
 

JULY 2016 

Dear Member 

To Brexit or to Bremain? 

The subject of the Brexit (Britain exits the European Union) or Bremain (Britain remains part of the 

European Union) was the topic of many discussions over the last couple of months. For those who have 

not followed this, it is all about if Britain should remain as part of the European Union (EU) or not. The 

British became part of the European Union in 1973. Since then there was only two referendums on this 

issue; one in 1975 and the one now that was held on 23 June 2016. Since the 2008 financial crisis this 

relationship between Europe and Britain became strained as the European countries continued to suffer 

from the fall out of the crisis. Those in Britain who favour Brexit believe that the cost involved, as well as 

the migrant problem, outweigh the benefits of this Union. 

Before the day of the referendum, investment and currency markets priced in, that Britain will remain part 

of the EU. Great was the shock on Friday morning 24 June 2016, to learn that the vote went in favour of 

the Brexit campaign. The British Pound immediately weakened to its lowest level since 1985 and equity 

markets across the globe suffered loses between 3% and 8% on the day. 

At this stage the uncertainty around the Brexit is driving the volatility in world markets, as no one is sure 

exactly what this is going to entail. An example of this uncertainty is that Britain is a large trading partner 

of South Africa, but we only have a trade agreement with the European Union; this will no longer be valid 

for trade with Britain. This is one example of many contracts that need to be renegotiated. From what we 

know, the UK would have to re-enact or renegotiate 5000 regulations, directives and decisions relating to 

the internal market and 1100 international treaties! This will by no means be an easy task. 

The implication for world trade is large. For Britain to exit completely, can take as long as three years. A 

further problem is that Britain has now paved the way for other nations that form part of the European 

Union to follow, which could threaten the very existence of the EU. This could ultimately lead to the end of 

the European Union and then the Euro currency, which will have a major impact on world trade. 

As always there was some positive news, which for a change came from South Africa. All those who were 

waiting with abated breath, could breathe again when Standard & Poor (S & P) decided, on 3 June 2016, 

not to downgrade South Africa to sub-investment grade. I prefer to use the term sub investment grade as 

opposed to the word “junk”, so as not to offend any patriots reading this bulletin. Using the term “junk” to 

describe our country’s investment affairs, just does not sit well with us. However, whatever terms you 

decide to use, a downgrade is something we definitely want to avoid. After six months, S & P will re-assess 

South Africa to see if all the talk about improving our current financial situation, has actually been 

converted into action. 

As mentioned above, the volatility during June was excessive. The JSE was down more than 7% just after 

the Brexit. It regained 4% of this loss before month end to close down by 3%. This trend was the same for 

most economies around the world. 



It is going to be a very interesting time over the next two years to see how the Brexit will unfold and if 

more countries will follow. Could it be that we see a Nexit and a Frexit next? I will leave it up to you to 

figure out which countries will be next in line to exit. 

The table below reflects the returns as at the end of June. 
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