
 
 

Stonebridge Update on the Brexit Vote, June 24th, 2016 
 
On June 23rd the United Kingdom citizens voted in favor of leaving the European Union by a margin of 51.9% to 48.1%.  
Stonebridge’s current views on the vote’s possible impacts are as follows: 

Key Points: 

1) THIS IS NOT A 2008 TYPE EVENT. Unlike 2008, there are liquidity backstops in place. The Bank of England and 
other central banks will be providing liquidity to the markets and financial system. Additionally, THIS IS NOT A 
CREDIT EVENT like we had in 2008. Credit fundamentals of banks and other issuers in the preferred and hybrid 
space are sound. Banks in particular are positioned with significantly higher capital ratios, less risk on their 
balance sheets and a better framework in place to help withstand shocks to the financial system. The final 
outcome was not expected, but banks and other issuers had time to put contingency plans into place and are 
already taking action to mitigate effects of BREXIT. 
 

2) Preferred & Hybrid securities are experiencing some short term volatility post the vote, however, common 
equities of UK and European bank issuers are reacting most negatively to the vote. As we noted in the First 
Quarter 2016 Stonebridge Preferred Securities Market Report, the equity market is heavily driven by forward 
earnings expectations while factors such as capital strength, balance sheet/funding liquidity, and asset quality 
(all relatively positive compared to the past) are more important factors for credit instruments like preferred 
and hybrid securities. Going forward, the UK departure from the EU is likely to have more of a negative effect on 
earnings which provides more justification for equities reacting more negatively than credit instruments. 
 

3) Preferreds and Hybrids may continue to see some indiscriminant selling if we see large redemptions from 
mutual funds and ETFs in reaction to the news. We believe any impact from fund outflows will be temporary as 
the move lower in interest rates in the U.S., may stimulate further demand for preferreds once we get beyond 
short term panic selling. The Fed is also like to remain on hold, which will likely keep the trajectory for interest 
rates “lower for longer”, further supporting the case for preferreds.  
 

4) With the UK vote to leave the EU, there will likely be considerable uncertainty while they develop a new set of 
regulations and trade agreements. HOWEVER, this is likely to take at least a couple of years so there should be 
no immediate changes. Once Britain makes an Article 50 declaration, there is a 2 year time frame for departure 
during which the EU and Britain must negotiate the terms of a new relationship. Until the terms are finalized, EU 
legislation will continue to apply to the UK.  During this time, there will be significant uncertainty around future 
rules and regulations for businesses in the UK and for trade partners of the UK. Nonetheless, we think 
negotiations between the UK and EU will result in what is best for Europe as a whole. It is in the EU’s self-
interest to avoid penalizing the UK given the extensive trade flows between the UK and the rest of Europe. 
 

5) The longer-term effect of the BREXIT vote to leave the EU is unclear. We could see other elections in EU 
countries that result in similar votes to leave the EU. This could create further pockets of volatility down the 
road. However, the longer term effect could be positive, as potentially forced restructuring may result in EU 
member economies better positioned for growth. 
 



6) In Stonebridge’s various strategies, we own some hybrids and preferred securities of UK and European based 
banks and insurance companies. Most of the major UK/European issuers are large global entities that derive 
only a portion of their earnings from the UK, so they are already partially insulated from any possible negative 
Brexit fundamental outcomes. We believe that SECURITY SELECTION MATTERS and the investments we hold are 
issued by companies with stable to positive credit fundamentals and contain attractive structural features.   

The views expressed are current as of the date indicated and are subject to change in the future.    
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