
June	24,	2016

While	the	knee-jerk	market	reactions	to	the	United	Kingdom’s	decision	to	leave	the

European	Union	(EU)	fade,	some	longer-term	ramifications	could	continue	to	create	market

uncertainty.	Dr.	Michael	Hasenstab,	CIO	of	Templeton	Global	Macro,	provides	his	take	on

the	implications	of	the	UK’s	decision	to	leave	the	EU—and	what	it	could	mean	for

investors.

I	think	it’s	important	to	break	the	UK	Brexit	referendum	vote	into	two	components:	the	first

being	the	permanent	effects	it	will	likely	have	on	the	United	Kingdom,	Europe	and	the

global	economy;	and	the	second	being	the	more	temporary	factors.

In	terms	of	the	permanent	effects,	clearly	the	vote	result	was	a	negative	for	the	UK

economy,	as	the	UK	economy’s	trade	with	Europe	is	over	50%	of	its	total	global	trade.

And,	it’s	going	to	be	very	difficult	for	the	United	Kingdom	to	negotiate	free	trade



agreements	to	replicate	the	types	of	trading	arrangements	that	it	had	as	part	of	the

European	Union	(EU).	Labor	mobility	is	going	to	be	affected.	The	London-based	financial

sector	also	is	going	to	be	affected.

But	probably	the	bigger	effect	is	what	will	happen	to	Europe	if	this	is	an	indication	of	a	rise

in	populist,	nationalist	sentiment	throughout	the	whole	European	continent	against	the	EU

and	the	eurozone	project.	In	2011,	we	were	convinced	the	eurozone	would	stick	together

despite	the	massive	economic	imbalances	and	the	lack	of	political	union,	the	lack	of	fiscal

union,	the	lack	of	banking	union	and	the	inability	of	Italy	to	structurally	reform.	We	saw

those	issues	could	be	worked	through,	provided	there	was	an	unconditional	and	convincing

political	will	to	stay	together	as	a	union.

Unfortunately,	what	Brexit	and	the	surprise	outcome	has	indicated	is	that	this	broad

political	will	is	quickly	deteriorating.	Going	forward,	I	think	we	are	going	to	see	more

referendums	and	more	nationalist	parties	advocating	exits	which	will	create	a	tremendous

amount	of	volatility	and	a	difficult	period	in	the	eurozone.

We	don’t	expect	any	of	this	to	be	an	immediate	outcome,	but	certainly	it’s	something	as

investors	that	we	need	to	take	into	account.

In	regard	to	the	temporary	effects,	typically	when	you	see	a	shock	like	this,	you	have

massive	risk	aversion,	and	we	saw	that	in	the	post-vote	rally	in	US	Treasuries	and	in	the

Japanese	yen,	and	in	the	sell-off	of	emerging	market	assets.	We	think	these	are	more

temporary	effects,	and	over	the	course	of	the	next	month	or	so,	the	market	trends	may

begin	to	reverse	course	as	people	realize	this	is	a	long-term	challenge	for	the	eurozone.	In

terms	of	how	this	affects	emerging	markets	like	Mexico	or	Indonesia,	it	really	doesn’t

materially	change	our	investment	outlooks	there.

We	have	been	continuously	monitoring	the	market	activity	and	have	been	looking	to

potentially	take	advantage	of	some	of	the	post-vote	dislocations	we	have	seen.	At	specific

points	during	the	post-vote	volatility,	we	found	what	we	estimated	to	be	a	bit	of	a	bottom

in	specific	emerging	markets:	a	number	of	emerging	market	currencies	had	initially	fallen

5%	to	7%	but	began	to	regain	some	lost	ground	as	things	began	to	normalize	later	during

the	June	24	trading	period.	Over	the	weekend	and	next	couple	of	weeks,	once	people

begin	to	distill	what	really	matters	surrounding	the	outcome	of	this	event	for	Europe	and



the	rest	of	the	world,	I	think	that	some	of	those	risk	assets	in	emerging	markets	that	sold

off	will	begin	to	recover.	However,	I	think	the	shock	to	Europe	is	probably	one	that	could	be

a	little	more	permanent,	and	people	will	likely	begin	to	question	investments	in	the

eurozone	over	the	longer-term.		As	a	result,	we	remain	convinced	the	euro	is	likely	to

weaken.

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

the	Beyond	Bulls	&	Bears	blog.

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

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.

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

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

investment	portfolio	adjust	to	a	rise	in	interest	rates,	the	value	of	the	portfolio	may

decline.	Foreign	securities	involve	special	risks,	including	currency	fluctuations	and

economic	and	political	uncertainties.	Investments	in	emerging	markets	involve	heightened

risks	related	to	the	same	factors,	in	addition	to	those	associated	with	these	markets’

smaller	size	and	lesser	liquidity.
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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.
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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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