
 

For the latest performance information on ASB’s funds click here for ASB Kiwisaver Scheme,  

click here for ASB Investment Funds. More information on ASB Securities is here. 

 

Chris Tennent-Brown – Senior Economist, Wealth  (649) 301 5915  chris.tennent-brown@asb.co.nz  

Nick Tuffley – Chief Economist  (649) 301 5659  nick.tuffley@asb.co.nz 

Please refer to the important disclosures at the end of this document. 

2.0

2.5

3.0

3.5

2.0

2.5

3.0

3.5

16-Nov 14-Dec 11-Jan 08-Feb

10-YEAR BOND YIELDS

Source: ASB 

%  p.a.

NZ

AUSTRALIA

US

%  p.a.

95

100

105

110

115

95

100

105

110

115

16-Nov 14-Dec 11-Jan 08-Feb

SHARE INDICES
(84 days ago = 100)

Source: ASB 

US  

NZX50

AUS  All Ords

MSCI

Japan Nikkei

Market Comment 
 

09 February 2018 
 

 

Financial market volatility picks up in February   

Sharemarket Snapshot. 

US sharemarkets have been volatile over the course of the week, 

following the biggest one-day declines for US shares in more than 6 

years during US trade on Monday.     

At the time of writing the S&P 500 index is around 10% off its all-

time high in late January, but the index is back to where it was back 

in late 2017. In other words, this week’s volatility has reversed 

December and January’s gains, but the US sharemarket remains at 

levels that were record highs in the last quarter of 2017.  

Similarly, the NZ sharemarket has weakened over February, and is 

back trading at levels that were all-time highs during the final 

quarter of 2017.  At the time of writing our sharemarket is around 5% 

off its all-time high.  

What is happening in other financial markets? 

A key development in markets at the moment is the lift in long-term 

US interest rates. Historically low interest rates in the US have been a 

supportive factor behind the strong performance in US sharemarkets 

over recent years. The US 10-year government bond yield lifted 

significantly over January, and is now trading with a yield of around 

2.85%, close to 1.5% above the all-time low of 1.32% touched back in 

mid-2016.  Long-term bond yields have risen off recent lows in other 

key bond markets in Europe, but yields generally remain historically 

very low, and in relation to (higher) US yields.  New Zealand 

Government bond yields have also risen since the start of the year, 

but are still historically low, both in absolute terms and in relation to 

US rates.   

https://www.asb.co.nz/documents/kiwisaver/returns-to-investors.html
https://www.asb.co.nz/documents/investment-advice/asb-investment-funds/fund-returns.html
https://www.asb.co.nz/asb-securities
mailto:chris.tennent-brown@asb.co.nz
mailto:nick.tuffley@asb.co.nz
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Currencies have been reasonably stable – at the time of writing the NZD is trading around 0.72 against the USD, and 

0.93 against the AUD – not too different to where it was a week-ago and up on month-ago levels. 

Commodities are mixed. Oil prices have eased over recent days, but dairy prices shot up by nearly 6% at the dairy 

auction this week. These markets are moving in line with their fundamental drivers of supply and demand, rather than 

reacting to the sharemarket moves.  

What next? 

Until the current dip, the US sharemarket had been enjoying a stellar run, with the S&P 500 index of US shares up 

5.6% in January alone. That gain was the 15th straight monthly gain, which is the longest winning streak recorded for 

the index, which lifted 23.9% over the year, and 58% over 5 years.  Rather than being surprised by the pick-up in 

volatility now, the lack of volatility in markets over the past year was more unusual.  

We have seen larger daily drops in the past. The decline for US shares on Monday was the biggest percentage loss 

since August 2011, which was spurred on by rising concerns for the outlook in the US and European economies.  

Further back, during the Global Financial Crisis the US sharemarket declined 7% in a single day.  

All winning streaks come to an end unfortunately, but in the context of sharemarket performance it’s important to 

factor in the large gains over the past year when considering the February declines.  

We can’t rule out further sharemarket volatility, but at this stage market movements have not been out of line with 

what we have observed over past market downturns. The outlook for the global economy has actually been 

improving and interest rates are rising because of this. Equity markets are responding to a higher interest rate 

environment (which goes hand in hand with an improving economic environment) rather than a deteriorating 

economic backdrop.  

ASB Outlook 

Interest rate developments over the year ahead are important for both bond and share markets. Over the year 

ahead we expect more interest rate hikes from the US FOMC, and the central banks in Europe and the UK may also 

start to reduce some of the stimulus they are providing with these very low interest rates. On balance, global interest 

rates are expected to remain low relative to long-run historical levels.  

We expect the RBNZ to keep its Official Cash Rate at a record low 1.75%. That serves as an anchor for short-term 

rates, but our longer term rates will be influenced by offshore movements. 

For sharemarkets, what had been surprising has been how long the low volatility environment has persisted for.  

Recent market gyrations confirmed that this benign environment was not going to carry on forever.  However, this 

needs to be put into context given the supportive environment for company earnings. Over the year ahead, the mix 

of reasonable economic growth and historically low interest rates should continue, and those are both positives for 

companies and their share prices.   

But sharemarkets could be vulnerable if interest rates rise earlier and faster than we expect.  And companies need 

to deliver on the earnings forecasts that are underpinning current share valuations.   

One of the world’s most famous investors Warren Buffet believes if you aren’t willing to own a stock for ten years, 

“don’t even think about owning it for ten minutes”.  This view resonates with ASB’s investment beliefs with regard to 

timeframes.  We make investment decisions based on medium to longer term expectations because that’s the 

approach we believe will deliver the best returns.    

Although market corrections can be unpleasant, we expect them to happen from time to time, and factor such 

sharemarket adjustments into our investment decision making process.   
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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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