
  

RESEARCH: SOUND NOTE; JUNE 24, 2016 

 

IT’S PROPER TO SAY “PARDON” 

 

Keep calm and carry on, take the long walk around the block. 

 

The Brexit is not a black swan event - we knew there were two possible outcomes for weeks 

(even months) – should they stay or should they go? It is important to note that the secession 

from the EU will take two years of negotiation and unwinding to be complete. Since the 

formation of the EU in 1993 (even further back to the European Economic Community [EEC] 

formation in 1957 from the Treaty of Rome) countries have been added, and this action is an 

interesting turn, but Europe existed with its 50 separate sovereign nations not that long ago. In 

the time that the Europe Union and EEC have existed, nations have expelled themselves from 

the common member states; Greenland left the EEC in 1985 as well as the territories of 

Algeria and Saint Bathelemy, and under the Treaty on European Union (article 50; The Lisbon 

Treaty; the Vienna Convention on the Law of Treaties). The treaties allow the unilateral right 

to withdraw from the member state union. Interestingly enough, this is not the first time the 

United Kingdom has posed a referendum. In1975, the U.K. voted to stay in the (then) EEC with 

a 67.2% “yes” (stay) vote. Today’s actions are more extraordinary - as a developed country 

has changed the dynamic of a 22-year-old European Union. The dejecting thought is that 

other nations may vote to leave (fill in the blank “___xit”) and it is likely to see Italy, and 

possibly France attempt a referendum vote if the Brexit formalities are not resolved quickly. 

The United Kingdom will need to negotiate new trade agreements and tariffs, and a new 

economic policy and immigration reform (among other things). BUT, as they leave, it is very 

difficult for them to rejoin the Union – “the walk back in … it’s the toughest move in the 

business.” 

As we watched the world market futures and markets open [S&P 500 E-mini futures implying a 

5.07% drop at the initial composition of this note (1:00 am 6/24/16)] - holding a limit down - 

we compare this to where we were 3 months ago at 2,000 on the S&P5000. We had a cash 

open of 2,103.81 at 9:30am on 6/24/16 and a settled open (9:35am) at 2057.16 – we last saw  



  this level – get this: 6 days ago – meaning despite the volatility, we are no worse or better 

than where we were 6 days ago with a basically flat S&P 500 for the year. On the back of a 

rally into the referendum vote, the net change is down 1.35% at the cash open on 6/24/16. It 

appears to us that the markets have fully priced in the U.K. being completely removed 

today – factoring all risks associated with currencies, trades, and EU contagion. It is very 

likely the U.K. will sign free trade agreements comparable to what existed just days ago, but 

with a significantly devalued pound - maybe they will rename it the "ounce sterling."  The 

reaction to the British Pound (down close to 9% at one point) has not been seen since the 

1992 Exchange Rate Mechanism (ERM) “Black Wednesday,” or “Golden Wednesday” 

(depending on with whom you speak). Further, it appears that many of the voters were 

uninformed; according to the Daily Mail, the Google search terms: “what happens if we 

leave the EU” skyrocketed after the polls closed. Like in 1992, we suspect the answer is that it 

could create a recessionary environment for the United Kingdom – leading to job losses and 

housing foreclosures across Great Britain. In 1992, external factors took years to re-ignite 

growth in the country, and today, we feel, will spur the finance ministers of the ECB to enact 

further quantitative easing. The world markets are reacting with displeasure to the U.K., and 

like the Englishman, Simon, received his Armani suit, left Britain, and now Bania (a la the 

markets) are confronting him. The soup counts Bania! 

What is most important to see is that good companies will continue to thrive - just last week 

we saw Microsoft bid to acquire LinkedIn for $26.2 billion dollars. We could certainly deduce 

that Apple will still release the iPhone 7 this year, people will continue to "Google" things, 

take UBERs to the airport, and medical advances will continue to occur. 

The actions in Europe will likely make the dollar a safe haven, and strengthen the USD 

against other currencies - influencing the US Federal Reserve Board to delay a rate rise – 

leaving bonds with even lower yields (today around 1.57% for a 10 year Treasury Note). 

Although days like today make purchasing equities (or other risk assets) a harrowing 

endeavor, the environment supports investing in good companies that will grow and return 

capital to investors in spite/despite the short term gyrations. We have quoted this Brian 

Wesbury narrative before: “How many people think of 2007 as a buying opportunity?… 

Believe it or not, we would argue that today is what a buying opportunity looks like. When 

stocks were rising, lots of investors were upset they hadn’t gone ‘long.’ Now, with markets 

falling, they hesitate to buy. It may not be the ‘mother of all buying opportunities,’ but it 

ain’t the end of equities, either.” 



  Surely someone will coin a "Black Something" – probably… “Friday”, but if we look back to 

the infamous "Black Wednesday" – although the drop was dramatic, and unlike today was 

more out of left field – the year of 1992 (3 months later) ended with a +7.2% calendar return 

for the S&P 500, and +9.41% a year after “Black Wednesday” (Source: Bloomberg; Reuters). 

Warren Buffet said: “A market downturn doesn’t bother us. It is an opportunity to increase our 

ownership of great companies with great management at good prices.” To borrow a quote 

from Costanza: “When you break it down, it’s really a very positive thing”  

The coming days and weeks will be buffeted with new data and hundreds of pundits trying 

to interpret the implications of the Brexit and EU contagion. This recent move keeps the US 

markets in the flat area for the year, and sustains the basing pattern that has existed in the 

past +20 months (see our June 2016 Sound Note “Mandelbaum, Mandelbaum, 

Mandelbaum”; we are +0.67% since then to 6/23/16). The news will aggrandize these events, 

but, like the Mexican Fisherman parable says, "and then what” – look it up; markets and 

policies will adapt. The talking heads on television are out of context for an investor – they 

have a horizon of being right or sounding smart for a 2 minute segment on a 24 hour news 

cycle – it is like talking to Aunt Sylvia. Our suspicion is that your investment horizon spans 

much, much longer, and although we should not ignore today’s activity, we need to keep it 

in context for the longer term; it feels better to react, but let us remain rational when 

evaluating companies, and that old adage: “buy low, sell high.” Volatility can present 

opportunity, and dislocation and uncertainty can present an occasion to position for long-

term goals.  Indubitably, Simon won’t be back for dinner – pardon!? 

We have spared the charts and pictures in an attempt to provide quick commentary on the 

United Kingdom Referendum. As always, we hope this was helpful and informative. We 

welcome any and all questions and conversations. Please feel free to distribute our SOUND 

NOTES to friends and family or anyone who may find them of interest. 

We look forward to speaking with you soon! 

Regards,  

SOUND Wealth Management Group  

 

3801 PGA Blvd., Suite 910 
Palm Beach Gardens, FL 33410 

561.293.3500 
www.soundwealthmanagementgroup.com 

 

 



 

 
  

 
  

 

     

 

 

 

 

This information contains forward-looking statements about various economic trends and strategies. You are cautioned that 

such forward-looking statements are subject to significant business, economic and competitive uncertainties and actual 

results could be materially different. There are no guarantees associated with any forecast and the opinions stated here are 

subject to change at any time and are the opinion of the individual strategist. Data is taken from sources believed to be 

reliable but no guarantee is given to its accuracy. 

Views expressed are the current opinion of the author, but not necessarily those of Raymond James & Associates. The 

author’s opinions are subject to change without notice. Information contained in this report was received from sources 

believed to be reliable, but accuracy is not guaranteed. Past performance is not indicative of future results. Investing always 

involves risk and you may incur profit or loss. No investment strategy can guarantee success. Any information is not a 

complete summary or statement of all available data necessary for making an investment decision and does not constitute 

an offer to sell. 

The S&P500 is an unmanaged index of 500 widely held stocks that’s generally considered representative of the U.S. stock 

market. Inclusion of these indexes is for illustrative purposes only. Keep in mind that individuals cannot invest directly in any 

index, and index performance does not include transaction costs of other fees, which will affect the actual investment 

performance. Individual investor results will vary. 

 

 

       

 


