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In the aftermath of the British vote to exit the European Union we thought we would 
publish a few thoughts.  Regardless of how authoritative the talking heads sound on 
the financial entertainment networks, readers should remember that it will take some 
time (months) to understand the impact of the voters’ decision.  Our advice … don’t 
do anything radical with your investment portfolio. 
 
The night of June 23rd may not live in infamy but it will live in the annals of economic 
history.  Voters in the United Kingdom (UK) passed a referendum to exit from the 
European Union. 
 
 
A Brief History of the European Union 
 
The European Union currently consists of 28 countries that operate under a common 
set of laws to facilitate the movement of goods services and people.  After WW II, 
European leaders decided the best way to avoid war in the future was to become 
integrated, both politically and economically. 
 
The origin of the European Union began in 1957 when 6 countries signed the Treaty 
of Rome to form the European Economic Community (EEC).  The family expanded 
to 9 in 1973 when the UK, Ireland and Denmark joined the EEC.  Six more countries 
joined between 1981 and 1995.  Ten more countries joined in 2004 and three have 
joined since then bringing the total membership to 28 countries. 
 
The European Union (EU) was formally established by the Mastricht Treaty in 1992.  
The euro currency replaced individual country currencies in 2002.  The UK refused 
to replace the British pound with the euro.  When Margaret Thatcher was Prime 
Minister she claimed, “A country that surrenders its currency surrenders its 
sovereignty.” 
 
The EU has been showing cracks for several years.  In the aftermath of the financial 
crisis of 2008 economic fissures developed in the PIGS (Portugal, Ireland, Greece 
and Spain).  More recently immigration has put strains on national economies and 
safety nets.  Much of the immigration has come from refugees fleeing the war-torn 
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Middle East.  Voters have also become increasingly frustrated with national 
economies that are producing a wider gulf between the upper and lower income 
strata.  People are increasing feeling like the economy isn’t working for them and 
they are listening to increasingly extreme positions. 
 
 
The Brexit Referendum 
 
On June 23, 2016 British voters went to the polls and passed a non-binding 
referendum to leave the EU.  The reports we have read lead us to believe that 
immigration was one of the dominant factors that caused voters to favor “leave.”  
The “leave” vote prevailed by a 52% to 48% margin and voter turnout was heavy at 
72%. 
 
The voters have expressed their desire to leave the EU.  Britain’s Prime Minister, 
David Cameron resigned soon after the votes had been counted.  The actual 
separation will take at least two years and will be negotiated by representatives from 
the EU and the UK.  It will be a long time before the framework of a deal begins to 
emerge. 
 
 
What Does Brexit Mean for the Global Economy? 
 
The honest answer is that we aren’t sure.  Nobody can be sure because there is no 
precedent.  That said, we have a few common sense observations. 
 

 Not much will change in the near term.  It will take at least two years for the 
UK and EU to negotiate a separation.  Investors should not overreact in their 
investment portfolios. 

 Brexit is significant because it is a step back from global integration and trade.  
Anything that interferes with the free movement of goods and services will be 
a drag on economic growth.  Whether the drag is slight or significant remains 
to be seen. 

 Markets reacted violently the day after the Brexit vote for two reasons.  First, 
consensus expectations were that “remain” would prevail so the result was a 
surprise.  Second, since stock valuations have been stretched there was little 
margin for an unexpected surprise. 

 The UK and Europe still need each other.  People will continue to produce 
goods and services in both places and they will continue to trade.  There will 
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be more friction in the movement of both goods and people.  How much, only 
time will tell. 

 The UK vote raises the risk of other countries trying to bolt from the EU.  It 
also raises the prospect of Scotland resurrecting their independence 
movement from the UK.  Scotland voted to remain in the EU while England 
voted to leave. 

 Interest rates are likely to be lower for even longer.  That will be a negative for 
banks, insurance companies and pension plans. 

 
 
Some Concluding Thoughts 

 It will take time to understand the implications of the UK voters’ decision to 
leave the EU.  The UK and the EU still need each other. 

 “Brexit” is a negative for global economic growth but we don’t think it is a fatal 
blow. 

 Dividend yield and dividend growth will remain attractive investment 
strategies for the foreseeable future. 

 According to a study of Crisis Events dating back to the Panic of 1907 by Ned 
Davis Research, stock markets tend to be higher 1 month, 2 months, 6 
months and a year later.  This tendency has been true since 2000 as well.  
Six months after the crisis the median gain has been about 6 percent with 
positive returns in 9 of the 13 cases in the study. 

 This is NOT a repeat of Lehman Brothers in 2008.  Lehman was a financial 
black hole that threatened the entire global financial system.  Brexit is a 
political event but it does not remotely threaten the solvency of the financial 
system.  This too shall pass. 

  
 
Foothills Asset Management is a fee-only investment advisor.  We create sensible 
strategies and manage portfolios to help our clients achieve their financial goals 
while sleeping well at night.  If you or somebody you know would like to have a no-
pressure discussion about their investment needs, please call Keith Wibel at 480-
777-9870.  There is no cost or obligation. 
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For more frequent commentary, visit our website at http://www.faml.net.  
“Investment Insights” is an archive of commentaries like this.  “Current 
Thoughts” is updated once or twice a week with brief comments about topics 
affecting the economy and financial markets. 
 
DISCLAIMER 
The data and analysis in this report has been obtained from sources believed to be 
reliable; however the accuracy or completeness cannot be guaranteed.  Nothing in 
this report should be construed as an investment recommendation.  All opinions 
expressed are subject to change without notice.  Foothills Asset Management, its 
owners, officers and employees may have investments in securities mentioned in 
our reports.  Foothills Asset Management, its owners, officers and employees shall 
not have any liability for loss sustained anybody who relies on or acts on this 
information.  You should do your own due diligence or consult with your financial 
advisor to determine the suitability of any opinions with respect to your own financial 
situation.  Information contained in this report is based on historical data and past 
performance is not a guarantee of future results. 


