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What did and didn’t happen in 2016



It is now over nine months since the dominant UK political (and investment) event of 2016 – 
the  referendum on membership of the European Union. 

Of course, we are now only at “the end of the beginning”. There remain many Brexit-related 
developments to watch in the coming months and years – not the least the drama of a UK snap 
election in early June of 2017. Nevertheless, we feel now is an appropriate time to reflect on the 
aftermath of the referendum. What did the companies we talk to, and invest in, see in the weeks 
and months after the vote – was it what was feared beforehand? What investment lessons can be 
learned from 2016? And what is now the best strategy for investing in the UK as it embarks on its 
divorce from the European Union? 

Fear and loathing in Little Britain – the aftermath of the vote
The overwhelming weight of economic, investor, and commentator opinion prior to the 
referendum (and in the days following) was that a leave vote would produce negative effects on 
national income, both in the short term and the long term.1 

We, as investors, agreed that the risks were skewed significantly to the downside particularly in 
the long term, given the likely impact on confidence and the implications of likely worsening terms 
of trade for the UK.

When markets reopened on the morning of 24 June it was thus unsurprising that UK assets took 
a beating. Most logical was a steep fall in the value of sterling: the pound fell over 8% against 
the US dollar over the day. And by the autumn of 2016 the currency had fallen about 20% on a 
trade-weighted basis relative to where it had stood a year earlier. Initial moves in UK stock markets 
were similarly downward. Over the first two trading days after the vote, the domestically focused 
FTSE 250 fell over 13%, and even the more international FTSE 100 (generally a beneficiary of a 
weaker sterling exchange rate) fell over 5%.

While we had been fearful of what Brexit might mean for domestic companies, we soon began 
to perceive that the extent, and amplitude, of some of these share price moves, on the face of it 
portending an early economic catastrophe following Brexit might, in fact, represent a fantastic 
opportunity to make money.

For example, UK housebuilders were marked down savagely. One of the largest, Taylor Wimpey, 
saw its share price decline 40% by the end of 27 June. By our reckoning this was pricing in an 
economic scenario of house prices falling by over 10%, and builders’ sales rates collapsing by over 
20%, an event only marginally less bad than what had occurred during the global financial crisis. 
This seemed to us highly improbable – we quickly made contact with the company to get their read 
on the situation, speaking with them on 28 June. Despite everything, they were able to confirm 
how much stronger their financial position and cash generation was compared with the time of 
the global financial crisis – even in a doomsday scenario the company would be able to afford to 
pay out prodigious amounts of cash to shareholders. The sharply reduced price of the shares thus 
appeared wrong.

UK banks shares were, likewise, hard hit following the vote. Lloyds saw its shares fall nearly 30% 
in the two days following the vote, and at their low point in early August were trading 34% below 
their 23 June level. This too seemed extraordinary, as it suggested an outturn worse than the Bank 
of England’s own stress test scenario (which would have knocked 25% off of Lloyds’s tangible book 
value), a scenario entailing house prices collapsing 20%, real GDP falling 8% and unemployment 
rising to over 9%. As with the house builders, these prices could only be rational if one assumed an 
immediate economic disaster for the UK.
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1  For example, the National Institute of Economic and Social Research (a reasonably sensible think tank) reckoned that UK GDP would be 
negatively impacted by 2.1% by 2019. Over the longer term, the range of estimates on the economic impact by 2030 ranged from -9.5% 
of GDP to +4% of GDP. 



Long Short Net long 
(short)

Industrials 0.0 0.0 0.0

Technology 0.0 0.0 0.0

Consumer goods 0.0 0.0 0.0

Financials 0.0 0.0 0.0

Consumer services 0.0 0.0 0.0

Oil & gas 0.0 0.0 0.0

Healthcare 0.0 0.0 0.0
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Just as oddly, even some businesses likely to benefit from a weaker sterling exchange rate were 
often marked down – particularly if they were at the smaller end of the market cap scale. One good 
example, and one we know well, was Victoria PLC, a UK manufacturer of carpets. Unlike many of 
its peers, Victoria has a predominantly sterling cost base, meaning it stood to gain a competitive 
advantage from the devaluation of the pound. Yet its shares fell by more than a quarter in the days 
after the vote.

These falls in equity prices, and in the level of sterling, seemed to suggest that as at the end of 
June 2016 the UK was plunging into the abyss of an astonishingly severe consumer recession.

The dog that didn’t bark
Of course, we now, nine months on, know the next part of the story: the recession was postponed, 
maybe even cancelled.

Immediately after the vote, some of the so-called “soft data” did worsen significantly. For instance, 
consumer confidence dipped dramatically in July, and purchasing managers’ indices (PMIs) also 
showed an immediate drop off. But these surveys subsequently rebounded sharply, confidence 
reaching its pre-referendum level by September, and PMIs making new highs in the autumn. 
A similar story was told by housing market indicators – a July dip in Royal Institute of Chartered 
Surveyor surveys was soon reversed.

What is more, “harder” data didn’t suffer the July blip in the surveys. For instance, retail sales 
volumes grew a remarkably strong 5.5% in July 2016, and services output grew 0.4% month on 
month in that same month – these are both very robust figures, suggestive that actual economic 
activity continued virtually unabated through the summer. In fact, in some ways it accelerated.

This is just what we were being told by those companies whose share prices had been hammered. 
Returning to our prior examples, we had conversations with Taylor Wimpey in the week after 
the referendum (as mentioned) and again in the first week of August. While they were certainly 
very worried in the earlier period, by August it was clear that their business was seeing virtually 
no impact. In fact, one of their key internal metrics (appointment bookings), having fallen in the 
days following the vote was, by the final two weeks of July, ahead of its rate before the vote. The 
company’s share price was by then still 20% below its pre-Brexit levels – a gap it has since closed, 
even if this has taken time.

Lloyds, likewise, saw virtually no impact on their business in the aftermath of the referendum 
– especially so in the small and medium sized enterprise business. They told us in early August, 
when the share price was at its trough, that the “trends pre referendum are the trends post as well”. 
Sure enough, after seeing analyst earnings estimates cut by around 15% immediately after the 
referendum, there have now been several months of consistent upgrades, the feared spike in 2017 
impairments failing to materialise.

Our favourite rebuttal of the post-vote panic came from the brash antipodean chairman of 
Victoria PLC, who said, “The ludicrous over-reaction to the outcome of the EU referendum 
complete with hyper-ventilating commentators and hysterical luvvie wittering has become more 
balanced recently. Although there will inevitably be further ups and downs over the months 
ahead, I expect the UK’s decision to leave the EU to be positive for the Group’s competitiveness 
in the foreseeable future”.

In all these cases, even as it became clear that trading post-referendum had either shown no 
slowdown or had even improved, it still took considerable time for share prices to recover, giving 
investors who were prepared to exploit others’ fears plenty of opportunity to make money. 
Borrowing Benjamin Graham’s old adage that “in the short run, the market is a voting machine 
but in the long run, it is a weighing machine”, for those focused on fundamental equity value, and 
prepared to sit through volatility, this was an incredibly exciting time.
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What now?
We are, of course, only at the beginning of the Brexit process. To come over the next two years 
are negotiations regarding (firstly) the terms of the UK’s separation from the European Union, 
followed by the framework and then details of the UK’s post-membership trading relationship with 
the bloc. It is likely that within this there will also be negotiation of some transitional arrangements. 
The outcome of these negotiations, particularly over trade, will be hugely important for the UK’s 
economic outlook as the EU is our largest trading partner with exports to the bloc accounting for 
12% of GDP (a share of GDP about three times higher than the EU’s exports to Britain relative to 
its GDP).

It is unlikely that we will know much about what a final “deal” looks like for some time. As a 
consequence, it is unlikely to impact the UK economy and capital markets directly in the near 
term. More likely is that we shall see volatility, as investors and commentators over-analyse 
every utterance from both sides in the coming months – this may very well throw up interesting 
opportunities in just the way the reaction to the vote itself did. One clear lesson from 2016 is that 
exploiting irrational reactions to political events is far more fruitful than trying to predict the 
outcomes themselves!

One thing that we feel will be important to bear in mind as we leave Europe is that the global 
economic environment will remain vitally important for determining the British economic 
performance. Over the past 45 years there has been a correlation of over 75% between US and 
European real GDP growth with UK real GDP growth. If the economic upswings we currently see 
in America and (especially) Europe continue, this bodes well for the UK, whatever other residual 
Brexit-related risks remain.

Of course, there are some purely domestic economic risks as well. Since the global financial 
crisis the UK economy has grown in a very unbalanced way, reliant on services growth and on 
consumers taking on additional leverage to fund spending. These trends are not linked to Brexit, 
and suggest that future recessionary risks may well be “home-grown” rather than the result of a 
weaker future trading position vis-à-vis the European Union. That both retail sales growth and 
unsecured consumer credit growth have turned down in recent weeks suggests that we must 
take care not to neglect such risks by focusing overly on political headlines in the coming months, 
however eye-catching.

Lessons we have learned
At the end of this “Brexit Act One” it seems there are some pretty clear lessons for us as investors.

Above all, we are right to focus our attentions on meeting with companies and forming our own 
detailed views about their intrinsic value. Companies themselves can often tell us how things really 
do look in the real economy – and while they may miss possible exogenous risks, they are likely to 
know the health of their own business better than we might. Further, by having confidence in our 
assessments of the fair value of potential investments we can be in a position to seize moments of 
high irrationality and resulting market dislocation.

The future remains, of course, uncertain; it always is. Just in the past couple of weeks markets have 
been surprised by the calling of a “snap” general election, which, while logical, was nevertheless 
unexpected. But with a broadly encouraging global environment, and with a benign domestic 
environment, we think it right to continue to focus on identifying fundamental value in companies, 
value which a distracted market is failing to recognize. That this can work – and work well – is the 
clearest lesson of 2016. And a lesson not to be forgotten in 2017. 

Brian Cullen 
May 2017
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DISCLAIMER

This thought piece is a confidential communication issued by S. W. Mitchell Capital LLP and is for information only. It was prepared by S. W. Mitchell Capital LLP only for, and is directed only at persons 
that qualify as Professional Clients or Eligible Counterparties under the FCA rules, including appropriate institutional investors and intermediaries. It is not intended for the use of and should not be relied 
on by any person who would qualify as a Retail Client. No person receiving a copy of this newsletter may copy it for transmission to another person. This document has been prepared from sources which 
are believed to be accurate, however in producing it S. W. Mitchell Capital LLP may have relied on information obtained from third parties and accepts no liability for the accuracy or completeness of such 
information. It is the responsibility of every person reading this document to satisfy himself as to the full observance of the laws of any relevant country, including obtaining any government or other 
consent which may be required or observing any other formality which needs to be observed in that country.

Past performance should not be seen as an indication of future performance and will not necessarily be repeated. The value of investments and the income from them may fall as well as rise and is not 
guaranteed. The investor may not get back the original amount invested. Changes in rates or exchange may cause the value of investments to fluctuate.

S. W. Mitchell Capital LLP is a Limited Liability Partnership registered in England No. OC312953. Registered address 38 Jermyn Street, London SW1Y 6DN. Regulated and authorised in the UK by the 
Financial Conduct Authority.
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