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Brexit: the path out of the EU

In a historic referendum, Britain has voted to leave the
European Union (EU), affecting economy, politics and
financial markets.

Equity update

Friday, European investors woke up with the news that Britain
voted to leave the EU. While first exit polls indicated a vote
to remain in the EU, the final result was a 52% vote to leave
the EU and a 48% to remain. The turnout was 72%. This is
an outcome with seismic consequences for the UK, Europe
and beyond.

Since last Friday equity markets were increasingly convinced
that Britain would most likely vote to remain at Thursday's
referendum. Equity markets rallied, led by cyclical sectors such

as materials and energy, but foremost the financials sector.

Today, this trend was reversed. The US dollar and Swiss franc
acted as a safe haven.

The coming weeks are expected to be volatile as equity
markets, corporate CEOs and politicians need to digest this
event. Furthermore, Spain will hold its national election on

Sunday, which could indicate the political mood within Europe.

Bond markets update
Fixed income markets reacted to Brexit as expected. Yields on
safe haven government bonds of the US and Germany moved

lower while the more risky fixed income categories did less so.

The yield difference between peripheral and corporate bonds
widened in an orderly fashion. European high yield bonds, the
most risky bonds, widened the most.

Recently, we have reduced our exposure within the eurozone
peripherals by selling our Spanish position, as the polls into
the UK referendum were 50/50.

As a consequence of the UK referendum, it is expected that
credit rating agency Standard & Poor’s will revise its UK credit
rating down to AA+ from AAA, bringing it at the same level
as other rating agencies. Moody'’s rates the UK at Aa1 and
Fitch at AA+.

Equity index performance in local currency

MSCI ACWI 407.7 3.4% 2.1% *
S&P 500 2113.3 2.0% 3.4% *
AEX Index 418.8 -0.7% -5.2%
EuroStoxx 50 2784.1 -2.3% -14.8%
DAX Index 95565.8 -0.8% -11.1%
Nikkei 225 14952.0 -4.2% -21.4%
Hang Seng Index 20259.1 0.2% -7.8%

* Before Brexit

Important rating changes

Tesla Motors Hold Buy
Societe General Buy Hold
Kinder Morgan Buy Hold
LafargeHolcim Buy Hold
Apache Hold Sell

Government bond yields

US Treasuries 2-year 0.580 -11.5 -10.2
German Bunds 2-year -0.669 -6.0 -46.9
Japan 2-year -0.281 -2.3 -277
US Treasuries 10-year 1.499 -10.9 -86.9
German Bunds 10-year -0.1M -12.9 -95.4
Japan 10-year -0.195 -4.0 -65.3

Spreads

CDXNAIG 76.25 -6.54 10.17

iTraxx Euro 5-year 94.38 9.56 26.03

JPM EMBI+ 371.14 -36.53 -4.15

Performance data as of Friday, 24 June
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Currency update

Sterling fell by around 12% against the dollar to the lowest
level since 1985. Although sterling has already fallen signifi-
cantly, we would expect further sharp falls going forward, as
the British currency remains vulnerable. The UK has a large
current account deficit, trending at around 5% of the GDP That
means it has to attract that flow of capital annually to finance
the deficit. Yet, the vote to leave will be a headwind to portfolio
inflows and foreign direct investments.

Macro update

The UK referendum outcome has led to violent reactions in
financial markets. If these trends are sustained, the tightening
of financial conditions and heightened uncertainty could
undermine global economic growth. This is especially the
case given the weak starting point for the global economy,
financial vulnerabilities in emerging markets, and the lack of
easy options for central banks tto provide further support.

We think the vote to leave the EU will most likely trigger
a downturn in the UK. Although the UK's relationship with
the EU will not change for two years following the vote,
the uncertainty could lead to corporate retrenchment, with
companies pulling back investment and hiring. This would
be particularly the case for companies — both UK-based and
foreign — whose business could be hurt by a change in UK’s
access to EU markets.

Asset allocation

Over the past few months, the Global Investment Committee
has taken several steps to insulate the portfolio from the risks
of a decision by Britain to leave the EU. These steps included
reducing equities, creating a cash buffer, neutralising the
regional equity allocation between the US and Europe and
reducing the peripheral government bond allocation. A core
(US, Germany and Japan) government bond active duration
strategy was also put in place.

In an environment of increasing uncertainty, the committee
recommends waiting for markets to stabilise before re-entering.
Volatility across all markets, including ‘safe havens’ is expected.
The period of market adjustment will likely abate in the coming
days. The Global Investment Committee will wait for this
stabilisation in volatility to occur before re-entering assets that
may represent attractive opportunities over the medium-term.

The asset allocation continues to reflect a modest overweight
in equities, an underweight in bonds and a significant over-
weight in cash. Commodities are overweight, with neutral
allocations to real estate and hedge funds.

Reporting calendar

Nike 28 June

Monsanto 29 June

Investment Strategy & Portfolio Expertise
Group Economics
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© Copyright 2016 ABN AMRO Bank N.V. and affiliated companies (“ABN AMRQ"), Gustav
Mahlerlaan 10, 1082 PP Amsterdam / P.0. box 283, 1000 EA Amsterdam, The Netherlands. All
rights reserved. This material was prepared by Global Advisory of ABN AMRO. It is provided for
informational purposes only and does not constitute an offer to sell or a solicitation to buy any
security or other financial instrument. While based on information believed to be reliable, no
guarantee is given that it is accurate or complete. While we endeavour to update on a reason-
able basis the information and opinions contained herein, there may be regulatory, compliance
or other reasons that prevent us from doing so. The opinions, forecasts, assumptions, estimates,
derived valuations and target price(s) contained in this material are as of the date indicated
and are subject to change at any time without prior notice. The investments referred to in this
material may not be appropriate or suitable for the specific investment objectives, financial situ-
ation, knowledge, experience, or individual needs of recipients and should not be relied upon
in substitution for the exercise of independent judgement. ABN AMRO or its officers, directors,
employee benefit programs or co-workers, including persons which were involved in preparing or
issuing this material, may from time to time hold long- or short-positions in securities, warrants,
futures, options, derivatives or other financial instruments referred to in this material. ABsN
AMRO may offer and render at any time investment banking-, commercial banking-, credit-,
advice-, and other services to the issuer of any security referred to in this material. Pursuant to
offering and rendering such services, ABN AMRO may come into possession of information not
included in this material and ABN AMRO may prior orimmediately after publication thereof have
acted based on such information. In the past year, ABN AMRO may have acted as lead manager
or co-lead manager with regard to a public offering of securities from issuers as mentioned in
this material. The stated price of any securities mentioned herein is as of the date indicated and
is not a representation that any transaction can be effected at this price. Neither ABN AMRO nor
other persons shall be liable for any direct, indirect, special, incidental, consequential, punitive
or exemplary damages, including lost profits arising in any way from the information contained
in this material. This material is for the use of intended recipients only and the contents may not
be reproduced, redistributed, or copied in whole or in part for any purpose without ABN AMRQ’s
prior express consent. This document is solely intended for dissemination amongst private/retail
customers in a PC country. Distribution to private/retail customers in any jurisdiction that would
require registration or licensing of the distributor which the distributor does not currently have,
is not permitted. Material means all research information contained in any form including but
not limited to hard copy, electronic form, presentations, e-mail, SMS or WAP.

US Securities Law

ABN AMRO Bank N.V. is not a registered broker-dealer under the U.S. Securities Exchange Act
of 1934, as amended (the “1934 Act”) and under applicable state laws in the United States. In
addition, ABN AMRO Bank N.V. is not a registered investment adviser under the U.S. Invest-
ment Advisers Act of 1940, as amended (the “Advisers Act” and together with the 1934 Act,
the “Acts), and under applicable state laws in the United States. Accordingly, absent specific
exemption under the Acts, any brokerage and investment advisory services provided by ABN
AMRO Bank N.V,, including (without limitation) the products and services described herein are
not intended for U.S. persons. Neither this document, nor any copy thereof may be sent to or
taken into the United States or distributed in the United States or to a US person.

Other jurisdictions

Without limiting the generality of the foregoing, the offering, sale and/or distribution of the
products or services described herein is not intended in any jurisdiction to any person to whom
it is unlawful to make such an offer, sale and/or distribution. Persons into whose possession
this document or any copy thereof may come, must inform themselves about, and observe, any
legal restrictions on the distribution of this document and the offering, sale and/or distribution
of the products and services described herein. ABN AMRO can not be held responsible for

any damages or losses that occur from transactions and/or services in defiance with the
restrictions aforementioned.

Company disclosures

ABN AMRQ may beneficially hold a major shareholding or a significant financial interest of
the debt of these companies. ABN AMRO currently maintains a market in the security of these
companies and otherwise purchases and sells securities of these companies as principal.
ABN AMROQ may have received compensation for investment banking services from these
companies, its subsidiaries or affiliates during the previous 12 months. All disclosures made
herein refer to ABN AMRO and its affiliates.

Personal disclosures

The information in this opinion is not intended as individual investment advice or as a recom-
mendation to invest in certain investments products. The opinion is based on investment
research of ABN AMRO Research & Strategy. The analysts have no personal interest in the
companies included in this publication’. Their remuneration for this work is not, was not and
will not be related directly or indirectly to the specific recommendations or views expressed

in this opinion.
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