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Managing global fixed income portfolios often translates into finding the right balance of risk and protecting 
investors against adverse outcomes. In the month running up to the European Union referendum on 23 June, it 
became clear to our investment team that volatility would rise and that the cost of insurance against that volatility 
was fairly cheap. While we did not necessarily predict a Leave vote, we saw the outcome as asymmetric: the 
potential downside impact of a Leave vote on the financial markets would be much greater than the upside 
response to a Remain. Our positioning therefore reflected this asymmetry so that in the end we benefited from the 
outcome.  

 
At the same time, we implemented some positions that would have benefited from a Remain scenario. While we 
did not expect a Remain vote to trigger a major market rally, there was nevertheless a risk that the market would 
react more positively than expected, leading to a “melt up” in risk. While that might have benefited sectors such as 
emerging market debt and high yield corporates, a “risk on” scenario would have been negative for core sectors 
such as government bonds and high grade corporates. This scenario never materialized, however, and the 
premium paid for these positions quickly lost its value after the referendum. 
 
Looking to the future, the optimist’s view might be that a major risk event is out of the way; the initial market 
reaction was negative but that has eased somewhat; Article 50 may never be triggered; and the UK is a relatively 
small economy in the global context.  
 
The pessimist’s view is that uncertainty is now much higher. We have moved from a “known unknown”, to an 
“unknown unknown”. This uncertainty will have a negative impact on factors such as sentiment, trade and capital 
investment across the world, with the risk that an already weak global growth environment may be tipped into 
recession. 
 
In the immediate aftermath of the referendum, we reduced some of the positions that acted as risk hedges, but 
our stance still remains largely defensive. As risk assets have started to rally post Brexit, we expect to find 
opportunities to implement new hedges at attractive levels while at the same time investing in markets where 
fundamentals are attractive. It might be possible that the cheapest downside protection could be found outside 
Europe now. As the consequences of the Brexit vote develop and are better understood, we actually see merit in 
selectively buying European risk and using the US market to neutralize some of the market beta of our portfolios.  
 
Away from Brexit, the world is still not an altogether stable place. China is still a concern. U.S. and Italian politics 
will gain focus as we move into the Autumn, with a referendum on constitutional reform in Italy expected in the 
second half of the year and the US election due in November. Ultimately, central banks have limited power to 
intervene, and the summer months are usually characterized by reduced liquidity, so keeping the right balance of 
risk remains a prevailing theme in our portfolios. 
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Important Information 

The specific securities identified and described above do not necessarily represent securities purchased or sold by T. Rowe Price. This 
information is not intended to be a recommendation to take any particular investment action and is subject to change. No assumptions should 
be made that the securities identified and discussed above were or will be profitable. This material, including any statements, information, data 
and content contained within it and any materials, information, images, links, graphics or recording provided in conjunction with this material 
are being furnished by T. Rowe Price for general informational purposes only. The material is not intended for use by persons in jurisdictions 
which prohibit or restrict the distribution of the material and in certain countries the material is provided upon specific request. It is not intended 
for distribution to retail investors in any jurisdiction. Under no circumstances should the material, in whole or in part, be copied or redistributed 
without consent from T. Rowe Price. The material does not constitute a distribution, an offer, an invitation, recommendation or solicitation to 
sell or buy any securities in any jurisdiction. The material has not been reviewed by any regulatory authority in any jurisdiction. The material 
does not constitute advice of any nature and prospective investors are recommended to seek independent legal, financial and tax advice 
before making any investment decision. Past performance is not a reliable indicator of future performance. The value of an investment and 
any income from it can go down as well as up. Investors may get back less than the amount invested.  

The views contained herein are as of the date of publication and may have changed since that time. Unless indicated otherwise the source of 
all market data is BofA Merrill Lynch.  

DIFC – Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This document is communicated on behalf of T. 

Rowe Price International Ltd by its representative office which is regulated by the Dubai Financial Services Authority. For Professional Clients 

only.  

EEA – Unless indicated otherwise this material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, 

EC4N 4TZ which is authorised and regulated by the UK Financial Conduct Authority. For Professional Clients only.  

Switzerland – Issued in Switzerland by T. Rowe Price (Switzerland) GmbH ("TRPSWISS"), Talstrasse 65, 6th Floor, 8001 Zurich, 

Switzerland. First Independent Fund Services Ltd, Klausstrasse 33, CH-8008 Zurich is Representative in Switzerland. Neue Helvetische Bank 

AG, Seefeldstrasse 215, CH-8002 Zurich is the Paying Agent in Switzerland. For Qualified Investors only.  

T. ROWE PRICE, INVEST WITH CONFIDENCE and the Bighorn Sheep design are, collectively and/or apart, trademarks or registered 

trademarks of T. Rowe Price Group, Inc. in the United States, European Union, and other countries. This material is intended for use only in 

select countrie 

 


