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SNB on red alert 
The expected impact of the “brexit” vote will be massive for the franc. As 
expected the CHF has been a primary tool for hedging the risk of a 
“leave” vote. EURCHF dropped to 1.06237 low in reaction, however the 
pair bounced to 1.0723 despite the lack of EURUSD strength, suggesting 
SNB intervention. Direct FX intervention has just now been confirmed by 
the SNB, who in an email stated that they are entering the markets. 
Clearly the SNB is on tenterhooks as they scrutinize unfolding 
developments with wariness. The EURCHF has become the darling of 
“Brexit” hedges in investment communities. The correlation between 
EURCHF and referendum polls has become tight in recent weeks. The 
popularity of CHF safe-haven trades for European/UK risk will only 
increase with this morning’s shockwave.  

Unfortunately for the SNB, which actively encourages a weaker CHF, 
“Brexit “will likely trigger additional regional risks. Outside the general 
uncertainty, projected referendum votes in Northern Ireland and Scotland 
will threaten the UK’s existence, while Eurosceptics will be emboldened in 
the Spanish election on Sunday. We can anticipate rolling European-
centric risk-off environment for the foreseeable future, suggesting a 
sustained period of CHF strengthening. This will put the SNB on 
defensive stance. The SNB has taken the correct view to remain quiet on 
policy in order to preserve total flexibility in defending the CHF from 
further overvaluations, with whatever tools are necessary. Expansion of 
the SNB balance sheet indicates that the central bank has been actively 
intervening in the market however, with total reserves now over 95% of 
Swiss annual GDP, further expansion could be destabilizing. The next 
level would be tightening of exemption on negative rates and/or deep 
negative rates. 

 “Brexit” BombshellEconomics

  
Yet, with the Swiss sovereign yield curves in negative territory out 20 
years, yet demand remaining, it’s unlikely that more negative rates will 
provide a significant deterrent to risk adverse investors. Finally, the 
experiment of negative rates is young and long-term consequences are 
unknown. There is nonnegotiable worry that negative rates will erode 
bank profits and balance sheets while consumers could become 
spending adverse opting instead to hoard cash rather than depositing. 
All in all, it is unlikely that the SNB has the tools to protect the CHF from 
an extended period of demand. 
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An unexpected result 
The Brexit result was somewhat unexpected and the results have 
definitely taken financial markets by surprise. Bookmakers, whose odds 
were largely in favour of a “remain” vote yesterday, changed their quotes 
as soon as first results started to come in very early during the night. The 
consequences of this historical event will remain unknown for some time, 
particularly for the United Kingdom whose separation may have been 
triggered by yesterday's vote. 

  
Scotland dreams again about its independence 
England voted to leave the union by a wider than expected margin, while 
the “remain” vote in Scotland was largely favoured by 62% to 38%. 
Scotland officials, who have often called to stay in the European Union, 
should now try to organize another referendum in order to become an 
independent sovereign state. Alex Salmond, former Scottish prime 
minister until 2014, is now expected to take the lead of this call for an 
independent Scottish state. 

  
A reunited Ireland may be possible  
Northern Ireland also voted in favour of the EU by a majority of 56% to 
44%. As for Ireland, it is likely that the idea of a unified country will come 
back on the table. The leader of the left-wing Sinn Féin party has declared 
that the whole island should be allowed to vote on unification. This offer is 
attractive as it would allow Northern Ireland to stay in the European 
Union. 

 

What’s Next For Scotland And Northern Ireland?Economics

  
Financial turmoil are not over 
Shockwaves in the financial markets are, from our vantage point, far from 
being over, this is just the beginning. The pound should continue to 
further suffer as long as developments unfold. It has lost around 7% 
against the dollar for the time being. It is important to remain aware that 
any further declaration during this 2-year window where the exit will be 
negotiated will drive the currency. 
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Financial markets woke up with a massive hangover last Friday amid the 
decision of the United Kingdom to leave the European Union. The 
decision will have major consequences on this side of the Atlantic, but not 
only. The global level of uncertainty increased by another notch, adding 
concern about the slowing global economy and potential spillover from 
the Brexit situation at the international level. 

Obviously, on the frontline, there are the SNB and the BoJ, both worried 
that the deteriorating risk sentiment, which made investors fled risky 
assets for safer ones, will boost the demand for their respective currency. 
However those are not the only central banks that will have to have adjust 
their monetary policy in the aftermath of UK’s vote. The Federal Reserve 
will also have to adjust its plans to the new international situation. 

Back in December last year the Fed has planned to increase the federal 
funds rate four times this year. However, the poor performances of the US 
economy during the first half of the year has forced Fed members to 
review their growth forecast to the downside but also to postpone the 
next rate hike to… well. According to fed futures, the market is now 
pricing out any rate hike in 2016. But most surprisingly, the market has 
also started to price in a… rate cut, with 12% chance. We have always 
been very dovish regarding the US rate path even though the market was 
constantly supporting the hawkish view. It seems now that the Fed will 
have to wait for the smoke to clear, just like everybody else. 

As expected EUR/USD took a hit amid the result, falling as much as 4.50% 
before consolidating slightly below 1.11. It is still hard to tell whether the 
sell-off in pound and the euro should worsen but given the panic reaction 
on Friday, we won’t be surprise to see certain asset reversing Friday's 
losses. 

 

Fed's Rate Path Challenged By Brexit VoteEconomics
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In a historic EU referendum, the UK people voted 51.9% leave vs. 48.1% 
remain.  

For the Themes Trading Brexit portfolio, we analyzed the global 
investment landscape across all asset classes to build a basket that would 
perform well under the stress of a “leave” vote. On the equity side, we 
anticipate that FTSE constituents exposed to domestic and non-EU-
related trade will retain value (a sharp decline in sterling should support 
terms of trade), while companies with deep exposure to the EU – 
especially global financial – will decline. In Europe, German companies 
highly exposed to the UK will likely suffer. However, SMI value plays with 
solid dividend yields should benefit as a safe haven trade. On the 
currency front, we expect EUR/CHF to decline as investors flee the euro 
into a currency with a solid current account surplus, a triple-A sovereign 
rating and reserves of gold. Finally, we foresee a marginal short-term 
decline in global demand suggesting that base metals, which are an 
indicator of economic health, are likely to decline. Investors expecting a 
“remain” vote should simply reverse the basket trade. 

  

Analysis & Portfolio - Swissquote Bank Strategy Desk 

 

"Brexit"Economics
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The International Monetary Market (IMM) non-commercial 
positioning is used to visualise the flow of funds from one currency 
to another. It is usually viewed as a contrarian indicator when it 
reaches an extreme in positioning. 

  
The IMM data covers investors' positions for the week ending June 14th 
2016. 

  
The EUR net position remained as the Brexit approached. The risk-off 
sentiment still dominated. The net short position for the GBP had 
diminished last week on expected "remain" result of the Brexit. Yet, the 
swiss franc has found back its safe haven status function under ongoing 
uncertainties (European and global). 

Despite verbal intervention from the BoJ which may add further stimulus 
before the end of the year, the JPY currency still serves as safe haven in 
this risk environment. The net position is even longer. 

Speculators have decreased their long position in CAD as oil price has, for 
the time being, stopped its medium-term bullish move.

IMM Non-Commercial PositioningFX Markets
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While every effort has been made to ensure that the data quoted and used for the research behind 
this document is reliable, there is no guarantee that it is correct, and Swissquote Bank and its 
subsidiaries can accept no liability whatsoever in respect of any errors or omissions, or regarding the 
accuracy, completeness or reliability of the information contained herein. This document does not 
constitute a recommendation to sell and/or buy any financial products and is not to be considered as a 
solicitation and/or an offer to enter into any transaction. This document is a piece of economic 
research and is not intended to constitute investment advice, nor to solicit dealing in securities or in 
any other kind of investments. 
 
Although every investment involves some degree of risk, the risk of loss trading off-exchange forex 
contracts can be substantial. Therefore if you are considering trading in this market, you should be 
aware of the risks associated with this product so you can make an informed decision prior to 
investing. The material presented here is not to be construed as trading advice or strategy. Swissquote 
Bank makes a strong effort to use reliable, expansive information, but we make no representation that 
it is accurate or complete. In addition, we have no obligation to notify you when opinions or data in 
this material change. Any prices stated in this report are for information purposes only and do not 
represent valuations for individual securities or other instruments.

This report is for distribution only under such circumstances as may be permitted by applicable law. 
Nothing in this report constitutes a representation that any investment strategy or recommendation 
contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise 
constitutes a personal recommendation. It is published solely for information purposes, it does not 
constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any 
securities or related financial instruments in any jurisdiction. No representation or warranty, either 
express or implied, is provided in relation to the accuracy, completeness or reliability of the 
information contained herein, except with respect to information concerning Swissquote Bank, its 
subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, 
markets or developments referred to in the report. Swissquote Bank does not undertake that investors 
will obtain profits, nor will it share with investors any investment profits nor accept any liability for any 
investment losses. Investments involve risks and investors should exercise prudence in making their 
investment decisions. The report should not be regarded by recipients as a substitute for the exercise 
of their own judgment. Any opinions expressed in this report are for information purpose only and are 
subject to change without notice and may differ or be contrary to opinions expressed by other 
business areas or groups of Swissquote Bank as a result of using different assumptions and criteria. 
Swissquote Bank shall not be bound or liable for any transaction, result, gain or loss, based on this 
report, in whole or in part. 
 
Research will initiate, update and cease coverage solely at the discretion of Swissquote Bank Strategy 
Desk. The analysis contained herein is based on numerous assumptions. Different assumptions could 
result in materially different results. The analyst(s) responsible for the preparation of this report may 
interact with trading desk personnel, sales personnel and other constituencies for the purpose of 
gathering, synthesizing and interpreting market information. Swissquote Bank is under no obligation to
update or keep current the information contained herein and not liable for any result, gain or loss, 
based on this information, in whole or in part. 
 
Swissquote Bank specifically prohibits the redistribution of this material in whole or in part without the 
written permission of Swissquote Bank and Swissquote Bank accepts no liability whatsoever for the 
actions of third parties in this respect. © Swissquote Bank 2014. All rights reserved.


