
HFM FOCUS PLANNING FOR THE FUTURE

3 0 J U N  - 6  J U L  2 0 162 2  H F M W E E K . CO M 

IN FOR A 
BUMPY RIDE   

HFMWeek (HFM): Currency volatility was 
unavoidable no matter what the outcome. What 
immediate impacts will be felt now an ‘out’ vote has 
been confirmed?
Daniel Ross (DR): To the surprise of no-one, global 
markets had a tumultuous time on Friday, and much 
of that affect is still with us now. After buying into the 
belief that the Remain camp would emerge victorious 
late on Thursday, FX markets quickly reversed 
course as the tide of votes showed that a Brexit was 
an inevitability. As a result, capital flew to quality, 
pressing rates lower both in the UK and overseas. 

Understandably, the immediate impact will have 
been felt by those firms with GBP denominated assets, 
however there will have been very few funds left 
holding risk who were spared from being negatively 
affected in any way. Over the longer term, those funds 
positioned for a slow, but steady recovery in the 
UK and eurozone economy via currencies and fixed 
income could also find themselves disappointed, as 
potentially protracted and fragile UK-EU negotiations 
drag on and leave any international trade agreement in 
no man’s land.

HFM: How do you envisage these developing over 
the long term? 
DR: Despite markets finally knowing the result of the 
EU referendum, it appears the UK public now know 
less than ever about the future of the UK’s economic 
standing and political establishment. The resignation 
of David Cameron on 24 June and the ensuing 
crumbling of the Labour party has compounded the 
growing sense of uncertainty here in the UK and that 
never bodes well for sovereign currencies. As such, it’s 
difficult to say where the pound will turn in the short-
term without any clearer direction from Westminster 
or the Bank of England. 

Many tier-one investment banks see further GBP 
weakness before the end of the year as the Bank of 
England’s tools to stimulate the economy (cutting 
interest rates and conducting further quantitative 
easing) weaken sterling further. There are few catalysts 
that could send Sterling higher at this point, but given 
the unpredictability with which the referendum decision 

unfolded, it would be foolish to completely rule them 
out.

HFM: Is there anything that funds can do to combat 
this FX volatility? If so, what?  
DR: Many funds will be fully aware of the suite of 
financial products available to them via their prime 
brokerage to generate alpha and maximise their 
returns. What’s lesser known is the ability for funds and 
investment firms to use transactional currency options 
and structured products to hedge both your firm’s 
performance and operating costs. Market volatility 
will often provide funds and investment firms with 
the tools they need to generate profit and returns – 
but safeguarding these returns amid turbulent market 
conditions is just as important. 

Furthermore, you can prevent adverse FX 
fluctuations from bleeding into your firm performance 
through hedging your firm’s performance, assisting 
you in forecasting your fund valuations in advance, 
removing one unknown variable from your strategy.

HFM: How can World First provide assistance to 
help guard against the incoming volatility?
DR: At World First, our FX risk management desk 
specialises in managing currency exposure for funds 
and firms, who benefit from our personal service, 
consultative process and tailored currency strategies. 
We’ll go through your currency exposure in detail 
and depth, allowing us to know and understand your 
business and what you’re trying to achieve. Our 
background trade support will give you the flexibility 
to tailor these trades in line with your requirements 
and will be able to provide recommendations and 
follow the market in line with your needs. 

HFM: What opportunities has the outcome created 
for managers?  
DR : Should the UK begin its divorce from the 
European Union, a significant number of fund rules 
and regulations will have to, by necessity, change, 
leaving some funds adrift. The issue of Ucits funds, 
for example, which can only be sold within the 
European Union will have to be addressed directly. 

DESPITE MARKETS FINALLY KNOWING 
THE RESULT OF THE EU 
REFERENDUM, IT APPEARS THE UK 
PUBLIC NOW KNOW LESS THAN EVER 
ABOUT THE FUTURE OF THE UK’S 
ECONOMIC STANDING AND POLITICAL 
ESTABLISHMENT
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Daniel Ross of World First speaks to HFMWeek about the 
immediate fallout from the UK’s EU referendum result and 
how to cope with the extreme currency volatility 
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and investment firms to 
minimise their operational 
risk and manage fund 
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The successful fund managers and investment firms 
will be those that adapt very rapidly to the inevitable 
changes in regulation and market landscape. 

This regulatory change also provides the 
opportunity for funds to rethink their 
operational frameworks and choose the 
service providers that give the personal 
service and account management that 
funds of all sizes deserve.

HFM: How long will it be until the 
currency volatility calms down? 
DR: As we’ve seen from the immediate 
fallout, many funds and asset managers 
were positioned effectively, but the 
majority sat on the side-lines looking to 
avoid being rolled over by the price action. 
It’s these funds and asset managers who, 
when they put their capital back to work, 
will influence the medium-term market 
trajectory.

Outside of institutional funds, the next 
playmakers for UK markets could come 
from two distinctly different (and until 
recently, opposing) camps; the Bank of England and 
the Leave Campaign. The vast majority of economists 
and investment banks now expect the UK to drop into 
a technical recession in the final six months of this 

year and the response of Mark Carney and the Bank of 
England could stoke further currency volatility in the 
coming months. Markets are now pricing in a 25bps 
rate cut from the BoE by the end of 2016 and this could 

come as soon as this August’s Quarterly 
Inflation Report, where the Monetary 
Policy Committee will not only have 
the opportunity to take action, but also 
to explain and justify their actions to 
the markets in depth and with the aid 
of a lengthy economic report. 

The distinct lack of a roadmap for 
the UK’s exit from the EU has left the 
financial community in the dark – the 
only timeline we know with certainty 
today is that the UK will likely have 
a new prime minister ahead of the 
Conservative party annual conference 
in October this year – and the 
responsibility of triggering Article 50 
of the Lisbon Treaty and beginning the 
process of departure will lie in their 
hands. 

The duties of our future prime 
minister will not stop at negotiating with the EU – 
they must also communicate far more constructively 
with the UK public than has been the case throughout 
this campaign.  n
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