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Today, the United Kingdom has voted to leave the European Union. M&G’s institutional fund managers
share their thoughts on the impact of the referendum outcome on their markets.

Institutional public debt
David Lloyd, Head of Institutional Fund Management
Financial markets were expecting a victory for Remain in yesterday’s referendum, so the Leave vote has
prompted significant moves in equity, bond and currency markets. Sterling has fallen some 6% on a trade
weighted basis, equities are sharply lower and yields on safe haven government bonds have fallen to new
lows.
It is noteworthy, however, that in all these markets there have been a significant retracement of the initial
aggressive moves. It is equally noteworthy that market reaction to the result is not confined to the UK and
Europe – there have been large market moves globally.
It will take some time for the initial dust to settle, but we will surely be left in an environment of increased
uncertainty. The economic impact on the UK and on economies further afield will take time to become clear.
Moreover, the uncertainty is political as well as economic; the negotiations to determine the terms of the
UK’s departure will take place under a new Prime Minister following David Cameron’s announcement this
morning.
Uncertainty is unlikely to be confined to the UK; already there are indications that euro-sceptic parties across
Europe feel emboldened by today’s result.
It seems probable, then, that we will continue to witness episodes of market volatility as the processes set in
train by today’s result unfold. As has been the case on a number of occasions in recent years (the global
financial crisis, the euro sovereign debt crisis) these episodes provide numerous opportunities that
disciplined value investors like M&G can exploit to the benefit of our clients.

Multi-asset and equities
Steven Andrew, Fund Manager
There have been significant movements across global financial markets overnight and this morning – some
of these moves seem rational, but others may be an over-reaction.
Confirmation of the referendum result removes some uncertainty and creates some other uncertainties.
There is always uncertainty but markets tend to react most when we can put a name to it. We have to admit
that at this stage, there is a lot that we do not know, so let’s focus on what we do know – how asset prices
are moving and how that relates to a broad range of factors likely to influence the global economic outlook
over meaningful time horizons.
As global investors, we have to step back from the enormous media attention on this topic here in the UK
and Europe and ask whether our perspective has changed on the global outlook.

So far, from that perspective, we can say that the “story” – in terms of a narrative of broad political
disaffection across many regions, not just the UK – has moved along a bit. Other than that, there is very little
we can know. Nobody likes political uncertainty, but there is little sign that this represents a change in regime
in that this is not about changing to anti-capital models. Therefore, we should question it when we see
markets behaving as if that is what’s going on.
European stockmarkets have seen double-digit declines this morning. This is unsurprising given that the
DAX fell 7% at one point in the run-up to the referendum, so we would not be surprised to see bigger moves
than that now that the “Leave” result is confirmed. However, declines of that magnitude may represent an
opportunity. In European bonds, spreads on core bonds are narrowing and peripheral bonds widening –
indicating risk-off and potentially panicked sentiment.
We are watching carefully for buying opportunities in areas which are selling off too aggressively, away from
the ‘epicentre’ of events, if we believe markets are over-extending this news as a “negative” for everything
globally. On the other hand, we would be likely to reduce any holdings in things which are rallying to
unjustifiable levels, such as ‘safe-haven’ bonds.
In summary, while this is a significant development, we must be careful of drawing a straight line between
this one event and saying that the world has changed in a singularly negative way. There will be many
pushes and pulls for the global economy over the next few years. We have to make sure we are always
weighing up all of these things and being mindful of the different risks and opportunities they present in terms
of how they affect asset prices.

European leveraged loans
Fiona Hagdrup, Deputy Fund Manager
European loans are relatively calm compared to other markets – generically, loans are 1% - 3% lower for
larger issuers that also have bonds, but the bulk of the market is far less affected (0.5% - 1%). If anything,
the discernible market bias is towards buying. We shall await developments; buying opportunities may
ensue.
We expect a number of factors to support the stability of the European loan market. The investor base is
characterised by long-term investors – there are no ETFs and hardly any retail investor presence – of which
a substantial portion are ‘locked-in’. There will likely be a hiatus in new CLO issuance in Europe from here,
but extant structured funds have cash and are buyers.
There is little refinancing pressure on issuers in the European loan market, so there should be no liquidity
pressure on our companies even if markets prove extremely volatile for an extended period. Finally, it is our
contention that the credit fundamentals of both the UK and European secured loan issuers we hold are solid.

Asset-backed securities
James King, Fund Manager
Clearly markets were very surprised by the UK referendum result. ABS, along with all risk markets, has
opened lower as anticipated, but in reality we expect very little trading over the next few days. Markets will
likely be very choppy for the next several weeks, and obviously we are entering into a possibly lengthy riskoff phase.
Given the technical factors that have been at play in keeping ABS an area of very strong relative value for
many years still hold, we expect ABS may perform better than broader markets, but widening bid / offer
spreads (which have doubled since yesterday) will have an inevitable impact.
Clearly the implications run beyond the UK. It is interesting to see that Portuguese bonds have sold off
significantly more than the UK at this stage.

We would expect a period of economic weakness, with a technical recession a clear possibility, and probably
likely in the UK. However, it is important to emphasise that European ABS has a very low historical default
rate (0% in 2015 for instance) and we believe its secured nature means it is a defensive alternative to other
areas of European fixed income.
In our view there was a certain amount of Brexit risk priced into UK RMBS already while the wider ABS
market had not rallied as much as corporate credit for instance since the latest ECB interventions in early Q2
2016.
Given the risk-off sentiment, our base case at this point is that in the absence of external support the ABS
market will see weakness (along with all markets), but relatively it should be one of the better areas of credit
to be invested in.
We also anticipate further macro intervention from the Bank of England, European Central Bank and other
agents in the days and weeks ahead.
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