention	will	turn	to	the	negotiations	of	the	treaties	that	would

replace	the	current	EU	treaty.	There	would	still	need	to	be	trade	as	the	EU	is	the	United

Kingdom’s	largest	trading	partner.	There	would	still	need	to	be	movement	of	labor,

because	a	huge	number	of	EU	citizens	work	in	the	United	Kingdom.	And	many	other

different	issues	will	need	to	be	negotiated.

Above	all,	as	the	debate	rages,	we	are	adamant	this	is	a	decision	that	will	have	profound

ramifications	not	just	for	the	United	Kingdom	but	for	the	continent	of	Europe	as	a	whole,

which	is	why	we	think	it’s	something	European	investors	cannot	afford	to	ignore.

The	comments,	opinions	and	analyses	expressed	herein	are	for	informational	purposes
only	and	should	not	be	considered	individual	investment	advice	or	recommendations	to
invest	in	any	security	or	to	adopt	any	investment	strategy.	Because	market	and	economic
conditions	are	subject	to	rapid	change,	comments,	opinions	and	analyses	are	rendered	as
of	the	date	of	the	posting	and	may	change	without	notice.	The	material	is	not	intended	as
a	complete	analysis	of	every	material	fact	regarding	any	country,	region,	market,	industry,
investment	or	strategy.

This	information	is	intended	for	US	residents	only.

To	get	insights	from	Franklin	Templeton	delivered	to	your	inbox,	subscribe	to	the	Beyond

Bulls	&	Bears	blog.

For	timely	investing	tidbits,	follow	us	on	Twitter	@FTI_US	and	on	LinkedIn.

CFA®	and	Chartered	Financial	Analyst®	are	trademarks	owned	by	CFA	Institute.

All	investments	involve	risks,	including	the	possible	loss	of	principal.	Bond	prices	generally

move	in	the	opposite	direction	of	interest	rates.	Thus,	as	prices	of	bonds	in	an	investment

portfolio	adjust	to	a	rise	in	interest	rates,	the	value	of	the	portfolio	may	decline.	Special

risks	are	associated	with	foreign	investing,	including	currency	rate	fluctuations,	economic

instability	and	political	developments.
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Important	Legal	Information
	

You	can	check	the	background	of	your	investment	professional	on	FINRA’s	 .

Links	can	take	you	to	third	party	sites/media,	directly	or	through	new	browser	windows.	We
urge	you	to	review	the	privacy,	security,	terms	of	use,	and	other	policies	of	each	site	you	visit.
You	use	any	third-party	site,	software,	and	materials	at	your	own	risk.	Franklin	Templeton	does
not	control,	adopt,	endorse	or	accept	responsibility	for	content,	tools,	products,	or	services
(including	any	software,	links,	advertising,	opinions	or	comments)	available	on	or	through	third
party	sites	or	software.

Franklin	Templeton	welcomes	your	feedback	on	this	blog.	To	keep	the	conversation	respectful
and	focused,	please	follow	our	current	Commenting	Guidelines.	We	review	comments	and
reserve	the	right	to	block	any	comment	or	commenter,	including	those	that	we	may	deem
inappropriate	or	offensive.	We	may	block	any	comment	or	commenter	whose	posts	include
investment	testimonials,	advice,	or	recommendations,	or	advertisements	for	products	or
services,	or	other	promotional	content.

Questions	or	comments	about	your	Franklin	Templeton	account	or	customer-service	issues?
Please	contact	us	directly	but	never	include	account	or	personal	financial	information	in	your
comments.

The	comments,	opinions	and	analyses	are	the	personal	views	expressed	by	the	investment
manager	and	are	intended	to	be	for	informational	purposes	and	general	interest	only	and
should	not	be	construed	as	individual	investment	advice	or	a	recommendation	or	solicitation
to	buy,	sell	or	hold	any	security	or	to	adopt	any	investment	strategy.	It	does	not	constitute
legal	or	tax	advice.	The	information	provided	in	this	material	is	rendered	as	at	publication	date
and	may	change	without	notice	and	it	is	not	intended	as	a	complete	analysis	of	every	material
fact	regarding	any	country,	region,	market	or	investment.

Investors	should	carefully	consider	a	fund’s	investment	goals,	risks,	charges	and	expenses
before	investing.	To	obtain	a	summary	prospectus	and/or	prospectus,	which	contains	this	and
other	information,	talk	to	your	financial	advisor,	call	us	at	(800)	DIAL	BEN/342-5236	or	visit
franklintempleton.com.	Please	carefully	read	a	prospectus	before	you	invest	or	send	money.

Data	from	third	party	sources	may	have	been	used	in	the	preparation	of	this	material	and
Franklin	Templeton	Investments	(“FTI”)	has	not	independently	verified,	validated	or	audited
such	data.	FTI	accepts	no	liability	whatsoever	for	any	loss	arising	from	use	of	this	information
and	reliance	upon	the	comments,	opinions	and	analyses	in	the	material	is	at	the	sole
discretion	of	the	user.
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