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Living in a Post-Brexit World

Much has been written and said about Great Britain’s historic
referendum to leave the European Union (EU). In this month’s
Capital Market Notes we take our guesses like everyone else
about what’s to come (more on this below). We also revisit
our overall macro and market views in light of Brexit and
looking to the second half of 2016.

First, it’s important to understand that the effects of the Brexit
vote are complex, wide-ranging, and interconnected. The
decision tree representing the UK’s withdrawal from the EU is
a nightmare, with each branch leading to a myriad of potential
outcomes. On the political front the decision points include
the UK’s new leadership post-Cameron, implications for
Scotland and Northern Ireland, the Article 50 withdrawal
process, and perhaps greater implications for the future of the
EU itself. On the economic side, uncertainty about what a new
UK/EU relationship will look like creates instability across
equities and currencies while driving down safe-haven bond
yields. Adding to all this complexity is the “risk” that it might
not even happen! By our count, there are about a half dozen
(low probability) scenarios whereby the UK doesn’t actually
exit the EU in spite of the referendum. That is to say, we are all
guessing.

What Do We Know?

Given the political and economic complexities, what do we
really know in the wake of Brexit? Or to be more precise, what
do we really think we know?

First, businesses and consumers across the UK will have a
difficult time handicapping the variables in question. What
legal framework will prevail? How difficult will the new terms
of trade be with the EU and other nations? Will businesses
have to relocate? How will cross-channel labor be affected?
How will EU budget contributions be redeployed? What about
the loss of EU subsidies? How will the pound fluctuate relative
to the euro and other currencies? Anecdotally, we’re already
hearing that some businesses are deferring expansion plans,
postponing hiring, and reassessing locations. Perhaps in the
long run, a Britain free of the EU’s bureaucracy could be more
dynamic and innovative, but in the near term these
uncertainties will be a headwind to growth. What’s unclear is
whether this headwind will be enough to push either the UK or
EU into an actual recession.

Second, we know the potential outcomes of the referendum
are varied and complex. The ramifications are uncertain, and
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investors don’t like uncertainty. As a result, markets will
discount asset prices as appropriate. In simple terms, the
uncertainty of Brexit will be a drag on the price of risk assets
tied to the UK and EU. (No surprise there.) While UK stocks
have rallied back to their pre-vote highs, we don’t believe this
is an “all-clear” signal.

Post-Brexit: Stocks Recover, Sterling Doesn't
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Third, and most importantly, businesses, consumers, and
policy-makers will adapt to the changes that Brexit may bring.
While we recognize the challenges, it's key to remember that
economic agents are flexible. Businesses will continue to
produce goods, employ workers, and seek profits. Consumers
will shop and spend. Central banks will provide liquidity and
act as a firewall against further contagion. Change doesn’t
occur in a vacuum. While we expect Brexit to weigh on
markets in the coming months (after the initial sell-off and
rebound), it shouldn’t be seen as a catastrophic event.

Big Picture

Our summary view of the UK referendum is neither optimistic
nor overly pessimistic. The dominant theme in global markets
today is the longer-term stagnation caused by poor
demographics, labor force dynamics, and low productivity.
With a few exceptions, growth is positive, but sub-par in most
of the largest economies. The impacts of the Brexit vote are
nothing more than additional friction in this already slow
growth environment. Our belief is that this drag will not pull
the global economy into recession, but that possibility has to
be recognized as a potential risk scenario.

Stocks Remain Challenged
We remain cautious on global equities for two reasons:
earnings growth is constrained by the macro environment and
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valuations are elevated, limiting the hope for P/E expansion.
The macro headwinds of Brexit simply reinforce our view that
earnings growth will be even more challenged. This may be
partially offset in the UK and Europe by a moderately weaker
British pound and euro relative to the U.S. dollar and Japanese
yen. We remain largely indifferent between U.S. and non-U.S.
equities, as growth favors the U.S. but valuation is somewhat
more reasonable outside the states. In emerging markets,
measures of activity appear to have bottomed. Valuations still
reflect some major worries which we believe the market has
already discounted, including the slowdown in China, the
commodity rout, and a U.S. dollar funding crisis. After 3+ years
of relative underperformance, and in spite of Brexit, we still
see EM as an opportunity for investors with some patience.

Emerging Markets: Are the fears already priced in?

EM Headwinds Current Status
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Bonds Bifurcation Continues

Brexit has done little to change our views across fixed-income.
The bond market remains bifurcated between high quality /
interest rate risk and lower quality / credit risk. Through the
post-vote gyrations, the sentiment remains largely risk-off
with sovereign yields materially lower. Relative to pre-Brexit
levels, investors are now exposed to even more interest rate
risk for less yield compensation. Within the corporate sectors
of the bond market, relative values have improved modestly
thanks to lower prices in some cases (e.g., high yield) and
because treasuries have “rallied away” from the spread
sectors. In this regard, Brexit has only reinforced the existing
trend as expensive sectors have gotten more expensive and
cheaper sectors have gotten slightly cheaper.

The Risk of Safety

Aside from the UK referendum, portfolio allocations and asset
valuations imply a dangerous and one-sided view of the world.
The preponderance of investors are overweight safety as
illustrated by minuscule sovereign yields, large cash positions,
excessive valuations in non-cyclical sectors like utilities and
consumer staples, and the strength in gold, the U.S. dollar, and
the Japanese yen.
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Given this positioning, the risk to most investors today is not
that the global economy will deteriorate toward recession, but
that it regains some strength. Having too much exposure to
safety could actually be the biggest risk to portfolios.
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risk of use of this information. Each of the third party entities involved in compiling, computing or creating index information disclaims all
warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and
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This communication is for information only and is intended for investment service providers or other Professional Clients. This material may not be
distributed, published, or reproduced, in whole or in part. Although Natixis Global Asset Management believes the information provided in this material
to be reliable, it does not guarantee the accuracy, adequacy or completeness of such information. The analyses and opinions referenced herein represent
the subjective views of the author as referenced and are subject to change. There can be no assurance that developments will transpire as may be
forecasted in this material.

Outside the United States, this communication is for information only and is intended for investment service providers or other Professional Clients. This
material may not be distributed, published, or reproduced, in whole or in part. 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 analyses and opinions referenced herein represent the subjective views of the author as referenced, are as of June 24, 2016 and are subject to change.
There can be no assurance that developments will transpire as may be forecasted in this material. In the EU (ex UK): 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: NGAM, Nordics Filial (Registration number
516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: NGAM, Sucursal en Esparia.
Registered office: Torre Colon Il - Plaza Colon, 2 - 28046 Madrid, Spain. In the UK: Approved for use by NGAM UK Limited, authorized and regulated by the
Financial Conduct Authority (register no. 190258). Registered Office: NGAM UK Limited, One Carter Lane, London, EC4V 5ER. In the DIFC: Distributed in and
from the DIFC financial district to Professional Clients only 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: Provided by NGAM Singapore (name registration no. 53102724D), a division of Natixis Asset Management
Asia Limited (company registration no. 199801044D). Natixis Asset Management Asia Limited is authorized by the Monetary Authority of Singapore and
holds a Capital Markets Services License to provide investment management services in Singapore. Registered address of NGAM Singapore: 10 Collyer Quay,
#14-07/08 Ocean Financial Centre, Singapore 049315. In Taiwan: This material is provided by NGAM Securities Investment Consulting Co., Ltd., a Securities
Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C and a business development unit of Natixis Global Asset
Management. Registered address: 16F-1, No. 76, Section 2, Tun Hwa South Road, Taipei, Taiwan, Da-An District, 106 (Ruentex Financial Building 1), R.O.C.,
license number 2012 FSC SICE No. 039, Tel. +886 2 2784 5777. In Japan: Provided by Natixis Asset Management Japan Co., Registration No.: Director-
General of the Kanto Local Financial Bureau (kinsho) No. 425. Content of Business: The Company conducts discretionary asset management business and
investment advisory and agency business as a Financial Instruments Business Operator. Registered address: 2-2-3 Uchisaiwaicho, Chiyoda-ku, Tokyo. 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. Please note that the content of the above
website has not been reviewed or approved by the HK SFC. It may contain information about funds that are not authorized by the SFC. In Australia: This
document is issued by NGAM Australia Pty Limited (NGAM Aust) (ABN 60 088 786 289) (AFSL No. 246830) and 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. This document may not be reproduced, distributed or published, in whole or in part, without the prior approval
of NGAM Aust. 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 revise any information herein at any time without notice. In Latin America: This material is provided by NGAM S.A. In Mexico: This material is
provided by NGAM Mexico, S. de R.L. de C.V., which is not a regulated financial entity with the Comision Nacional Bancaria y de Valores or any other
Mexican authority. This material should not be considered an offer of securities or investment advice or any regulated financial activity. Any products,
services or investments referred to herein are rendered exclusively outside of Mexico. In Uruguay: This material is provided by NGAM Uruguay S.A., a duly
registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Registered office: WTC — Luis Alberto de Herrera 1248, Torre 3,
Piso 4, Oficina 474, Montevideo, Uruguay, CP 11300. In Colombia: This material is provided by NGAM S.A. Oficina de Representacion (Colombia) to
professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are
rendered exclusively outside of Colombia.

Each above referenced entity is a business development unit of Natixis Global Asset Management, S.A., the holding company of a diverse line-up of
specialized investment management and distribution entities worldwide. The investment management subsidiaries of Natixis Global 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.
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In Canada: Furnished by NGAM Distribution, L.P. ("NGAM Distribution"), with its principal office located in Boston, MA, is not registered in Canada and
any dealings with prospective clients or clients in Canada is in reliance upon an exemption from the dealer registration requirement in National
Instrument 31-103 Registration Requirements, Exemptions and Ongoing Registrant Obligations. There may be difficulty enforcing legal rights against
NGAM Distribution because it is resident outside of Canada and all or substantially all of its assets may be situated outside of Canada. The agent for
service of process in Alberta is Borden Ladner Gervais LLP (Jonathan Doll), located at Centennial Place, East Tower, 1900, 520 - 3rd Avenue SW, Calgary,
Alberta T2P OR3. The agent for service of process in British Columbia is Borden Ladner Gervais LLP (Jason Brooks), located at 1200 Waterfront Centre, 200
Burrard Street, P.O. Box 48600, Vancouver, BC V7X 1T2. The agent for service of process in Ontario is Borden Ladner Gervais LLP (John E. Hall), located at
Scotia Plaza, 40 King St. W, Toronto, ON M5H 3Y4. The agent for service of process in Quebec is Borden Ladner Gervais LLP (Christian Faribault), located
at 1000 de La Gauchetiere St. W, Suite 900, Montreal, QC H3B 5H4. This is not and should not be considered as an offering of securities or services to any
person residing in Canada. Nothing contained herein shall constitute an offer or solicitation to any person residing in Canada. Subject to the restrictions
of applicable Canadian securities laws.

In the United States: Furnished by NGAM Distribution L.P., 399 Boylston St., Boston, MA 02116. Natixis Global Asset Management consists of Natixis
Global Asset Management, S.A., NGAM Distribution, L.P., NGAM Advisors, L.P., NGAM S.A., and NGAM S.A.’s business development units across the
globe, each of which is an affiliate of Natixis Global Asset Management, S.A. The affiliated investment managers and distribution companies are each an
affiliate of Natixis Global Asset Management, S.A.

This material should not be considered a solicitation to buy or an offer to sell any product or service to any person in any jurisdiction where such activity
would be unlawful. Investors should consider the investment objectives, risks and expenses of any investment carefully before investing.
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