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We really should have been holding a lot more European assets in all of our clients’ accounts. After all, the
European Union accounts for about seventeen percent of total global Gross Domestic Product. Traditional
investing theory argues that, depending upon your particular goals, you really should have had ten or twenty
percent of your BMM investment portfolio in European assets. But you didn’t. In 2014 we sold out of that
exposure. I actually remember the day, sitting in the second row of a conference hall listening to a lecture given by
former Federal Reserve governor Ben Bernanke, that we decided we wanted out. Over the long-term,
diversification makes portfolios safer, and it’s our job to make sure your portfolio is safe. But we felt that this
traditional tool to keep your portfolio safe just wasn’t for you. Not in the intermediate-term, at least.
And now, after the Brexit vote, we don’t except to go back into European equity anytime soon. In fact, if
anything, we are concerned about stocks of all nations being put under pressure.
But before we get into all of that, let’s quickly explain what the Brexit is. I know, I know. It’s been in the news for
months. So we won’t bore you with the details of it – just a metaphor a 10,000 foot view (somewhat closer than
the proverbial 30,000 foot view).
First, the metaphor. Then we’ll get all textbook-y, and just rely on some good ole fashion copy-and-paste for that.
“Brexit” is short for “British Exit”. Economically, it’s just a bad idea. It’s such a bad idea that nobody really
thought it would happen. And, actually, it hasn’t happened. The vote is non-binding. But without getting into such
detail as invoking Article 50 of the Lisbon Treaty to enact said referendum, let’s just presume it’s gonna happen
because at least one party wants it to happen. And if it doesn’t happen it will just further stress the relationship
and on even worse terms. And cue the metaphor.
The Brexit is a divorce of the UK and the European Union. One party said, “I want out”. The other party said, “I
don’t think it’s a good idea, but ok”. Once you get to this point, it’s not an invitation to renegotiate the
relationship and try to get back together. The couples counseling didn’t work, and you’ve moved into the spare
bedroom. Now you spend the next two years negotiating the settlement. And while it’s an uncomfortable couple
of years, you can’t change the legal agreements you’ve made. And that’s the Brexit. Right now, someone said they
want out, nothing has happened, it’s really awkward, but you’ve still got two years of working together to agree
upon the divorce agreement.
Just like with a divorce, there’s a lot of uncertainty. Really, nothing has changed and all current agreements
remain in place. So for the next couple of years, I guess there is a good amount of clarity. But after that, nobody
knows. Britain has to be economically punished by the European Union enough to warn other member nations
that it’s not a good idea to break off. However, Britain’s punishment can’t be so bad that it comes back to harm
the European Union. So, don’t expect Draconian measures.

So that textbook- copy-and-paste I promised, from Investopedia:
“Supporters of Brexit had based their opinion on a variety of factors from the global competitiveness of
British businesses to concerns about immigration. Britain has already opted out of the EU's monetary
union (meaning that it uses the pound instead of the euro) and the Schengen Area (meaning that it does
not share open borders with a number of other European states). "Out" campaigners argue that Brussels'
bureaucracy is a drag on the British economy and that EU laws and regulations are a threat to British
sovereignty.
Popular support for Brexit had varied over time, but the June 23rd vote demonstrated that UK citizens
believed that Great Britain can survive without the economic cooperation, trade agreements and
partnerships that benefitted the country for the past several years. Brexit is tied in with Scotland's
membership in the United Kingdom. Scotland had voted to remain in the European Union, and after the
narrowly contested vote, First Minister Nicola Sturgeon said in a statement on the Scottish National
Party’s website that she would explore all options to remain in the EU.”
What’s that mean? Well, my cynical view of it is that voters, dismayed by stagnating real income, were upset with
the status quo felt that they needed to send a message to the establishment by voting for radical change.
Unfortunately, the cure is likely to be worse than the sickness.
We expect the UK divorce to be messy, drawn out and costly. It involves unpacking UK and EU laws, and striking
trade deals with a spurned EU and the rest of the world. We expect potential losses in services exports and
investment flows to overwhelm any benefits of lower payments to EU. We see a weaker euro over time and
pressure on European equity shares, and pressure on government debt rates due to likely European job losses
and lower growth. We expect limited pressure on government budgets, however, as high-quality government
bonds are in demand in a low-rate world.

Bottom Line:

BOTTOM LINE

Perception is reality. And although there are two years of negotiating ahead of the UK and the EU, the perception
is that the outcome will be bad. Likely over the course of a couple months this conversation will be wiped from US
investors’ minds and revisited in about a year-and-a-half. But over the course of the next couple months, stock
prices (US stocks, global stocks) offer more risk than reward. Since the US stock market was, at best, fairly
valued before the Brexit vote, we wouldn’t rule out another correction, maybe of the magnitude of the one
ending earlier this year in February that gave way to recent highs in the stock market.
Because those corrections happen, happen quickly, can’t be timed, and then are forgotten months (if not weeks
later), we don’t expect to make any Brexit-specific trades (except perhaps selling any European equity that is
transferred over to BMM managed accounts). But this does contribute to internal conversations we’ve been
having at the BMM conference table. For example, the pace of the Fed’s interest rate rise has been slow so
we’ve considered further shifting from non-dividend paying stocks to dividend paying stocks. Because the Fed is
now going to be even slower in its rate rise cycle, we can now make an even stronger argument for that move.

GENERAL DISCLOSURES

Website content document may include forward-looking statements. All statements other than statements of historical fact are
forward-looking statements (including words such as “believe,” “estimate,” “anticipate,” “may,” “will,” “should,” and
“expect”). Although we believe that the expectations reflected in such forward-looking statements are reasonable, we can give no
assurance that such expectations will prove to be correct. Various factors could cause actual results or performance to differ
materially from those discussed in such forward-looking statements.
Historical performance is not indicative of future results. The investment return will fluctuate with market conditions.
Performance is not indicative of any specific investment or future results. Views regarding the economy, securities markets or
other specialized areas, like all predictors of future events, cannot be guaranteed to be accurate and may result in economic loss
to the investor. Investment in securities, including mutual funds, involves the risk of loss.

TERMS OF USE
Berkshire Money Management, Inc. monitors this web site for security purposes to ensure it remains available to all users and for
the purpose of protecting information in the system. By accessing this web site you are consenting to these monitoring activities.
Unauthorized attempts to defeat or circumvent security features; to use the system for other than intended purposes; to deny
service to authorized users; to access, obtain, alter, damage or destroy information or interfere with the system or its operation in
any other manner is prohibited. Evidence of such acts may be disclosed to law enforcement authorities and may result in criminal
prosecution.
Berkshire Money Management, Inc. does not approve any website that is linked through this browser. Furthermore, Berkshire
Money Management, Inc. is not responsible for content, and neither endorses nor makes warranty for information, accuracy,
content or presentation of the site or sites in question.

STANDARD & POOR'S
The S&P 500 Index (S&P) has been used as a comparative benchmark because the goal of the above account is to provide equitylike returns. The S&P is one of the world’s most recognized indexes by investors and the investment industry for the equity
market. The S&P, however, is not a managed portfolio and is not subject to advisory fees or trading costs. Investors cannot invest
directly in the S&P 500 Index. The S&P returns also reflect the reinvestment of dividends. Berkshire Money Management is
aware of the benchmark comparison guidelines set forward in the SEC Clover No-Action Letter (1986) and compares clients’
performance results to a benchmark or a combination of benchmarks most closely resembling clients’ actual portfolio
holdings. However, investors should be aware that the referenced benchmark funds may have a different composition, volatility,
risk, investment philosophy, holding times, and/or other investment-related factors that may affect the benchmark funds’ ultimate
performance results. Therefore, an investor’s individual results may vary significantly from the benchmark’s performance.
The S&P 500 Index (S&P) has been used as a comparative benchmark because the goal of the above account is to provide equitylike returns. The S&P is one of the world’s most recognized indexes by investors and the investment industry for the equity
market. The S&P, however, is not a managed portfolio and is not subject to advisory fees or trading costs. Investors cannot invest
directly in the S&P 500 Index. The S&P returns also reflect the reinvestment of dividends.

DOW
The Dow Jones Industrial Average (NYSE: DJI, also called the DJIA, Dow 30, INDP, or informally the Dow Jones or The Dow)
is one of several stock market indices, created by nineteenth-century Wall Street Journal editor and Dow Jones & Company cofounder Charles Dow. The Dow average is computed from the stock prices of 30 of the largest and most widely held public
companies in the United States. Clients of BMM may have portfolios that differ substantially from the composition of the DOW
and therefore, their performance may vary significantly from that of the Dow. The Dow is used for illustrative purposes only, as
one indicator of the overall US economy, and its past, present, or future performance should not be viewed as an indicator or
comparison point for BMM client performance.
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