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Moving on from Brexit, central banks back in focus 
 • Central bank activity back in the limelight following Brexit. 

• New Zealand, Australia and the UK all see rate cuts; rate hike speculation in the US warms up. 

• The New Zealand Dollar remained buoyant despite the rate cut. 

Brexit got relegated over August, with the shock of the surprise vote wearing off and markets returned to normal (whatever 
that means in this post GFC world).  Central banks were back in focus, with the BoE, RBNZ and RBA all delivering key 
decisions.  On top of that, talk from and about the US Federal Reserve captured considerable attention, with market 
participants looking ahead to the September Federal Open Market Committee decision and through that to year end.   

Both the RBNZ and RBA cut key rates by 25bp each, as expected.  Both also left the door open for more easing, again as 
expected.  This meant the impact on fixed income markets was relatively limited.  The RBNZ in particular has some very clear 
pricing for the coming months.  There were some ripples from the NZ’s Government issuance of $2bn of a 2037 bond.  These 
were also felt in foreign exchange markets, with foreign investment accounting for around 84% of the sale, providing yet 
more support to the NZD.  Elsewhere, the BoE cut the interest rate by 0.25%, taking it down to 0.25%.  That is a record low 
and the Bank also added GBP 60bn to the quantitative easing purchase of government bonds.  Corporate bonds were also 
added to the shopping list, with GBP 10bn the target, while a GBP 100bn scheme has been set up to encourage banks to offer 
cheap lending to UK firms.   

The US economy continues it gradual recovery, although the data as of yet do not point to an urgent need for further rate 
hikes.  This, plus some thin summer trading, helped a number of US share indices mark a number of new record highs.  
However, come caution needs to be exercised, given that highs made in thin markets can easily be reversed and the S&P 
actually closed the month very marginally lower.  Even so, the general feel-good factor spread to NZ and that, plus the RBNZ 
rate cut, helped to support the NZX50, returning 0.7% over the month.   

In foreign exchange, rate cuts in New Zealand and Australia didn’t dent domestic currencies vs. the USD, even though rate 
hike speculation for the US increased.  Rate differentials were relatively unchanged despite the central bank cuts and the 
hunt for yield continues to lead investors to the Antipodes. 

Date Instrument 31-Aug-16 Month % Quarter % Year % 5-Year %

Cash NZ cash rate 2.00 -0.25 -0.25 -1.00 -0.50
NZ 90-day bank bill 2.28 0.00 -0.14 -0.64 -0.66
US 90-day bank bill 0.84 0.09 0.17 0.51 0.52
NZ - US 90-day bank bill 1.44 -0.09 -0.31 -1.15 -1.18

Fixed NZ 5-year gov't stock 1.83 -0.04 -0.35 -0.84 -1.81
Interest NZ 10-year gov't 2.24 0.05 -0.37 -0.99 -2.31

NZ 10-year sw ap 2.43 -0.06 -0.55 -1.19 -2.44
AUS 10-year gov't 1.89 -0.01 -0.41 -0.77 -2.50
US 10-year gov't 1.58 0.04 -0.29 -0.59 -0.59

Equities NZ - NZX50 Capital (NZ$) 3603 0.7% 4.7% 25.4% 77.2%
AUS - All Ords (A$) 5529 -2.0% 1.5% 5.9% 26.5%
JAP - Nikkei (¥) 16887 1.9% -2.0% -10.6% 88.6%
UK - FT100 (£) 6782 0.8% 8.8% 8.5% 25.7%
US - S&P500 (US$) 2171 -0.1% 3.5% 10.1% 78.1%
WORLD - MSCI (US$) 1720 -0.1% 2.7% 4.5% 42.0%
MSCI in NZD (NZ$) 2371 -2.2% -4.7% -7.4% 67.2%

Exchange NZD/USD 0.7251 2.1% 7.8% 12.9% -15.1%
Rates NZD/AUD 0.9629 2.2% 3.8% 7.2% 20.6%

NZD/JPY 74.67 1.8% -0.1% -4.0% 14.3%
NZD/GBP 0.5531 2.7% 20.7% 32.9% 5.7%
NZD/EUR 0.6498 1.4% 7.6% 13.9% 9.9%
NZ TWI 77.36 2.1% 6.6% 11.3% 3.5%
EUR/USD 1.1159 0.7% 0.2% -0.9% -22.7%

Equity indices are the respective end-of-month closes. Interest rates and exchanges rates are at 5pm NZ.
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Cash 
After all the buildup and anticipation, the RBNZ finally delivered its long-awaited 
OCR cut on August 11, as expected.  The 25bp cut took the OCR down to 2.00%.   

Alongside the decision, the Bank picked out continued soft inflation, the 
elevated NZD and hot housing market as major issues.  It also outlined two risk 
scenarios and both pointed to the downside.  The previous MPS had one upside 
and one downside scenario.   

The Bank also noted further monetary policy easing may be needed to achieve 
the inflation target.  As such, we continue to look for another rate cut this year, 
in November, taking the OCR down to 1.75% by the end of 2016.  Looking into 
next year, there is a growing risk of yet more cuts in the OCR.  This is due to 
continued subdued inflation expectations and the elevated NZD.  On the other 
hand, dairy prices have recovered faster than the RBNZ outlined.    

 
Fixed interest 
The RBNZ’s 25bp cut on August 11 was widely expected and as such the 
impacted on fixed income markets was relatively well contained.  The Bank also 
signaled more easing is on the horizon, with November looking the most likely 
date for the next cut.  This prompted some readjustment of the curve, but 
volatility was relatively limited. 

It was a similar story for Australian markets, with the 25bp cut on August 2 well 
expected and thus leaving reaction fairly well contained.  This was especially the 
case in the long-end, with the yield on the 10-year government bond losing just 
1bp over the month.  

In the US, the 10-year Treasury bond yield ended the month 4bp higher.  This lift 
was fuelled by increased rate hike talk in the build-up to, and aftermath of, the 
Jackson Hole central bank meeting. Following this, expectations of two rate 
hikes this year increased.  Speculation for a move as early as September also 
built, although subsequently faded in early September after the soft August 
Non-Farm Payrolls report.      

 

Equities 
August was a mixed month for global equities.  US indices marked a number of 
new record highs.  However, much of the move higher took place in thin 
liquidity, with the northern hemisphere summer leading it the usual thin 
conditions.  This meant gains were easily and quickly given back towards the 
end of the month, with increased US rate hike speculation leading to fears the 
era of cheap money could be coming to a close.  

The NZX50 added to its strong gains seen the month prior. Over the month the 
NZX50 gained 0.7%. On an annual basis, the NZX50 is now 24.4% higher than in 
August 2015, far outperforming other equities.  This is in part due to rate cuts 
from the RBNZ, making money cheaper and keeping growth momentum moving 
forward.   

 
Exchange rates 
Despite the rate cut from the RBNZ, the New Zealand Dollar still appreciated 
across the board through the month.  Part of this was due to the fact some 
market participants speculated a 50bp cut in the OCR could occur, leading the 
NZD to rally after this was not delivered.  In addition, the RBNZ highlighted any 
rate cuts would be at a careful pace.  Other RBNZ comments through the month 
suggested a September cut would be extremely unlikely, leaving 1.75% as the 
probable 2016 low.  Rate cuts in Australia and the UK also ensured the NZD 
remained relatively attractive to offshore investors. 

Fonterra also revised its 2016/17 milk payout estimate higher by 50 cents, to 
$4.75/kg, giving the NZD another boost.  The Government also issued a new 
2037 bond, with $2bn up for grabs, attracting a greater than usual proportion of 
foreign buyers.  
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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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