Perspective on Brexit

The UK’s decision to exit the EU created all kinds of mayhem in the markets
on Friday, which included volatility in stock prices and a decline in interest
rates. The financial media reacted as expected, by painting this as the new
“end of the world” story. Fortunately, we can simply look at events just in the
past decade that give us some good insight on the long-term implications of
major global events. The chart below shows how equity markets reacted to
historical major global events and how long it took for a recovery:

Obviously, the Brexit vote will not fit perfectly into any one of these past
events, but you can see that a recovery from the initial market decline
happened each time without fail. Of course, some of the events were more
short-lived than others. For instance, the Flash Crash short-term market
decline was extremely short-lived and less impactful than many other events.
Another chart that is relevant to the Brexit event:

This puts things in perspective as far as a major global event and how it might
impact future returns. We still don’t know the implications, but it’s hard to
believe that Brexit will be more significant than any of the above examples.
The point is that the market is reacting very normally to an unexpected event
with volatility and uncertainty being present in the near-term.
As long-term investors, it’s important to remember a few things when we are
going through these types of events:

1. Your portfolio is designed and positioned for your unique situation,
goals, and time horizon assuming your goals and situation have not
changed recently. There is no need to take any action based on a global
event. Successful investors always act on their plan rather than react to
an event.
2. Your investment plan takes into consideration the uncertainty and
periods of negative returns that will happen amid a long-term market
cycle. For instance, the bonds in your portfolio (if your situation calls
for bonds in your portfolio) dampen the volatility of stocks. On Friday,
bond prices went up with interest rates going down.

3. If you’re still accumulating in your investment plan, these are the ideal
opportunities to add to your long-term investment plan. As prices are
going down in the markets, the expected returns are going up. In other
words, it is always better to buy low than high.
4. Rebalancing is one of the keys to investment success. We are constantly
looking for opportunities to sell more expensive asset classes in your
portfolio and buy the least expensive ones. With the uncertainty in
Europe and the UK, we are seeing some of these asset classes become
cheaper that will present great rebalancing opportunities. These trades
will help drive up your long-term returns and reduce your risk of being
too exposed to an expensive asset class.
5. Volatility can work in both directions. Often, high volatility in the
markets will also mean large daily advances in the markets. This is one
of the reasons it is very risky to time the markets. As Warren Buffett
said, “The stock market is a device for transferring money from the
inpatient to the patient.”
We are here to help you have the right perspective and are committed to
keeping you focused on your long-term financial goals. Please don’t hesitate
to reach out to us if you have any questions or concerns. We appreciate your
continued trust and confidence in our firm. Our primary goal is always to help
you be successful in the long-term.
Best,
Kendall

