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The Day of (B)reckoning  
 

London - June 24, 2016 
 

A – H2O’s assessment of Brexit implications 

Today’s event is not financial but political. A period of exceptional uncertainty started this 
morning for the UK, including a fierce leadership battle in a deeply divided Conservative party, 
the timing of the trigger of the EU’s Article 50, as well as a potential referendum in Scotland, and 
Northern Ireland. 
 
Today’s event is not going to lead to a disorderly Lehman-like market sell-off fed by credit losses 
and forced deleveraging. The central banks’ ability to backstop the risk-off stampede is definite, 
while leverage in the system remains very low. This morning’s resilience of Italian sovereign 
bonds is a proof thereof. This is very different from the lack of preparation prior to the 2008 
global, and 2011 European crises. 
 
Today’s event is going to result in a gradual re-assessment of risk between the UK and Europe.  
 

 The implications of Brexit are unambiguously negative for the UK economy. This 
morning’s 10% collapse of the cable in Asia presaged the inevitable further depreciation of 
sterling, which is particularly harmful given the country’s large current account deficit 
financing needs. The ensuing contraction of purchasing power and imports, delays in 
foreign investments, and loss of business and consumer confidence, should undoubtedly 
translate in an economic recession as early as next year; 

 
 Above and beyond its short-term negative spill-over on EMU growth, Brexit is ultimately 

positive for Europe. Pulling out of the Single Market implies relocating some of the 
accumulated FDIs over the previous decades back to Europe. Brexit is a negative 
asymmetric shock for the UK, a mirroring positive asymmetric shock for Continental 
Europe, and a very marginal shock for the world; 
 

 The transmission mechanism of Brexit to global markets goes through Europe and the re-
pricing of a higher political risk premium across the region. Between the two main 
channels of risk retrieval out of Europe, the GIPS sovereign bond one should be 
obstructed by the ECB’s backstop, as exemplified by today’s BTP resilience. As a result, 
next week’s performance of European financials (the equity channel) will be critical to 
assess global contagion risks.  

 
Our anticipation is that today’s shock is enduring for the UK, and transitory for Europe. Past the 
simultaneous drop in asset prices on either side of the Channel, European markets should 
rebound and outperform UK ones thanks to resolute ECB action among other drivers.  
  

B – H2O’s handling of the crisis 
 
We kept our portfolio positions unchanged today. 
 
The violence of the risk-off move last night and this morning made it totally impossible 
for us to curtail risk and trim some positions without jeopardizing the portfolios’ risk 
balance and performance potential. 
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Also, as indicated in our June 20 note, we had imbedded a few hedges in case of a Brexit, 
including a short GBP & short FTSE (for the funds exposed to equity markets), a long 
European duration, and a long USD. These did not prove sufficient to absorb the shock. 
 
At 4:00 pm London time, part of this morning’s risk-off market crash was absorbed. 
Nevertheless, all our funds are exhibiting negative returns on the day. This negative 
showing split as follows: 
 

1. Bond strategies: negative contribution: 
 

 negative contribution of our bear flattening stance on G4 (essentially US) yield 
curves; short-dated US Treasuries rallied massively on the back of safe-haven 
repatriation flows out of Europe and as Fed monetary tightening expectations 
were repriced; note that, after dropping below 1% this morning (as they did last 
February 11), 5-year rates jumped back to 1.08%; 

 
 negative contribution of the exposure to GIPS sovereign bonds: after stretching 

to 190 bps this morning, the 10Y BTP-Bund slipped back to 160 bps, thus incurring 
a minor loss. Conversely, despite a late session rebound, Portugal & Greece took 
the brunt for the risk-off stampede; 

 
2. Currency strategies: positive contribution: 

 
 positive contribution of our long exposure to the US dollar; as expected, the US 

Dollar Index (+2.5%) fulfilled its protective function in the midst of a global market 
turmoil; the greenback rose +2.4% against the euro, +1.4% against the Canadian 
dollar, and +1.53% against the Swiss franc: note that our long USD/CHF exposure 
was strengthened in the early morning on the heels of the SNB’s intervention; 

 
 negative contribution of the G10 forex strategies, mostly due to the rally of the 

JPY, and to the retreat of oil- (NOK) and emerging (MXN) currencies. Our long 
EUR/GBP gained as sterling is now under massive downside pressure in the wake 
of a probable economic recession and easing by the BoE, and of a reversal in FDIs. 
This position was strengthened at the very beginning of today’s market session. 

 
Relative to the GFI portfolios, the global macro ones suffered more because of their 
exposure to equity markets, including: 
 

 the long EuroStoxx 50 (-7.5%) versus the FTSE 100 (whose drop was contained to -
2.3%, as it was buttressed by the collapse of GBP), and versus the S&P 500 (-2.3%); 

 the long EMU banks that nosedived -16% back to the EMU debt crisis levels of 
2012. 

 
 

Edited by the H2O team in London, on 24/06/16 – Sources: H2O, DB, UniCredit, GaveKal. 
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This material has been provided for information purposes only to 
investment service providers or other Professional Clients or Qualified 
Investors and, when required by local regulation, only at their written 
request. It is the responsibility of each investment service provider to 
ensure that the offering or sale of fund shares or third party investment 
services to its clients complies with the relevant national law. 
 
In the E.U. (outside of the U.K.): this material is provided by NGAM S.A. or 
one of its branch offices listed below. NGAM S.A. is a Luxembourg 
management company that is authorized by the Commission de 
Surveillance du Secteur Financier and is incorporated under Luxembourg 
laws and registered under n. B 115843. Registered office of NGAM S.A.: 2 
rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. 
France: NGAM Distribution (n.509 471 173 RCS Paris). Registered office: 21 
quai d’Austerlitz, 75013 Paris. Italy: NGAM S.A., Succursale Italiana (Bank 
of Italy Register of Italian Asset Management Companies no 23458.3). 
Registered office: Via Larga, 2 - 20122, Milan, Italy. Germany: NGAM S.A., 
Zweigniederlassung Deutschland (Registration number: HRB 88541). 
Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, 
Frankfurt am Main 60322, Germany. Netherlands: NGAM, Nederlands 
filiaal (Registration number 50774670). Registered office: World Trade 
Center Amsterdam, Strawinskylaan 1259, D-Tower, Floor 12, 1077 XX 
Amsterdam, the Netherlands. Sweden: Natixis NGAM, Nordics Filial 
(Registration number 516405-9601 - Swedish Companies Registration 
Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. 
Spain: NGAM, Sucursal en España, authorised and supervised in relation to 
its activities in Spain by the CNMV. Registered office: Torre Colon II - Plaza 
Colon, 2 - 28046 Madrid, Spain.  
 
In Switzerland: this material is provided by NGAM, Switzerland Sàrl, Rue 
du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office 
in Zurich, Schweizergasse 6, 8001 Zürich. Certain funds mentioned in this 
material may not be registered for distribution in Switzerland. For 
registered funds, the Fund’s prospectus, Key Investor Information 
Document, the Articles of Association and the latest annual and semi-
annual reports may be obtained free of charge from the Swiss 
Representative and Paying Agent, RBC Investor Services Bank S.A., Esch-
sur- Alzette, Zurich Branch, Badenerstrasse 567, P.O. Box 101, CH-8066 
Zurich. 
 
In the U.K.: this material is provided by NGAM UK Limited which is 
authorised and regulated by the UK Financial Conduct Authority (register 
no.190258). This material is intended to be communicated to and/or 
directed at persons (1) in the United Kingdom, and should not to be 
regarded as an offer to buy or sell, or the solicitation of any offer to buy or 
sell securities in any other jurisdiction than the United Kingdom; and (2) 
who are authorised under the Financial Services and Markets Act 2000 
(FSMA 2000); or are high net worth businesses with called up share capital 
or net assets of at least £5 million or in the case of a trust assets of at least 
£10 million; or any other person to whom the material may otherwise 
lawfully be distributed in accordance with the FSMA 2000 (Financial 
Promotion) Order 2005 or the FSMA 2000 (Promotion of Collective 
Investment Schemes) (Exemptions) Order 2001 (the «Intended 
Recipients»). To the extent that this material is issued by NGAM UK 
Limited, the fund, services or opinions referred to in this material are only 
available to the Intended Recipients and this material must not be relied 
nor acted upon by any other persons. Registered Office: NGAM UK Limited, 
One Carter Lane, London, EC4V 5ER. British paying agent: Société Générale, 
London Branch – Securities Services Custody, 9th Floor Exchange House, 
12 Primrose Street, EC2A 2EG London, UK. 
 
In the DIFC: this material is provided in and from the DIFC financial district 
by NGAM Middle East, a branch of NGAM UK Limited, which is regulated 
by the DFSA. Related financial products or services are only available to 
persons who have sufficient financial experience and understanding to 
participate in financial markets within the DIFC, and qualify as Professional 
Clients as defined by the DFSA. Registered office: Office 603 - Level 6, 
Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab 
Emirates. 
 
In Singapore: this document is issued by NGAM Singapore (name 
registration no. 53102724D) to Institutional Investors and Accredited 
Investors for information only. NGAM Singapore is a division of Natixis 
Asset Management Asia Limited (company registration no. 199801044D) 
which is authorized by the Monetary Authority of Singapore and holds a  

 
 
 
 
 
Capital Markets Services License to provide investment management 
services in Singapore. Registered address: 10 Collyer Quay, #14-07/08 
Ocean Financial Centre, Singapore 049315. A potential investor should 
read the prospectus before deciding whether to subscribe for or purchase 
units in the Fund and that the value of your investment and the income 
accruing to the units, if any, may fall or rise. The Fund is available for 
investment, in accordance with the conditions of Section 305 of the 
Securities and Futures Act of Singapore (“SFA”), by certain institutional 
investors as defined under Section 304 of the SFA and other qualified 
investors permitted under Section 305 of the SFA. The prospectus together 
with the "Important Information for Singapore Investors" must at all times 
accompany this document for offers in Singapore under Sections 304 and 
305 of the Securities and Futures Act, Chapter 289 of Singapore. 
 
In Hong Kong: This document is issued by NGAM Hong Kong Limited and is 
provided solely for general information only and does not constitute a 
solicitation to buy or an offer to sell any financial products or services.  
Certain information included in this material is based on information 
obtained from other sources considered reliable. However, NGAM Hong 
Kong Limited does not guarantee the accuracy of such information. 
 
In Australia: this document has been issued by NGAM Australia Pty 
Limited (“NGAM AUST”) (ABN 60 088 786 289) (AFSL No. 246830). 
Information herein is based on sources NGAM AUST believe to be accurate 
and reliable as at the date it was made. NGAM AUST reserve the right to 
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data is intended for the general information of financial advisers and 
wholesale clients only and does not constitute any offer or solicitation to 
buy or sell securities and no 
investment advice or recommendation. Investment involves risks. The 
Fund presented herein may use financial derivatives instruments for 
investment, hedging risk management, and/or efficient portfolio 
management purposes. This involves significant risk and is usually more 
sensitive to price movements. Investors should read the Fund offering 
document for further details including risk factors before making a 
decision to invest. Past performance information presented is not 
indicative of future performance. Positive dividend yield does not imply 
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Each above referenced entity is a business development unit of Natixis 
Global Asset Management, the holding company of a diverse line-up of 
specialised investment management and distribution entities worldwide. 
The investment management subsidiaries of Natixis Global Asset 
Management, including Natixis Asset Management, conduct any regulated 
activities only in and from the jurisdictions in which they are licensed or 
authorized. Their services and the products they manage are not available 
to all investors in all jurisdictions. It is the responsibility of each investment 
service provider to ensure that the offering or sale of fund shares or third 
party investment services to its clients complies with the relevant national 
law. 
 
Although Natixis Global Asset Management believes the information 
provided in this material to be reliable, including that from third party 
sources, it does not guarantee the accuracy, adequacy, or completeness of 
such information. The provision of this material and/or reference to 
specific securities, sectors, or markets within this material does not 
constitute investment advice, or a recommendation or an offer to buy or 
to sell any security, or an offer of services. Investors should consider the 
investment objectives, risks and expenses of any investment carefully 
before investing. The analyses, opinions, and certain of the investment 
themes and processes referenced herein represent the views of the 
portfolio manager(s) as of the date indicated. These, as well as the 
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forecasted in this material. The fund is not registered in all jurisdictions 
and may not be offered or sold in any country or jurisdiction where it 
would be unlawful to offer or sell the fund. 
 
This material may not be distributed, published, or reproduced, in whole 
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