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Abstract 
Several studies have evolved to deal with the determinants of stock market volatility. 
However, there exists a gap in literature with regards to the interrelation among the 
broad categories of factors that trigger stock market reaction namely company fun-
daments, technical factors and market sentiments. This paper provides a holistic and 
comprehensive theoretical review of drivers of stock markets’ reaction as well as de-
signs an interrelated conceptual framework of the factors that influence investors’ 
decision making to fill the gap in literature. Brexit is presented as a case study to illu-
strate how investors and stock markets are affected by new events or information. 
This study will reveal some of the global staggering effects of Brexit at the end of 
trading on June 24, 2016 in areas such as currencies, stock markets, banks, commod-
ities, bonds, automakers and homebuilders as well as hedge fund. Barely 24 hours af-
ter the results of Brexit were declared; global stock markets lost about $2 trillion in 
value. The British pound plunged to almost $1.33, its lowest level in over 30 years 
against the US dollar and gold proved to be one of the few safe havens for investors 
on that day. In order for investors to insulate themselves against loses from Black 
Swans events, the conclusion of this study recommends some protective mechanisms 
for investors which include avoidance of overexposure and stockpiling of cash. 
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1. Introduction 

Investors are wealth maximization oriented individuals who are always itching for 
higher returns on their investments in firms listed on stock exchanges. According to 
(Njanike et al., 2009), a stock exchange is essentially a market place for stocks and 
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bonds; with stockbrokers earning a small commission on each transaction that they 
make. The performance of a stock market, according to (Ibrahim & Aziz, 2003), can be 
affected by “influence”. Influence can be defined as a power to affect persons or events 
based on prestige thus causing something without any direct or apparent effort (Maria, 
2013). (Seyhun, 1998) asserts that influence is basically causative factor that exerts 
pressure on a person or events to drive them to perform in a certain way. A factor is 
anything that contributes casually to a result and drives a certain performance in an 
event (Njanike et al., 2009). The concept of influencing is as old as warfare itself, and 
was a significant aspect of war for theorists such as Sun Tzu and Carl von Clausewitz 
(Maria, 2013). However, with the end of the Cold War and the explosion of informa-
tion technologies, the concept of influencing became much more focused on informa-
tion. Consequently, the high returns expectation will be dependent on both good inter-
nal and external information; whereas bad information or event may result in low re-
turns. Therefore, investors expect stock prices to react to some new information or 
events (Schweitzer, 1989). The starling nature of stock markets’ reaction to new infor-
mation is highlighted by (Fama et al., 1969; Woolridge & Snow, 1990; Rigobon & Sack, 
2003; Vega, 2006; Shapira et al., 2014). This assertion is supported by (Swedroe, 2013) 
as the report reveals the existence of a significant body of literature measuring the speed 
and the efficiency of the market adjustment to new information. According to 
(Swedroe, 2013), the major adjustment to the information released (and the window for 
trading profits) lasts about 40 seconds in the US fixed income markets whereas it takes 
75 - 90 seconds for UK equities markets to adjust to new information. (Smales, 2013) 
throws more light on the stupendous complexity of the stock market reaction to new 
data. The study investigated into how the Australian bond market reacts to informa-
tion. The study covered the period spanning the great financial crisis, 2005-2010. 
(Smales, 2013) concluded that adjustment to new information on the Australian bond 
market occurs quickly with the significant part of the reaction complete within 30 
seconds. As stock markets react to new information, the challenge for investors is the 
fact that they are usually uncertain about the timing, magnitude and direction of the 
reaction (Schweitzer, 1989). Many studies have been conducted on several announce-
ments of new information or events and their impact on stock prices as well as the per-
formance of stock markets as a whole. According to (Agrawal et al., 2010), announce-
ments or new information about enterprise performance, dividends, stock prices of 
other countries, gross domestic product, exchange rates, interest rates, current account, 
money supply and employment have an impact on daily stock prices (Kurihara, 2006). 
Other events or announcements that have the tendency of triggering volatility of the 
stock market include rail accidents (Walker et al., 2006), product and market diversifi-
cation (Jones & Danbolt, 2005), mergers and acquisitions (Liang, 2013), punitive dam-
ages (Lott & Karpoff, 1998), new product introduction (Lee et al., 2015), stock split 
(Subaih, 2013), natural disasters (Maierhofer, 2011), awards (Bu & Tian, 2012), corpo-
rate press releases (Neuhierl et al., 2013), media and celebrity endorsements (Ding et 
al., 2011; Doukas, 2013) and supply chain disruptions (Hendricks & Singhal, 2008). The 
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impact of most of these announcements or events on stock performance is usually 
firm-specific, industry-specific or geographic-specific. Events which have the propensity 
of triggering global stock market reaction rarely occur. One of such events was the col-
lapse of the Lehman Brothers in 2008 which sent a wave of panic around world finan-
cial markets (McKibbin & Stoeckel, 2009). The repercussion of the collapse of the Leh-
man Brothers was worldwide recession which was the first since Second World War 
(Dullien et al., 2010). (Norgren, 2010) reveals that several factors combined to make 
this one of the most severe crisis since the Great Depression of the 1930s, which in-
cluded macroeconomics problems, failures in financial markets as well as short com-
ings in the implementation of policy. There are many literature that have emerged to 
deal with determinants of stock market volatility or reaction. However, most of the li-
terature primarily focus on macroeconomic variables only, technical factors only and 
market sentiments only. Therefore, this paper provides a holistic and comprehensive 
theoretical review of drivers of stock markets’ reaction as well as designs an interrelated 
conceptual framework of the factors that influence investors’ decision making. Moreo-
ver, this study presents Brexit as a case study to illustrate how investors and stock mar-
kets across the globe are affected by new events or information. The UK in a referen-
dum voted to exit from the EU on June 23, 2016. The event popularly christened as 
Brexit sent immediate shock waves across the world just a day after. Consequently, the 
Brexit plunged the global stock markets into financial turmoil. Thus, this paper will re-
veal some of the global staggering effects of the Brexit’s results at the end of trading on 
June 24, 2016 in areas such as currencies, stock markets, banks, commodities, bonds, 
automakers and homebuilders as well as hedge fund. The remainder of this paper is 
structured as follows: Sections 2 and 3 present stock markets’ reaction determinants 
and road to Brexit. Global Financial reaction to Brexit is captured in section 4 whiles 
sections 5 and 6 cover conclusion and future research respectively. 

2. Stock Markets’ Reaction Determinants 

The concept of determinants of share price was initiated by (Collins, 1957) for the US 
market and since then a significant body of theoretical and empirical literature has 
evolved that considers the determinants of market price of shares as well as the volatili-
ty of the stock market as a whole (Sharif et al., 2015). The importance of stock markets’ 
contribution to an economy cannot be relegated to the background as the stock market 
helps in accumulating domestic resources and directing them to productive investment 
(Atiq et al., 2010; Aurangzeb, 2012; Vincent & Bamiro, 2013). The significant roles of 
stock market to economic development is reiterated by (Shrestha & Biggyan, 2014) as 
the study suggests that growth in stock market index is normally considered as a good 
sign since it implies that investors are confident about the future prospect of the 
economy. Investors as well as the stock market will react to new information or event 
thereby resulting in fluctuations in stock prices and stock market indices. According to 
(Vincent & Bamiro, 2013), stock prices reflect all available information and the quicker 
they are in absorbing accurately new information, the more efficient is the stock market 



I. Quaye et al. 
 

284 

in allocating resources. (Vincent & Bamiro, 2013) also opine that fluctuations of stock 
prices and stock indices results into problem of uncertainties which have to do with the 
accurate prediction of the short and long-term future state of the stock prices. However, 
the magnitude of financial players’ response to new information or event is likely to 
depend on the extent of the information asymmetry between the investors and the han-
dlers of the new events or information, some of them which can never be anticipated to 
occur especially with natural disasters (Khan, 2009). Information asymmetry occurs 
when one category of people enjoy better or more-timely information than other cate-
gory in a system (Copeland & Weston, 2005). There are many factors that have the 
tendency of affecting stock prices and the stock market in general (Shrestha & Biggyan, 
2014). Studies by (Atiq et al., 2010; Al-Tamimia et al., 2011) categorized the factors that 
affect stock market to include company fundamentals, technical or external factors and 
market sentiments (behavior). 

2.1. Company Fundamentals 

A study by (Al-Tamimia et al., 2011) highlight some of the fundamental factors of a 
company that might influence stock prices to include performance of the company, a 
change in board of directors, appointment of new management, and the creation of 
new assets, dividends, earnings, etc. A book titled “Corporate Finance: A Focused Ap-
proach” by (Ehrhardt & Brigham, 2014) states that “shareholders care about all divi-
dends, both current and those expected in future”. The authors also argue that growth 
in earnings per share (EPS) is a catalyst for growth in dividend. Moreover, (Zacks, 
1979) postulates that earnings prospect of a company is a major consideration factor 
for many investors when making their investment decisions. Thus, dividend per share 
(DPS) and earnings per share (EPS) are considered as the most important fundamental 
factors affecting stock prices (Atiq et al., 2010; Sharif et al., 2015). (Hartono, 2004) ex-
amines the effect of a sequence of positive and negative dividend and earning informa-
tion on stock prices. Data for this study were collected from Center for Research in Se-
curity Prices (CRSP) tapes in the US from 1979 to 1993. The study concludes that the 
positive recent earning information has significant relation with stock prices when it 
follows negative dividend information, and the negative recent earning information has 
significant relation with stock prices when it follows positive dividend information. On 
the contrary, the recent positive dividend information has significant relation with 
stock prices when it follows negative earning information while the recent negative 
dividend information does not have significant relation with stock prices when it fol-
lows positive earning. This study shows short-term reaction of stock prices to the earn-
ings and dividend information and does not reflect long-run dynamic relation. (Chang 
et al., 2008) conducted a research study on the Taiwan Stock exchange (TSEC) in order 
to know the relationship between EPS, DPS, and the stock prices. They selected 75 
firms, collected data for these firms from 1997 to 2006, and used panel co-integration 
methods for their analysis. Their study revealed that EPS has a positive effect on the 
stock price while DPS does not affect stock prices in the long run. (Sharif et al., 2015) 
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conducted a study into factors affecting share prices on the Bahrain Stock Exchange. 
The analysis of the study was based on a panel data set of 41 companies listed in the 
Bahrain stock exchange for the period 2006-2010. Eight firm specific variables namely 
return on equity (ROE), book value of share (BVS), earnings per share (EPS), dividend 
per share (DPS), dividend yield (DY), price earnings (PE), debt to total assets (DA) and 
controlled by firm size (LogMCAP), were studied to infer their impact on market price 
of shares (MPS) in the respective market. The findings of the study include dividend 
per share (DPS) was found to be significant determinant of stock prices in the Bahrain 
market. However, the study revealed a negative relation between earnings per share 
(EPS) and market price per share. This contradicts the findings obtained by (Somoye et 
al., 2009; Khan et al., 2011). Consequently, EPS is not considered as a significant deter-
minant of stock price by investors in Bahrain as they are aware that EPS can increase 
not only because of the increase in profits but also due to stock repurchases (Sharif et 
al., 2015). 

2.2. Technical Factors 

The investing community will be relieved if only stock prices are set by fundamental 
factors. However, stock prices and the movement of the entire financial market are also 
affected by external or technical factors. Technical factors are the mix of external con-
ditions that alter the supply of and demand for a company’s stock (Atiq et al., 2010). 
These factors might include macroeconomic variables such as inflation, gross domestic 
product (GDP), foreign direct investment (FDI), money supply, consumer price index 
(CPI), exchange rate, interest rate, industrial output, and oil price. According to 
(Aurangzeb, 2012), the growth of a country is directly related to its economy which 
consists of the various macroeconomic variables. (Ibrahim & Aziz, 2003) explored the 
relationship between four macroeconomic variables and Kuala Lampur Composite In-
dex (KLCI) by using the monthly data of their variables which were real output, infla-
tion rate, money supply and exchange rate from 1977 to 1998 and their model sug-
gested that there is short term relationship as well as long term relationship exist be-
tween the macroeconomic variables and the KLCI. (Liu & Shrestha, 2008) conducted 
investigation into the long run relationship between Chinese stock market and a set of 
macroeconomic variables which includes industrial production, exchange rate, infla-
tion, money supply and interest rate from 1992 to 2001. The conclusion of this study in-
dicates that industrial production and money supply have the positive relationship with 
Chinese stock indices while inflation, interest rate and exchange rate have the negative 
impact on stock prices. In the nutshell, (Wu & Lee, 2015) highlight that macroeconomic 
variables act as indicators of stock market and may affect future consumption and in-
vestment opportunities. Thus, they play significant role in determining stock prices. 

Apart from the aforementioned macroeconomic variables, other technical factors 
that may affect stock prices include market conditions, competition, political events 
and governmental policies, terrorism, uncontrolled natural or environmental circums-
tances directly affecting the production of the company, strikes, wars, fraud, etc. (Adam 



I. Quaye et al. 
 

286 

& Tweneboah, 2008; Al-Tamimia et al., 2011). According to (Rudd, 2009), global equity 
markets lost approximately US$32 trillion in value since their peak during the 2009 
global financial crisis as a result of the collapse of Lehman Brothers in 2008. (Beaulieu 
et al., 2006) investigated the short run impact of the political uncertainty associated 
with the 1995 Quebec referendum on the stock returns. It was established that the un-
certainty surrounding the referendum outcome had short run impact on stock returns 
of Quebec firm, implying that the stock market was directly influenced by the political 
risk and uncertainty. In 2010, BP oil spill resulted in estimated 4.9 million barrels of oil 
released into the Gulf of Mexico, contaminating the waters and surrounding shorelines 
(Brennan, 2013). As a result of the spill, stock prices of BP plummeted (Tse, 2010). 
(COSO, 2010) examined financial statement fraud allegations investigated by the US 
Securities and Exchange Commission over a ten-year period and found that news of an 
alleged fraud resulted in an average 16.7% abnormal stock price decline in the two days 
surrounding the announcement. (Luo, 2012) investigated the impact of the Japanese 
earthquake in 2011 on six most representative stock markets all over the world and 
concluded that all the six stock markets reacted to the earthquake negatively. (Johnston 
& Nedelescu, 2005) cite a study by (Chen & Siems, 2004) attempted to statistically test 
the significance of the September 11 terror attacks on USA on global capital markets by 
measuring the deviation of index returns from their average. The study concluded that 
the event had a widespread negative impact on all the markets. This is depicted in Ta-
ble 1 which shows the abnormal returns in the aftermath of the September 11 terrorist 
attacks for banking/financial sector indices from 14 global capital markets.  

 
Table 1. Average abnormal returns on global capital markets following the September 11 terror-
ist attacks. 

Global Stock Markets’  
Banking/Financial Sectors 

Event-day AR 
(%) 

6-day CAR1 
(%) 

11-day CAR1 
(%) 

Days to 
rebound2 

NYSE −4.79 −6.69 −0.45 13 

London −10.09 −8.64 −14.14 22 

Frankfurt −10.06 −14.54 −15.79 42 

Europe-Bloomberg −8.54 −11.50 −14.82 40 

Helsinki −6.17 −6.43 −11.35 31 

Norway −5.79 −14.18 −25.55 107 

Tokyo −6.50 −1.70 −12.18 6 

Hong Kong −7.87 −11.02 −14.34 30 

Korea −13.33 −13.78 −19.84 28 

Jakarta −2.83 −3.73 −6.23 86 

Kuala Lampur −5.20 −13.36 −18.68 65 

Australia −3.98 −9.46 −11.07 26 

New Zealand −3.67 −11.39 −14.93 33 

Johannesburg −5.27 −14.43 −11.00 162 

1CAR denotes cumulative average abnormal returns; 2denotes Number of trading days for the market to return to 
pre-attack level; Source: (Chen & Siems, 2004). 
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2.3. Market Sentiments 

Sentiment describes a group of people’s opinions, emotions or views, and market sen-
timent sums such expectations for the market as a whole (Thorp, 2004). According to 
(Chang et al., 2004) market sentiment is measured by an approach known as investor 
sentiment. Market sentiment which is often subjective, biased and obstinate, is being 
explored by the relatively new field of behavioral finance. Behavioral finance means the 
study of investor’s behavior and its effects on stock prices while investing in stock mar-
ket (Haritha & Uchil, 2016). The behavioral finance opposes the Efficient Market Hy-
pothesis (EMH) which indicates that prices of securities fully reflect all publicly availa-
ble information (Allen et al., 2015). (Malkiel, 2003) and other economists challenged 
the EMH, to explain diverging market sentiment, including how psychological and be-
havioral elements impact stock prices. Behavioral finance starts with the assumption 
that markets are apparently not efficient much of the time, and this inefficiency can be 
explained by psychology and other social sciences (Haritha & Uchil, 2016). (Wang et 
al., 2009) cited by (Rehman, 2013) is of the opinion that human sentiments are better 
indicators in the determination of final security prices than any economic variables. 
Many studies have been conducted and found some measures of investors’ sentiment 
predicting stock returns (Lee et al., 1991; Neal & Wheatley, 1998; Glushkov, 2006; Bak-
er & Wurgler, 2006; Huiwen & Sun, 2012; Ling et al., 2014; Zheng, 2015; Krishnan & Sa-
tish, 2016). (Haritha & Uchil, 2016) developed a conceptual framework to illustrate how 
market sentiments leads to investors’ sentiments and the behavioral pitfalls affecting fi-
nancial decision making. The framework which is depicted in Figure 1 was developed 
based on extensive literature review in the field of behavioral finance by the authors. 

2.3.1. Herd Behavior 
(Chang et al., 2000) discuss herding behavior as a method by which market participants 

 

 
Source: (Haritha & Uchil, 2016) 

Figure 1. Conceptual framework depicting the relationship between investors’ sentiments and 
pitfalls. 
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base their investment decisions on collective arrangements alone, defeating their own 
opinions. (Hirshliefer, 2001) is of the opinion that the existence of herding is based on 
the tendency of investors to follow the same information sources, interpreting the sig-
nals carried to the market in a regular way and, therefore, enhancing similar financial 
decisions. There are two reasons that account for herd behavior. Firstly, the powerful 
force of conformity to social pressure. The acceptance of people by a group portrays a 
sense of belongingness. This group or societal acceptance is an essential need of human 
beings as illustrated by Abraham Maslow’s hierarchy of needs in Figure 2. Needs asso-
ciated with love and belonging are third level of the pyramid. According to Abraham 
Maslow, these needs are met through satisfactory relationships with family members, 
friends, peers, classmates, teachers, and other people with whom individuals interact 
(Martin & Joomis, 2007). Therefore, individuals are fascinated to be accepted by others 
instead of being stigmatized as an outcast. Secondly, the common rationale that it is 
unlikely that such a large group could be wrong. Some people with little experience may 
still follow a group even if they are fully convinced that particular action is irrational. 
This is because they have the belief that the group may know something that they are 
unaware of. Several studies have focused on the extent of distortion impact caused by 
herd behavior on the stock market (Eichengreen & Mody, 1998; Zaharyeva, 2009; Blas-
co et al., 2012; Shalom-gilo, 2013; Angela-Maria et al., 2015). 

2.3.2. Macroeconomics 
It has already been espoused by many studies how macroeconomic variables like infla-
tion, exchange rate, money supply, unemployment rate, etc. cause price fluctuations on 
the stock market in general. However, do macroeconomic variables influence the indi-
vidual behavior of investors in their investment decisions as being studied by behavior- 

 

 
Source: (Martin & Joomis, 2007) 

Figure 2. Maslow’s hierarchy of needs. 



I. Quaye et al. 
 

289 

al finance? (Merikas et al., 2011) tested the tenets of the behavioral finance theory on 
the factors that influence investment choices under conditions of uncertainty on the 
Athens Stock Exchange (ASE). Participants were asked to evaluate the importance of 26 
variables including current economic indicators, identified from the literature and per-
sonal interviews as potentially influencing stock investment decisions. 32.7% representing 
49 respondents out of 150 full responses received stated that their investment’s deci-
sions are influenced by current economic indicators. In a study carried out in Ghana on 
the attitude of investors, the main factors which influence investors’ attitude are inter-
est rate, unemployment rate and strength of an economy (Bennet et al., 2012). In India, 
investors’ behavior are influenced by macroeconomic factors like rate of inflation, in-
terest rate and strength of Indian economy (Haritha & Uchil, 2016). 

2.3.3. Risk and Cost 
People make investment decisions based on the returns expected to be accrued to them. 
However, investors’ expectations are sometimes not materialized as they may receive 
returns less than expected or the actual amount realized may be less than the initial in-
vestment. This unrealized expectation constitutes what is referred to in financial par-
lance as investment risk (Maranjian, 2013). (Baker et al., 1977) argue that investors be-
have rationally, taking into account the investment’s risk/return tradeoff. There tend to 
be positive correlation between risks and returns in actuality, however people often 
perceive that the opposite relationship exists (Fischhoff et al., 1978; Akami & Slovic, 
1994; Ganzach, 2000; Hung et al., 2010). The portfolio theory of (Markowitz, 1952) 
cited by (Rezagholizadeh et al., 2013) posit that investors attempt to maximize the ex-
pected return of their investment portfolio for a given amount of portfolio risk, or to 
minimize risk for a given level of expected return, which means that an investor who 
wants higher expected returns must accept more risk. That notwithstanding, the level of 
risk investors are willing to undertake differ from one person to the other which pri-
marily depends on individuals’ attitudes to risk (Jagongo & Mutswenje, 2014; Ishfaq & 
Anjum, 2015). According to (Farayibi, 2015), investors can be categorized into three 
namely risk averse, risk neutral and risk-seeking. The utility-to-wealth function for 
each category of investors is depicted in Figure 3. 

According to Figure 3, a risk-averse investor attaches decreasing utility to each in-
crement in wealth; a risk-neutral investor attaches equal utility to each increment in 
wealth; while a risk-seeking investor attaches increasing utility to each increment in 
wealth (Peirson et al., 2009). (Ishfaq & Anjum, 2015) further explain the nature of the 
utility functions for each type of investor as illustrated in Figure 3: 

i) Linear utility function: This is a characteristic of risk neutral investors. Linear utility 
function indicates that investors choose investments strictly on the basis of returns. 
A risk neutral investor will be indifferent to an investment with a fair return but 
highly risky. Thus the marginal utility of an additional investment made is constant 
irrespective of the amount of money the individual already has. 

ii) Concave utility function: This function also known as diminishing marginal utility 
relates to risk-averse investors. The diminishing marginal utility means that the  
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Source: (Peirson et al., 2009) 

Figure 3. Utility-to-wealth function for different types of investors. 
 

marginal utility of an investment is less than the utility of its return that is, the ex-
pected monetary value of the investment which is disincentive for risk-averse in-
vestors. Therefore, these types of investors are not interested in risky investments.  

iii) Convex utility function: This function relates to risk-seeking investors who are con-
sidered as risk takers and often possess increasing marginal utility. These investors 
are willing to choose a highly risky investment but with a high return. Risk-seeking 
investors are not risk-pushovers even in the presence of high risks when making in-
vestment decisions. 

The cost or fees of investment known as transaction cost is also consideration factor 
for taking investment decisions. Every investment product or service commands cost 
like any other commodity purchased. According to (Barber & Odean, 2011), transac-
tion costs are an unambiguous drag on the returns earned by individual investors and 
therefore shapes investors’ behavior. (Wasik, 2013) likens the impact of transition costs 
on investment portfolios to wind, sun and rain pounding on painted wood over time 
which will culminate into a lot of damage to the wood. The most salient effect of 
transaction costs on investor behavior is the creation of a “no trade zone” around the 
optimal portfolio allocation, inside of which investors will not respond to changes in 
expected asset returns by rebalancing their positions, because the net gain from doing 
so is less than the transaction cost incurred (Matheson, 2011). Publication by 
(Securities and Exchange Commission, 2014) reveals that transaction cost may seem 
small but over time they can have a major impact on investment portfolio of inves-
tors. An illustration of how transaction costs affect investment portfolio is displayed 
in Figure 4. 

Figure 4 illustrates how an investment portfolio with a 4% annual return over 20 
years when the investment either has an ongoing fee of 0.25%, 0.50% or 1%. In 20 years, 
0.50% annual fees reduce portfolio value (red line) by $10,000 compared to a portfolio 
with a 0.25% annual fee (blue line). Similarly, 1.00% annual fees reduce portfolio value 
(green line) by nearly $30,000, compared to a portfolio with a 0.25% annual fee (blue 
line). 
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Note: Blue line = 4% annual return less 0.25% annual fees, Red line = 4% annual return less 0.50% annual 
fees, Green line = 4% annual return less 1.00% annual fees. Source: (Securities and Exchange Commission, 
2014) 

Figure 4. Portfolio value from investing $100,000 over 20 years. 

2.3.4. Behavioral Pitfalls 
Emotions of investors may lead them in taking haphazard investment decisions. The 
underpinning factor for such decisions is usually associated with miscalculating risk to-
lerance and asset location. Thus, investors must understand the nature of behavioral 
pitfalls and how their decisions are affected by them in order to make prudent invest-
ment decisions. According to (Haritha & Uchil, 2016), the major behavioral pitfalls of 
investors are ambiguity aversion, active trading, and familiarity biases. 

1) Ambiguity aversion 
Ambiguity aversion is a behavioral finance term that refers to the fact that people 

tend to prefer risk to ambiguity or uncertainty (Trautmann et al., 2008). Risk refers to 
events for which the probabilities of the possible outcomes are known, while ambiguity 
refers to events for which the probabilities of the possible outcomes are unknown 
(Dimmock et al., 2013). (Ellsberg, 1961) shows that people usually prefer risk rather 
than ambiguity, and defines an ambiguity-averse individual as one who prefers a lottery 
with known probabilities over a similar lottery with unknown probabilities. Investors’ 
financial decision making can be influenced by ambiguity aversion. The first 
non-laboratory empirical study conducted in US by (Dimmock et al., 2013) reveals that 
ambiguity aversion is significantly and negatively associated with stock market partici-
pation and portfolio allocation to stocks. A study by (Antoniou et al., 2014) also estab-
lishes a negative relationship between stock market participation and ambiguity aver-
sion. According to (Keller et al., 2007), the evidence on ambiguity aversion has been 
mixed. (Raiffa, 1961) argues that a rational decision maker should not be ambiguity 
averse. (Fox & Tversky, 1995) find that ambiguity aversion disappears when individuals 
evaluate a single gamble (in a non-comparative setting), and (Chow & Sarin, 2001) find 
that ambiguity aversion is reduced when making separate evaluations. Moreover, (Sarin 
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& Weber, 1993) argue that, in market settings, ambiguity aversion is reduced in inde-
pendent auctions but not in simultaneous auctions. 

2) Active trading 
Active trading considered as one of the most speculative trading strategies seeks to 

take advantage of short-term movements in price, and often focuses on financial in-
struments in higher demand, such as ciurrencies, stocks, options, and derivatives 
(Haritha & Uchil, 2016). The principal factor that accounts for active trading is over-
confidence (Byrne & Utkus, 2013). Investors with too much confidence in their trading 
skill often trade too much but earn the lowest returns (Barber & Odean, 2000). (Odean, 
1998) supports this assertion by arguing that overconfident investors trade more than 
rational investors and that doing so lowers their expected utilities. Overconfidence in-
creases trading activity because it causes investors to be too certain about their own 
opinions and to not consider sufficiently the opinions of others (Barber & Odean, 
1999). (Barber & Odean, 1999) further postulate that overconfident investors also 
perceive their actions to be less risky than generally proves to be the case. The result is 
an increase in the heterogeneity of investors’ beliefs, and as (Harris & Raviv, 1993) and 
(Varian, 1989) point out, heterogeneous beliefs are needed to generate significant trad-
ing. (Elan, 2010) highlights that active trading correlates with overconfidence and 
therefore a negative relationship exist between active trading and returns of investment. 
In an attempt to empirically establish that active trading leads to low returns, (Barber & 
Odean, 1999) partitioned 78,000 households used for the study into quintiles on the ba-
sis of the average monthly turnover of their common stock portfolios. Mean monthly 
turnover for these quintiles ranged from 0.19% (the low-turnover quintile) to 21.49% 
(the high-turnover quintile). Households in the high-turnover quintile earned a net 
annualized geometric mean return of 11.4%; households in the low-turnover quintile 
earned 18.5%. Table 2 provides summary of these results generated by the study.  

The annual net return earned by each household was compared with the annual net 
return that would have been earned had the household’s beginning-of-the-year portfo-
lio been held for a year without any trading, which is a reasonable measure of the im-
pact of trading on returns. These bases of comparison were chosen by the authors be-
cause the households in each quintile could (and did) vary as to the average risk cha-
racteristics of their portfolios. The quintile of households that traded most infrequently 
underperformed its counterpart buy-and-hold portfolio by, on average, a mere 0.25 pps 
annually, whereas the quintile of households that traded most frequently underper-
formed its counterpart buy-and-hold portfolio by, on average, a whopping 7.04 pps 
annually (Barber & Odean, 1999). Based on the analyses from the study, (Barber &  

 
Table 2. Portfolio turnover and return. 

 Mean Monthly Turnover Average Annual Portfolio Return 

20% least active traders 0.19% 18.5% 

20% most active traders 21.49% 11.4% 

Source: (Byrne & Utkus, 2013). 



I. Quaye et al. 
 

293 

Odean, 1999) concluded that the more investors trade, the more they reduce their ex-
pected returns which is consistent with the prediction that overconfident traders earn 
less when they engage in active trading. The relationship between overconfidence and 
active trading illustrated graphically in Figure 5. According to Figure 5, overconfi-
dence of investors leads to decrease in herding behavior. Herding behavior results in 
investors following or taking the opinions of some group of people into account in their 
investment decisions. However, overconfident investors are very certain about their 
own opinions and ignore the opinions of others, thereby reducing their herding beha-
viors. Overconfidence also results in increase in heterogeneity of investors’ beliefs. The 
decrease in herding behavior and increase in heterogeneity of investors’ beliefs caused 
by investors’ overconfidence stimulates active trading which leads to low returns or de-
crease in returns on investors’ investments. 

3) Familiarity biases 
Familiarity bias is directly derived from the founding behavioral work of (Kahneman 

& Tversky, 1979). Familiarity bias is another shortcut the mind uses to filter informa-
tion and make decisions which consists in the tendency to believe in and prefer things 
that are already familiar to us (Abreu, 2014). According to (Fox & Tversky, 1995) when 
people are offered two alternatives, they prefer the one that they are familiar with. 
People tend to apply this analogy to stock selection decision in the sense that they are 
better informed about the securities that they are familiar compared to the ones that 
they are not (Chew et al., 2012). (Huberman, 2001) is of the opinion that due to prefe-
rence for familiar and distaste for and fear from unfamiliar leads to the basic result that 
people simply prefer to invest in familiar securities. People have the belief that a famili-
ar company is actually better and that investment in it has a lower risk and/or higher 
yield returns (Abreu, 2014). This explains investors’ behavior as to their preference for 
investing in home markets to foreign markets. This is evident in a study by (Strong & 
Xu, 2003) who found that investors are more optimistic towards their home markets  

 

 
Source: Authors’ construct 

Figure 5. Relationship between overconfidence and active trading. 
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than they are about foreign markets. (Chan et al., 2005) examined how mutual funds 
from 26 developed and developing countries allocate their investment between domes-
tic and foreign equity markets and what factors determine their asset allocations 
worldwide. The study found a robust evidence that the funds, in aggregate, allocate a 
disproportionately larger fraction of investment to domestic stocks. Familiarity bias 
underscores the reason why people also invest enormously in the companies they work 
for (Elan, 2010). Several studies have been conducted in portraying and explaining 
workers’ preferences in investing in their companies as well as in their own countries 
(Benartzi & Thaler, 1995; Benartzi, 2001; Mitchell & Utkus, 2002; Muelbroek, 2002). 
Portraying a bias toward familiar is an indicative of lack of diversification and can lead 
investors into losing their investment (Foad, 2010). (Tanner, 2015) provides a case 
study (Enron scandal) as an example of investors’ investments been wiped out because 
of familiarity bias. According to (Tanner, 2015), executives and accountants of Enron 
were manipulating the books to make the firm seem vastly more successful than it was. 
When it all came to light, the company collapsed into bankruptcy in 2001. Employees 
with significant amounts of now-worthless Enron stock in their 401(k) plans suddenly 
weren’t sure they could ever retire. One employee in his mid-50s at the time saw his re-
tirement account drop from $470,000 to $40,000. Loses incurred would have been in-
sulated if the investors had diversify their investments into less familiar assets. Fami-
liarity bias can therefore be summarized as people’s tendency to gravitate towards in-
vestments that are proximate with respect to location, occupation, or language and los-
es can be mitigated through diversification into other unfamiliar local and international 
securities (Seiler et al., 2007; Verma, 2016). 

In the nutshell, all the aforementioned literature reviewed is an indication that in-
vesting decisions as well as stock market participation is very complicated. Therefore, a 
holistic consideration must be given to all factors that have the tendency of affecting 
investment decisions as well as the entire stock market. It is very imperative for inves-
tors to know that some of the factors that drive investors to be responsive to new events 
or information are interrelated. Thus, such financial knowledge will be a catalyst for 
investors to avoid being pushed into behavioral pitfalls by their own decisions which 
may cause them to lose part or whole of their investments. An interrelated conceptual 
framework of the drivers of investors’ decisions and stock markets’ reaction to new 
event has been designed by the authors in order to help investors make optimal invest-
ment decisions. The interrelated conceptual framework depicted in Figure 6 shows that 
stock markets’ reaction are driven by company fundamentals, technical factors and 
market sentiments as well as the interrelation between them. 

FEATURES OF THE FRAMEWORK  
The features of the framework are illustrated by the individual arrows defined by the 

alphabets (A) to (J): 
i) A and B represent the influence of technical factors on stock markets to react to new 

events or information such as natural disasters, wars, government policies, political 
events, money supply, interest rate, exchange rate, inflation, etc. 
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Source: Authors’ Construct 

Figure 6. Interrelated conceptual framework for stock markets’ reaction to new events. 
 

ii) C and D represent the influence of company fundamentals on stock markets to react 
to new events or information such as earnings per share, performance of a compa-
ny, dividend per share, change in board of directors, appointment of new manage-
ment, etc. 

iii) E, F and G represent herd behavior, macroeconomic and risk & cost respectively as 
some of the components of market sentiments that drive stock markets to react to 
new events or information. 

iv) H represents the interrelation between technical factors and company fundamentals. 
The arrow H is an indication of the effect of technical factors on some company 
fundamentals. Technical factors like natural disasters, wars, government policies, 
political events, money supply, interest rate, exchange rate, inflation, etc. have a 
great potential of positively or negatively affecting shareholders wealth of companies 
and their overall successes. Company fundamentals such as performance of a com-
pany, earnings per share and dividend per share as shown in Figure 6 will be af-
fected by some technical factors which will influence the decision making of inves-
tors.  

v) I represents the interrelation between technical factors and market sentiments. The 
arrow I shows the effect of technical factors on market sentiments. Some technical 
factors like natural disasters, wars, political events, government policies, interest 
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rate, exchange rate and money supply in an economy may affect the psychology, 
emotions and sentiments of investors in the process of taking investment decisions.  

vi) J represents the interrelation between company fundamentals and market senti-
ments. The arrow J depicts the influence of company fundamentals on market sen-
timents. Company fundamentals such as performance of company, earnings and 
dividends declaration, appointment of new management, change in board of direc-
tors, etc. may affect individuals’ emotions and behavior which are elements of mar-
ket sentiments. 

According to Figure 6, technical factors, company fundamentals and market senti-
ments influence stock markets to react to new events or information. The framework 
also illustrates the interrelation between technical factors & market sentiments, tech-
nical factors & company fundamentals and company fundamentals & market senti-
ments. This means that technical factors influence company fundamentals, company 
fundamentals influence market sentiments and technical factors influence market sen-
timents. Both technical factors and company fundamentals influence market senti-
ments which appeal to the emotions and psychology of individual investors. Conse-
quently, it is very imperative for individual investors, financial analysts and the entire 
financial community to have a holistic and interrelated viewpoint of the drivers that in-
fluence their investment decisions and the stock market in general which will enable 
them to take optimal investment decisions. The framework in Figure 6 admonishes in-
vestors to avoid isolation consideration of the factors that influence their investment 
decisions in order to escape any behavioral pitfall as illustrated in Figure 1. 

3. Road to Brexit 

In January 2013 Britain’s Prime Minister David Cameron committed to holding a refe-
rendum on EU membership which took place on June 23, 2016 (Reenen, 2016). Sup-
porters of UK-leaving campaign christened as “Brexit” focused on the democratic ben-
efits of repatriating powers back from Brussels whiles supporters of the UK-remaining 
in EU argued that the EU reduces the risk of conflict and makes Britain stronger on the 
world stage (Dhingra et al., 2016). The results of the referendum favored advocates of 
Brexit (Riley & Long, 2016b). Douglas Webber, Professor of Political Science at Euro-
pean Institute for Business Administration known as INSEAD provides the following 
account of the road leading to Brexit (Webber, 2016): 

The UK was a latecomer to the EU. The English Channel, that thin stretch of water, 
no more than 32 km wide at its narrowest point, has enabled the country to avoid for-
eign invasion and occupation for almost 1000 years. Historically the UK steered clear of 
deep and permanent engagement on the European mainland, intervening primarily 
when, as in the cases of Napoleonic France and imperial and Nazi Germany, a single 
power threatened to achieve hegemonic control of continental Europe. Following the 
Second World War, closely allied with the US and at the hub of the (British) Com-
monwealth, the UK aspired to play a world role as an independent state. It initially 
stayed out of both the European Coal and Steel Community (ECSC), founded in 1950, 
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and the European Economic Community (EEC), launched in 1957. By the time it 
changed its mind, for economic reasons, in the 1960s, the French president Charles de 
Gaulle was in power and twice vetoed British entry. When the UK finally entered the 
EU, after De Gaulle stepped down, in 1973, it remained an ambivalent member. A new 
Labour government renegotiated the UK’s accession terms in 1974-75 and called a 
popular referendum that produced a two-to-one majority in favour of staying in. The 
UK’s relations with the EU nonetheless remained fraught, as illustrated by the dec-
ade-long conflict over its contribution to the EU budget (resolved at an historic summit 
at Fontainebleau in 1984). 

Following the end of the Cold War, as the rest of the EU began to forge closer politi-
cal integration, the UK increasingly became a semi-detached member. It opted out of 
the Euro, the (borderless) Schengen Area and—initially—the social policy provisions of 
the Maastricht Treaty. In 1992, the pound was unceremoniously ejected from the Eu-
ropean Monetary System (EMS), which it had entered only in 1989—an event that the 
Conservative government of the time experienced as a brutal humiliation (such that the 
Chancellor of the Exchequer who supported EMS entry in the late 1980s, Nigel Lawson, 
has meanwhile become a leading advocate of Brexit). 

Political Drivers of Brexit 
In the last 25 years, Euroscepticism changed political camps in the UK. While La-

bour, which had proposed to leave the EU in the early 1980s, became more 
‘pro-European’, the Conservatives, who had overwhelmingly supported EU accession in 
the 1970s, grew increasingly hostile. Along with the rise of the fiercely ‘anti-European’ 
UK Independence Party (UKIP), the growth of Euroscepticism in the Conservative 
Party persuaded Cameron to pledge a (second) referendum on EU membership if his 
party won a majority at the 2015 Parliamentary elections—which, against all expecta-
tions, he did. 

The final results of the referendum held on June 23, 2016 saw 51.9% of voters chose 
to leave the EU, while 48.1% wanted to remain (Riley & Long, 2016b). Prime Minister 
David Cameron who led the remain-in-EU campaign resigned immediately after the 
results were released (Kottasova & Petroff, 2016). According to (Morris, 2013), some of 
the issues which informed voters voting in favor of Brexit are: (i) Eurosceptics believe 
that trade with EU countries would not be much affected by an exit because UK’s trade 
deficit with the EU provides enough bargaining power to allow the negotiation of a free 
trade agreement between the two parties, similar to that enjoyed by Norway or Switzer-
land; (ii) Britain would be able to expand its trade with non-EU countries through the 
negotiations of new trade agreements that would not be subjected to constraints im-
posed by other EU members; (iii) the UK country would be free from the regulatory 
burden and the costs associated with the EU membership (the EU budget is structured 
so that the UK consistently contributes a greater proportion of finances than it receives 
in return (Baimbridge, 2016), for instance, in 2015 the UK government paid £13 billion 
to the EU budget, and EU spending on the UK was £4.5 billion; therefore, the UK’s “net 
contribution” was estimated at about £8.5 billion (Full Fact Team, 2016) as depicted in 
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Figure 7). Figure 7 also illustrates the fact that UK has always been contributing more 
to EU’s budget than what it receives from EU since they joined EU. 

Another factor worthy of mentioning that worked in favor of Brexit was the issue of 
immigration. Eurosceptics oppose the flow of immigrants allowed to live and work in 
Britain which has become increasingly hard to control because of UK’s membership 
with EU (Miles, 2016). Pro-Brexit supporters are of the view that high levels of immi-
gration will hurt their jobs, wages and quality of life (Wadsworth et al., 2016). The 
number of immigrants from other EU countries living in the UK, according to (Reenen, 
2016), tripled from 0.9 million to 3.3 million between 1995 and 2015. In 2015, EU net 
immigration to the UK was 172,000 comprising 257,000 EU nationals arriving and 
85,000 leaving which is, only just below the figure of 191,000 for non-EU immigrants 
and such net immigration is shown in Figure 8. 

4. Global Financial Effects of Brexit 

The arguments for EU-stay and EU-out heightened stakes amongst the various stake-
holders of which the financial markets were not exempted. There were uncertainties in 
the minds of financial players as to the outcome of the referendum and how the out-
come may or may not cause financial turmoil across the globe. Many financial analysts 
and political scientists predicted a close contest between the two factions. The results of 
the referendum: 51.9% for Brexit voters and 48.1% for EU remain affirmed their pre-
diction. The results of the referendum caused “volcanic eruption” across the global fi-
nancial markets a day after the referendum. This is because many people never ex-
pected this outcome. British business leaders warned for months that if UK voters 
chose to exile themselves from the EU, there would be swift, negative consequences and  

 

 
Source: (Full Fact Team, 2016) 

Figure 7. UK payments to EU budget. 
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Source: (Reenen, 2016) 

Figure 8. Net immigration to the UK, 1991-2015. 
 

their fears were realized on Friday, June 24, 2016 (Riley & Long, 2016a) which is evi-
dent by the following statements: 

“Everybody’s obviously a little bit stunned,” said Andrew Sullivan, managing director 
of sales trading at Haitong International Securities in Hong Kong (Mullen, 2016);  

“I think markets were really caught off guard today, that’s why you are seeing a huge 
risk-off trade,” said Jeff Kravetz, a strategist at the Private Client Reserve at US Bank 
(Lash & Krudy, 2016);  

“The financial markets have certainly taken the view that the decision to leave the 
European Union is bad news for the United Kingdom in the near term at least,” said 
Howard Archer, chief economist at IHS (Kottasova & Petroff, 2016);  

“I’m afraid that this is not such a good day for Europe,” said Deutsche Bank (DB) 
CEO John Cryan, “at this stage, we cannot fully foresee the consequences, but there’s 
no doubt that they will be negative on all sides” (Yan, 2016). 

These explain the intense shock waves that went through the spines of global inves-
tors as a result of the financial turbulence caused by Brexit’s win. Barely 24 hours after 
the results were declared, global stock markets lost about $2 trillion in value (Lash & 
Krudy, 2016). Breakdown of how the various financial markets and sectors of the 
world’s economies were affected a day after UK voted to leave the EU are captured in 
the subsections of this chapter. 

4.1. Currencies 

The British pound plunged to almost $1.33, its lowest level in over 30 years against the 
U.S. dollar as the results of the referendum became clear (Mullen et al., 2016; Riley & 
Long, 2016b). Its decline comfortably eclipsed that of Black Wednesday in 1992, when 
the UK left the Exchange Rate Mechanism (Mackenzie & Platt, 2016). The euro also fell  
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Source: (Russell & Lee, 2016) 

Figure 9. Currencies plummet. 
 

heavily (Mullen et al., 2016). The plummeting of the British pounds and the euro 
against the US dollar is illustrated in Figure 9. 

The likelihood of increase in risk aversion among investors following the referen-
dum’s results also caused emerging markets to suffer as the US dollar rallied. The South 
African rand, the Polish zloty and Mexican peso were down more than 3% (Mackenzie 
& Platt, 2016) and the value of the Ghana cedi recorded a marginal plunge of 1.04% on 
the interbank foreign exchange market (Lokko, 2016). Some currencies were safe ha-
vens for investors which included the Japanese yen, the Swiss franc and even Bitcoin 
(Mullen et al., 2016; Riley & Long, 2016b). According to (Mackenzie & Platt, 2016), the 
yen soared as much 6.7% to ¥99.02 at the worst of the fallout in currency markets. 

4.2. Stock Markets 

The FTSE 250, which is made up of mostly mid-sized British companies, plummeted 
7.2% (Riley & Long, 2016a). Many analysts see the FTSE 250 as a more accurate reflec-
tion of the British economy because it tracks firms that do more of their business inside 
Britain (Kottasova & Petroff, 2016). US stocks followed plunging global markets. The 
Dow ended the day down 611 points, or over 3.4% while the Nasdaq composite index 
dropped 4.12%, and into correction territory-or down 10% from its recent high 
(Mullen & Platt, 2016). The FTSE 100 ended the day 3.2% lower and The S&P 500 fell 
3.6%, its biggest one-day drop since August—leaving it below where it finished 2015 
(Mackenzie & Platt, 2016). A broad gauge of European blue-chip stocks index sank 
around 6.7% and the Hang Seng in Hong Kong dropped 2.9% (Mullen et al., 2016). 
Euro Stoxx 600, a major gauge of stocks across the continent, closed down 7% 
(Mackenzie & Platt, 2016). (Mackenzie & Platt, 2016) also reveals that Japan’s Topix 
closed 7.3% lower and the Nikkei 225 fell 7.9% while in Australia, the ASX index settled 
down 3.2%. Germany’s DAX index and stocks in Ireland dropped by nearly 7% and 8% 
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respectively, while the French CAC plunged by 8% (Kottasova & Petroff, 2016). Italian’s 
FTMIB and Spanish’s IBEX markets posted their sharpest one-day drops ever, falling 
more than 12%, led by a dive in European bank stocks SX7P; moreover, Italy’s Unicre-
dit (CRDI.MI) fell 24% while Spain’s Banco Santander (SAN.MC) fell 20% (Lash & 
Krudy, 2016). Utility stocks, generally considered less geared to the global economy 
with relatively stable cash flows and debt profiles, defied the wider drop to climb 0.1% 
(Mackenzie & Platt, 2016). The changes in prices of some of the global stock markets 
affected by the results of the referendum by the close of trading on June 24, 2016 are 
summarized in Figure 10. 

4.3. Banks 

Banking shares across Europe were crushed. Barclays plummeted 17% in London trad-
ing, Royal Bank of Scotland (RBS) tumbled 17%, Lloyds Bank nosedived 19%, Germa-
ny’s Deutsche Bank dropped 14%, shares of the UK’s biggest bank, HSBC (HSBC) in 
Asia crashed 7%, while Standard Chartered (SCBFF), a British bank that focuses 

 

 
Source: (The Guardian, 2016) 

Figure 10. Global stock markets reaction to Brexit win after Trading on June 24, 2016. 
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on Asia, lost 9% in Hong Kong trading (Yan, 2016). US banks also got hit, feeling the 
downsides of the American-British “special relationship.” Morgan Stanley (MS) fell 
over 10%, Citigroup (C) slid over 9% and Goldman Sachs (GS) was down 7% (Riley & 
Long, 2016a). (Riley & Long, 2016a) further reports that Invesco (IVZ), an investment 
firm headquartered in the US but with a substantial presence in the UK was the worst 
performer in the entire S&P 500, falling nearly 14%. The Euro Stoxx Banks index 
plunged 18% which was its worst ever drop (Mackenzie & Platt, 2016).  

4.4. Automakers and Home Builders 

Ford (F), which has nearly 14,000 workers in the UK, fell over 6.5%; companies that 
make car parts like BorgWarner (BWA) and Delphi Automotive (DLPH) tanked about 
10% each while Travel site Priceline (PCLN, Tech30), which has a lot of revenue com-
ing from Europe, fell over 11% (Riley & Long, 2016a). Homebuilder Taylor Wimpey 
(TWODF) had its shares dropped by more than 29% (Kottasova & Petroff, 2016). 
Stocks of airline EasyJet (ESYJY) was slammed as it fell over 14% on Friday June 24, 
2016 and American Airlines (AAL) (a partner with British Airways) lost over 10% 
(Riley & Long, 2016a). 

4.5. Commodities 

As the financial markets were being tattered by the referendum results, investors 
poured money into perceived safe havens. It was a good day for gold investors, with the 
metal rising as much as 8.1% before easing back to just over the $1300-an-ounce mark, 
which was still up nearly 5% on the day (June 24, 2016) (Mackenzie & Platt, 2016). In 
the view of (Mackenzie & Platt, 2016), Gold has been one of the best performing finan-
cial assets of the year even before Brexit, and is up 24% for the year. The rise of gold 
price during Friday’s, (June 24, 2016) trading is shown in Figure 11. 

 

 
Source: (Mackenzie & Platt, 2016) 

Figure 11. Rise of gold price a day after brexit referendum. 
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Oil prices slumped around 5% amid fears of a broader economic slowdown that 
could reduce demand. US crude CLc1 shed $2.51 to $47.60 a barrel while Brent LCOc1 
fell 4.9% to $48.42. Industrial metal copper CMCU3 sank 1.7% (Lash & Krudy, 2016). 

4.6. Bonds 

The bond market was one of the avenues of comfort for investors. (Mackenzie & Platt, 
2016) highlights how the bond market reacted to the Brexit event in four countries. US 
Treasuries, the anchor for the global financial system, with the yield on the 10-year note 
fell more than 30 basis points (bp) to 1.40%, its lowest level since 2012. The yield which 
is a benchmark for corporate borrowing costs in the US eased back to 1.56% in late af-
ternoon trading on Wall Street on June 24, 2016. The reaction of the US 10-year Trea-
sury to the Brexit’s win is displayed in Figure 12. The 10-year UK Gilt yield fell to a 
record low of 1.02%, a decline of 35bp, as investors expect easing and additional liquid-
ity from the Bank of England but slipped back to close at 1.08%. The German 10-year 
Bund yield hit a record low of minus 0.18% as peripheral yields rose sharply, led by a 
35bp rise in Portugal’s 10-year yield to 3.4%. The Portuguese note finished at 3.31% as 
the market calmed. 

4.7. Hedge Fund 

A report by (Johnson et al., 2016) reveals how the hedge funds performed on June 24, 
2016. Hedge funds betting that Britain would leave the EU were rewarded with bumper 
payouts after stock markets fell sharply on the back of the Brexit decision. The heavy 
fall for UK and European stocks after the release of the results of the referendum led to 
gains for some of the most bearish hedge fund managers such as Crispin Odey, who 
was among those that had been previously nursing large losses for the year. Stock- 
picking hedge funds including Marshall Wace, Odey Asset Management and TT Inter- 

 

 
Source: (Mackenzie & Platt, 2016) 

Figure 12. US ten-year treasury reaction to brexit referendum. 
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national were some of the biggest names to make money on their short positions 
against UK stocks. Hedge funds that had taken short positions against equities but 
bought bonds also benefited on the first day of trading after the Brexit vote, including 
Winton Capital Management and Aspect, which run computer-driven funds. 

5. Conclusion 

Events that cause financial turbulence are often not expected by investors and the entire 
financial markets. Their reaction to such events is evidence of shock and some throw 
up their hands in despair especially risk aversion investors. The Great depression, 9/11 
terrorist attacks on US, the Great recession and Japanese earthquake in 2011 are some 
of events which caught financial experts and investors unaware and devastated savings 
as well as portfolios in a blink of the eye. These unexpected events have been named 
Black Swans by investors. The term, coined by professor and former derivatives trader 
Nassim Nicholas Taleb, refers to the rare or unexpected event which has profound 
economic or social consequences (Crumbaker, 2016). A Black Swan like Brexit which 
was far from unexpected should not have caused any financial “tsunami” on the finan-
cial markets because the referendum was first announced four months ago. Despite 
four months to prepare for this vote, the global financial community was nonetheless 
unprepared for the devastating effects of UK departure from the EU because it was 
largely predicted that the UK would vote to remain in the EU. The motivation of this 
paper is to review empirically from various literature with regards to the underlying 
factors that drive stock markets and the investing community in general to react to new 
events with Brexit as a case study. The Brexit like any other Black Swan event is likely to 
worsen and have long-lasting effects. However, this paper presents short-term, specifi-
cally a day’s (June 24, 2016) impact of Brexit results on the global financial markets. A 
significant effect of Brexit that can hardly be erased from the minds of global investing 
community is how the British pound lost in value to its lowest level in over 30 years 
against the US dollar. Stocks of several companies and stock markets’ performances 
took a nosedive across the world as investors look on helplessly with their investments 
being eroded by Brexit results. 

The result of the Brexit referendum is a demonstration to the fact that every invest-
ment has an element of real risk. Therefore, it is very imperative for investors to have a 
risk management plan which will minimize their loss during stock market volatility es-
pecially to prevent permanent loss of the capital invested. This paper will be beneficial 
to the investing community as it enlightens them not to allow themselves to be swayed 
always by the predictions of the majority with regards to some known future events like 
Brexit. This paper admonishes investors to sometimes think contrary when the predic-
tions of majority of financial analysts and the investing community favour a particular 
outcome of an expected future event like Brexit. This may prevent partial or total in-
vestment loss if the actual result of the event contradicts investors’ expectations. This 
research will also contribute enormously to existing literature about determinants of 
volatility of stock markets and individuals investment behaviors. Moreover, the inter-
related conceptual framework for stock markets’ reaction designed will close the gap in 



I. Quaye et al. 
 

305 

literature which deals with the interrelation among the categories of drivers of stock 
markets’ reaction namely technical factors, company fundamentals and market senti-
ments. Thus, it is very vital for investors to have a holistic and interrelated analysis of 
the determinants of stock markets’ reaction to new events in order to minimize the de-
vastating effects of some black swans like Brexit. Moreover, (Sheldon, 2016) recom-
mends four ways as protection mechanism in order to mitigate the impact of Black 
Swan events on investors: 

5.1. Diversify Properly 

When building a portfolio, it is important to ensure the portfolio is diversified at both 
an asset allocation level and also at stock level. The portfolio should not be exposed to 
any one asset class at asset allocation level. Unfortunately, many investors often suffer 
from “home bias” whereby they invest primarily in domestic equities, ignoring the di-
versification benefits of having international exposure. This can backfire in the event of 
a domestic downturn and investors with a high proportion of their portfolio in UK 
stocks will certainly be feeling the pain during the Brexit. Furthermore, at stock level, 
investors must ensure portfolio is properly diversified and not overexposed to specific 
stocks. The downside risk must always be taken into consideration when making in-
vestment decisions irrespective of their level of interest in a particular stock. 

5.2. The Power of Dividends 

Numerous studies have shown that dividends contribute a large part of total returns 
over the long term. For example, over the last five years the FTSE 100 has returned 
around 8% before dividends. Add-in reinvestment of the dividends and the return is 
closer to 30% which is a huge difference. For that reason, investors can readjust their 
investing strategy to focus more on dividends. While no one likes to see the capital val-
ues of their investments fall, there’s no doubt that dividends provide a certain level of 
comfort during volatile times. The capital values should not be much of importance to 
a long-term investor in the short-term but would be compensated from receiving regu-
lar dividends and these dividends can be reinvested into the market. 

5.3. Avoid Overexposure 

It’s important for investors to ensure that they are not over exposed to the share mar-
ket. The temptation to be greedy during good times heightens which may lead to a huge 
risk, overexposure. The market can be extremely volatile and can hit the hardest when 
everyone least expects it. Therefore, investors are advised to only invest what they can 
afford to lose. For instance, if an investor is likely to need the funds in the short term 
for a house deposit or university fees, then share market is most likely not the best in-
vestment vehicle for such savings. 

5.4. Stockpile Cash 

It is financial prudent to always have some cash on the sidelines ready to deploy when 
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opportunities arise. As many stocks fell 30% to 50% after the release of the Brexit re-
sults and the likelihood market volatility to persist, opportunities may will arise at some 
stage. Therefore, investors with cash available can take advantage of these opportuni-
ties. 

6. Future Research 

This paper presents a day’s (June 24, 2016) impact of the financial turbulence caused by 
the Brexit referendum held on June 23, 2016. Other research works can focus on more 
short-term effects other than only a day’s impact as well as long-term effects. This study 
also focused on the economic impact of Brexit but limited to stocks and the entire glob-
al financial markets. Political and social effects as well as effect of Brexit on other eco-
nomic variables like unemployment, trade, foreign investments, etc. can be explored by 
other researchers. Some studies were conducted on these variables before the referen-
dum (Hickson & Miles, 2016; Reenen, 2016). Other research works can be conducted 
on these areas to ascertain the actual effects after UK voted to leave the EU. Further 
study can also be done using event study methodology to measure the abnormal re-
turns that would accrue to investors on the various stock markets affected by the Brexit. 
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