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After The Vote – What’s Ahead?
Against the polls and against the sentiment of the financial markets, Britain voted to leave
the European Union last night by a margin of 52%/48%. Immediate market reaction has
been negative. Asian markets fell on the vote with Japan’s Nikkei Index falling -7.9%,
Hong Kong’s Hang Seng Index falling -2.9%, and China’s Shanghai Composite Index
falling -1.3%. Over in Europe the drops have been more severe with many equity indices
down more than -10% at time of writing. A risk-off mentality has taken hold amidst the
uncertainty of the economic consequences to the vote.
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From the Canadian perspective, our country’s economic ties to the UK are small.
According to Statistics Canada, as a percentage of exports the UK represents 3.1%. The
bulk (65%) of those exports fall in the precious metals category (Natural or cultured pearls,
precious or semi-precious stones, precious metals, metals clad with precious metal and
articles thereof; imitation jewelry; coin). Any direct impact to the Canadian economy
appears limited. Likewise, the economic impact to the United States is similarly limited
from a trade perspective. The UK accounts for only 4% of US exports.
The immediate impact is to sentiment rather than economic as this will be a very long and
drawn out process. The UK is likely to wait to invoke Article 50 (which initiates the process
of leaving the EU) until a new Prime Minister is in place which may not be until the fall.
This would also give the UK government time to work out what exactly its goals are before
the two year term to negotiate the UK's new trade relationships (dictated by Article 50) begins.
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The immediate downside risks aside from the current drop in equity and currency markets include a seizure of the credit
markets. In preparation, the Bank of England has signaled it will provide liquidity should the credit markets tighten. This
is not about central banks though. It is about political response and it remains to be seen if the politicians in the UK and
elsewhere across the European Union can calm the markets. In the aftermath of the vote we are hearing calls from
politicians in other countries for similar referendums. More information and analysis of the economic impact will flow out
over the weeks, and months to come.
It goes without saying that we are in a period of significant uncertainty. Today, stocks are down and the traditional safe
haven trades of the US dollar, US Treasuries and gold are up. However, even now, mere hours following the results and
initial market drawdown we are starting to see the fear wane as the downdraft is easing and North American markets are
reacting with more resilience. Broader financial contagion appears to be limited.
In the meantime the Brexit result may undermine confidence over the near-term and as such we reiterate our conservative
approach to asset allocation. Given the length of the current economic and equity market cycles, higher current equity
valuations than in the past 5-years and political uncertainty that may evolve out of Brexit, we expect volatility to remain
and returns to be more muted in the year ahead than in the year past. Maintaining a neutral asset allocation may serve
investors well over the near-term.
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A rise in interest rates typically causes bond prices to fall. The longer the average maturity of the bonds held by a fund, the more sensitive a fund is
likely to be to interest-rate changes. The yield earned by a fund will vary with changes in interest rates.
Global events have resulted, and may continue to result, in an unusually high degree of volatility in the financial markets, both domestic and foreign.
Currency risk is the risk that fluctuations in exchange rates may adversely affect the value of a fund’s investments.
This material, intended for the exclusive use by the recipients who are allowable to receive this document under the applicable laws and regulations
of the relevant jurisdictions, was produced by and the opinions expressed are those of Manulife Investments as of the date of this publication, and
are subject to change based on market and other conditions. The information and/or analysis contained in this material have been compiled or
arrived at from sources believed to be reliable but Manulife Investments does not make any representation as to their accuracy, correctness,
usefulness or completeness and does not accept liability for any loss arising from the use hereof or the information and/or analysis contained herein.
The information in this document including statements concerning financial market trends, are based on current market conditions, which will
fluctuate and may be superseded by subsequent market events or for other reasons. Manulife Investments disclaims any responsibility to update
such information. Neither Manulife Investments or its affiliates, nor any of their directors, officers or employees shall assume any liability or
responsibility for any direct or indirect loss or damage or any other consequence of any person acting or not acting in reliance on the information
contained herein.
All overviews and commentary are intended to be general in nature and for current interest. While helpful, these overviews are no substitute for
professional tax, investment or legal advice. Clients should seek professional advice for their particular situation. Neither Manulife Financial, Manulife
Investments™, nor any of their affiliates or representatives is providing tax, investment or legal advice. Past performance does not guarantee future
results. This material was prepared solely for informational purposes, does not constitute an offer or an invitation by or on behalf of Manulife
Investments to any person to buy or sell any security and is no indication of trading intent in any fund or account managed by Manulife Investments.
No investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment. Unless otherwise
specified, all data is sourced from Manulife Investments.
This commentary reflects the views of the sub-advisor(s) of Manulife Investments. These views are subject to change as market and other conditions
warrant. Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the
prospectus before investing. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. Manulife
Funds, Manulife Corporate Classes and Manulife Leaders Portfolios are managed by Manulife Investments, a division of Manulife Investments.
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