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UK opts for Brexit, markets in turmoil 
 • UK elects to exit the European Union; PM David Cameron sets out the timetable for his resignation the following day. 

• The Reserve Bank of New Zealand held the OCR steady at 2.25% but left the door open for more cuts. 

• The US Federal Reserve also held rates steady and there is now considerable debate over when hiking will resume. 

The UK’s vote in favour of leaving the European Union on June 23 was the defining moment of the month, and possibly the 
year.  It generated more one-day volatility than some events in the global financial crisis, with a huge amount of uncertainty 
driving markets hard.  The majority of the movement was seen on June 24th, with risk aversion ruling the roost.   

The following period though was mixed, with some UK assets, such as the Pound, remaining under pressure, while the 
FTSE100 share index managed to recover losses and even move higher.  Elsewhere, European markets faced pressure from 
losing one of the biggest economies in the EU, as well as the possibility others may follow the UK’s lead and go it alone.   

The volatility didn’t end with the result, with UK Prime Minister David Cameron announcing the following day that he would 
step down in the coming months, throwing the political outlook into the unknown.  This means the UK won’t formally begin 
the process of officially exiting the EU until a new leader is in place, planned for September.  In contrast, the US political 
outlook narrowed to two contenders, with Hillary Clinton becoming the presumptive nominee for the Democrat party while 
Donald Trump has the Republican nomination.  There is still some way to go until the election itself in November, but already 
the mud-slinging has begun.  

Away from Brexit and politics, the US Federal Reserve held rates steady, as expected, with many in the market looking for 
tightening to occur in July.  The chances of that receded to almost zero in the Brexit aftermath and, given May’s downbeat 
employment data as well, some see no rate hikes until 2018; although that is not our view.   

The Reserve Bank of New Zealand also declined to adjust rates, surprising some in the market.  The door was left open for a 
cut in August but the Bank is increasingly concerned over the housing situation across the country and not just Auckland.  
Still, given the ever-firm New Zealand Dollar, weak inflation pressures and potential Brexit fallout, we continue to expect a 
25bp cut in August. 

Date Instrument 30-Jun-16 Month % Quarter % Year % 5-Year %

Cash NZ cash rate 2.25 0.00 0.00 -1.00 -0.25
NZ 90-day bank bill 2.41 -0.01 0.07 -0.85 -0.25
US 90-day bank bill 0.65 -0.03 0.02 0.36 0.40
NZ - US 90-day bank bill 1.76 0.02 0.05 -1.21 -0.65

Fixed NZ 5-year gov't stock 2.03 -0.15 -0.25 -1.03 -1.97
Interest NZ 10-year gov't 2.35 -0.26 -0.58 -1.28 -2.76

NZ 10-year sw ap 2.70 -0.28 -0.32 -1.24 -2.49
AUS 10-year gov't 2.01 -0.29 -0.48 -0.98 -3.24
US 10-year gov't 1.51 -0.35 -0.30 -0.81 -1.59

Equities NZ - NZX50 Capital (NZ$) 3361 -2.3% 1.5% 15.3% 58.5%
AUS - All Ords (A$) 5310 -2.5% 3.1% -2.6% 14.0%
JAP - Nikkei (¥) 15576 -9.6% -7.1% -23.0% 58.7%
UK - FT100 (£) 6504 4.4% 5.3% -0.3% 9.4%
US - S&P500 (US$) 2099 0.1% 1.9% 1.7% 58.9%
WORLD - MSCI (US$) 1653 -1.3% 0.3% -4.7% 24.2%
MSCI in NZD (NZ$) 2334 -6.2% -2.3% -8.4% 45.3%

Exchange NZD/USD 0.7082 5.3% 2.6% 3.9% -14.6%
Rates NZD/AUD 0.9523 2.6% 5.6% 7.4% 23.4%

NZD/JPY 72.75 -2.7% -6.1% -12.7% 9.3%
NZD/GBP 0.5286 15.3% 9.9% 22.0% 2.7%
NZD/EUR 0.6377 5.6% 4.6% 4.8% 11.6%
NZ TWI 75.80 4.5% 3.9% 6.4% 3.7%
EUR/USD 1.1105 -0.3% -1.9% -0.8% -23.4%

Equity indices are the respective end-of-month closes. Interest rates and exchanges rates are at 5pm NZ.
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Cash 
The RBNZ held the OCR steady at 2.25% on June 9 in what economists expected 
to be a close call between a hold and a cut.  The follow-up communications 
were broadly similar to those seen in April.  The Bank highlighted continued 
issues with house prices and financial stability and, given markets only 
estimated a 20% chance of a cut, the RBNZ took advantage of its free pass to 
hold this time around. 

The RBA again held rates steady, as it did in May.  Given the upbeat nature of 
economic data through the month, expectations of further easing were pushed 
back, while the early July election added to impetus to wait.  

The US Federal Reserve was not expected to moves rates in June and delivered 
on that, with July the popular pick, pre-Brexit result.  Following the UK’s 
decision, expectations of a July hike faded, while employment data for May also 
made tightening less likely.  Indeed, some no longer expect a hike until as late as 
2018. 

 

Fixed interest 
Demand for safer assets following the Brexit result pushed yields much lower 
towards the end of the month, with nationality and tenures having little impact 
on demand for debt.  This pushed the yield on the US 10-year Treasury down 
30bp at one stage, while over the month it lost 37bp in total.   

Following the RBNZ’s on-hold decision, attention quickly turned to the August 
meeting, with Brexit fallout boosting the chances of the RBNZ resuming the 
loosening cycle.  By the close of June, the odds of a 25bp cut for New Zealand on 
August 11 stood at 52%, with a 100% chance by the November 10 meeting. 

Elsewhere, the Fed’s decision to hold firm was widely expected, as was the 
RBA’s, and as such both meetings had little major impact. 

 

Equities 
The main event was at the end of the month, with the Brexit vote sparking 
widespread uncertainty across the globe.  Almost no index went untouched and 
it was just the size of the decline that differed between the markets. 

On the first trading day after the vote, the UK’s FTSE100 gave up 8.5% 
immediately, but rallied to close only 5.6% lower.  It managed to regain all Brexit 
losses by the end of the month, although the broader FTSE250 was not so lucky. 

Elsewhere, Australian equities managed to close June in positive territory, aided 
by a firm Q1 GDP read and generally upbeat data through the month.  Japan’s 
Nikkei struggled though, with the Government’s stimulus package failing to 
overly impress and the prospect for help from the Bank of Japan easing.  

 
Exchange rates 
Again, Brexit was the main driver and the reaction to the Leave victory was 
perhaps most extreme here.  GBP/USD saw its largest daily range since the 
1980’s, coming from a high of 1.50 to 1.33 and then extending losses on the 
Monday after the vote as well, closing June around those lows.   

The Euro did not escape and depreciated across the board.  This, as speculation 
mounted other countries might also agitate for exit from the EU, while the 
economic impact of the UK leaving the union added further to the uncertainty. 

The NZD was also impacted, with risk aversion initially pushing the Kiwi back 
against the USD, although it did manage to firm against the Pound.  In contrast, 
it lost ground against the safe-haven Yen.  The overall readjustment actually saw 
the Trade Weighted Index touch 77 for a moment. 
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Important Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs. 
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your 
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the 
information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, 
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are subject 
to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank Limited. We 
are under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any person involved in the 
preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to 
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant that 
any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.  
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