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SUMMARY

Equity markets across the globe suffered in the immediate aftermath of the 
referendum result, with the MSCI World benchmark index dropping some 7% in the 
two days after the announcement, with many investors who had been positioned 
for a Remain result being caught out. They did stage somewhat of a recovery in the 
period after, with Central Banks such as the Bank of England in particular, keen to 
emphasize that they will provide further liquidity if required. We expect volatility to 
remain as investors come to grips with the implications of the UK withdrawing from 
the European Union, although there will inevitably be opportunities for those with 
a longer-term investment horizon.

UK Equity market divergence 

There was a large divergence in the performance of stocks within the UK in 
particular, which is illustrated by looking at the relative performance of the mid-cap 
FTSE 250 index to that of the larger cap FTSE 100 (Figure 1). This divergence can be 
mainly explained by looking at the revenue exposures of the underlying companies, 
with the FTSE 100 deriving around three-quarters of its sales from outside the UK. 
The recent performance should also be put in the historic context that mid-caps 
have significantly outperformed large-caps since the beginning of 2008 (Figure 2).

The significant depreciation of sterling after the referendum (c.10% depreciation 
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 – Equity markets have been volatile post the referendum result

 – UK large-cap companies have outperformed their mid-cap counterparts

 – Defensive stocks have been leading relative to cyclicals

 – European Financials under pressure but valuations offer some comfort
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Source: Bloomberg as at 30th June 2016Source: Bloomberg as at 30th June 2016

Figure 1: YTD Relative performance of FTSE 250 index vs 

FTSE 100 index (total return, rebased to 100)

Figure 2: Relative performance of FTSE 250 index vs FTSE 

100 index (total return, rebased to 100) from 09 to June 16
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Soruce: Bloomberg, as at 30th June 2016 Source: Bloomberg, as at 30th June 2016

Figure 3: Performance of European defensive  

and cyclical stocks

Figure 4: Performance of European banks and insurers  

after vote result

against the $) has made UK-listed, GBP reporting international companies 
particularly attractive. The table below lists some UK names that derive a large 
proportion of their revenue from overseas and the share price performance 
since the vote result. 

With the likelihood of sterling coming under continued pressure from the 
economic uncertainty and political fallout that has resulted from the Leave 
result, we would expect UK companies with material overseas revenue 
exposure to continue to perform well relative to those with a more domestic 
bias. 

UK companies with large foreign revenu exposure

Name Ex-UK  
revenue exposure

Performance since  
referendum announcement

British American Tobacco 99% 13.29%

GlaxoSmithKline 97% 12.28%

Astrazeneca 97% 14.60%

Shire 97% 14.65%

ARM Holdings 97% 10.99%

Unilever 94% 12.34%

Smith & Nephew 94% 9.22%

Diageo 93% 13.83%

Compass Group 90% 9.47%

Pearson 87% 8.90%

Source: JPMorgan Strategy and Bloomberg, data as at 30th June 2016

There have been only a handful of UK companies that have issued statements 
since the referendum result; airline group IAG downgraded their growth 
forecasts for this year, but were keen to emphasize that the vote result would 
not have a long-term material impact on its business. Estate agent Foxtons 
was another to warn on profits though again cautioned that it was too early 
to predict what the impact of Brexit would be on London property sales. We 
expect companies to continue to strike a cautious tone as they work out what 
the implications are for their own businesses and investment.

Defensives leading the way…again 
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Perhaps unsurprisingly given the nature of the sharp sell-off in the two days after 
the result, defensive stocks outperformed their cyclical counterparts by a large 
margin (Figure 3). It has been interesting to note that during the subsequent 
rally when markets rebounded strongly that defensive stocks continued this 
outperformance. The reason for this may well lie with what has happened to 
bond yields, which have continued to be driven lower as markets reassess growth 
expectations and the likelihood of rates staying lower for longer across the globe. 
Defensive stocks such as utilities, consumer staples and telecoms have been major 
beneficiaries of falling yields and despite concerns over valuations in some of these 
sectors we expect the rate cycle to be the dominant factor that will continue to 
drive performance.

Sector Focus: European Financials

European financials came under pressure after the referendum, with the Stoxx 600 
Banks Index falling nearly 20% in two days and the Insurance Index down a similar 
amount (Figure 4).

The decline in interest rate expectations has adversely affected the sector, adding 
further pressure for banks in terms of net interest margins and also resulting in 
lower reinvestment rates for insurers in terms of their large fixed income asset bases 
which are used to match their liabilities.

Returns remain subdued compared to other industries due to lower profits and 
relatively large balance sheets. Banks continue to work through non-performing loan 
books with varying degrees of success; the Italian banking system shows an extreme 
example of how crippling this issue can be.  This is against a backdrop of increased 
regulatory burden and higher capital buffer requirements. The regulatory outlook for 
the insurance sector looks more certain given the harmonisation process for Solvency 
II across Europe is more progressed than it is for Basel III for the banks. 

From a valuation perspective, the price-to-book ratios (a common measure of 
relative valuation for financials) are attractive relative to history and it is worth 
emphasizing that balance sheets are in far better shape compared to during the 
financial crisis period.  The table below shows the improvement in capital buffers 
for banks (as evidenced by the Core Tier 1 ratios) and the reduction in leverage that 
has occurred since 2008. The capital positions of insurers are general robust and we 
expect that they will be able to weather the currently volatility.

European banks capital and liquidity ratios

2008 2012 2016 estimated
Capital
Tangible equity/assets 3.0% 3.9% 5.2%

Basel III CET1 Ratio NA 7.1% 11.9%

Basel III Leverage Tools 1.8% 2.8% 5.1%

Liquidity
Loan/deposit ratio 125% 117% 104%

NSFR* NA 93% 104%

LCR** NA 80% 122%

*NSFR is the Net Stable Funding Ratio.  **LCR is the Liquidity Coverage Ratio
Source: Autonomous Research as at 26th June 2016

We fully acknowledge the challenges the sector continues to face, but believe that 
the sharp sell-off we have seen will provide some interesting opportunities for 
investors, particularly in areas such as multi-line insurers which should prove more 
resilient than banks amidst the volatility.
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Share prices of European 
financials have come under 
significant pressure recently

The decline in interest rate 
expectations has weighed 

heavily on the  
financial sector

Banks and Insurers are far 
better capitalised than they 

were in 2008
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