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Sharemarkets & NZD lift in December and early ‘21 
Sharemarkets continued to rise over December, with concerns of rising COVID-19 cases in many major economies, 
as well as US political uncertainty offset by the start of the roll out of vaccines and hopes for a better 2021.  

After a tumultuous first quarter, the NZ sharemarket rose 13.9% over 2020, including a 2.5% lift in December. The 
local market is at an all-time high in early January. US sharemarkets reached fresh record highs at the end of 2020. 
The MSCI index of world shares was up 4.1% over December, and 14.1% over 2020 in USD terms.  

Government bond yields in NZ, Australia and the US continued to rise over December. But for the full year, yields 
remain much lower than a year ago, providing a boost to annual returns from bond portfolios.  

In currency markets, the NZD remained buoyant. NZD/USD lifted nearly 3%, and the NZD trade-weighted index was 
up 1.1% over December. NZD/USD is up 7.3% over 2020. The AUD has been even stronger, and NZD/AUD eased 
1.4% over the month. Both AUD and NZD are trading at highest levels against the USD since early 2018.  

 

Date 31-Dec-20 Month % Quarter % Year % 5-Year %

Cash NZ Officia l  Cash Rate 0.25 0.00 0.00 -0.75 -2.25

NZ 90-day bank bi l l 0.27 0.02 -0.04 -1.02 -2.48

Fixed NZ 5-year gov't s tock 0.39 0.10 0.37 -0.97 -2.61

Interest NZ 10-year gov't 0.99 0.14 0.49 -0.66 -2.59

AUS 10-year gov't 0.98 0.08 0.12 -0.40 -1.86

US 10-year gov't 0.93 0.09 0.28 -0.96 -1.37

Austra las ian NZ - NZX50 Capita l  (NZ$) 5487 2.3% 11.1% 11.4% 74.3%

      - NZX50 Gross  (NZ$) 13092 2.5% 11.4% 13.9% 107.4%

Equities AUS - Al l  Ords  (A$) 6851 1.6% 14.0% 0.7% 28.2%

International JAP - Nikkei  (¥) 27444 3.8% 18.4% 16.0% 44.2%

Equities UK - FT100 (£) 6461 3.1% 10.1% -14.3% 3.5%

US - S&P500 (US$) 3756 3.7% 11.7% 16.3% 83.8%

WORLD - MSCI (US$) 2690 4.1% 13.6% 14.1% 61.8%

             - MSCI return in NZD  1.3% 3.6% 6.3% 53.2%

Exchange NZD/USD 0.7220 2.8% 9.6% 7.3% 5.6%

Rates NZD/AUD 0.9377 -1.4% 1.3% -2.4% -0.2%

NZD/JPY 74.49 2.1% 7.1% 1.9% -9.6%

NZD/GBP 0.5301 0.6% 3.3% 3.5% 14.8%

NZD/EUR 0.5873 0.1% 4.6% -2.2% -6.1%

NZ TWI 74.81 1.1% 5.0% 1.8% 0.7%

Equity indices are the respective end-of-month closes. Interest rates and exchanges rates are at 5pm NZ. Source ASB, Macrobond.

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
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December highlights 
US President Donald Trump refused to concede the 2020 election to Joe Biden during December, but after an initial 
protest, he did sign a second pandemic fiscal relief package worth $US900bn (over 4% of GDP) late in the month.   
 
The Japanese government unveiled a third extra budget in December, which included new fiscal stimulus measures 
worth ¥40 trillion, equivalent to over 7% of Japan’s GDP.   
 
Member states of the European Union officially ratified the European Recovery Fund at the December European 
Council Summit after Hungary and Poland lifted their earlier veto.  
 
After months of talks, the United Kingdom and European Union announced a Trade and Cooperation Agreement (TCA) 
on 24th December. The free movement of people, goods, services and capital between the UK and the EU has ended a 
few days ago, on 1st January.  The new economic partnership does ensure zero tariffs or quotas on all goods that 
comply with the appropriate rules of origin, but there are still many uncertainties for the way forward in the UK-EU 
relationship.  
 
Despite all the uncertainties, the start of Covid-19 immunization campaigns in several countries and additional fiscal 
support boosted financial market sentiment and weighed on the countercyclical USD during December. 
 
Back in the Land of the Long White Cloud, data in late December showed New Zealand’s economic growth was 
stronger than expected as the economy emerged from lockdown. Economic activity, measured by GDP, lifted 14% 
over the third quarter. In addition, the previous two quarters’ declines were not as deep as earlier thought, with Stat’s 
NZ’s revisions meaning the economy was 0.4% larger than the official level a year earlier.  By contrast, Australian GDP 
was up 3.3% qoq over the third quarter.  

In December the RBNZ responded to the Minister of Finance’s request for the RBNZ to consider including stability in 
house prices as a factor when formulating monetary policy. The RBNZ’s preference is for any formal house price 
consideration to be added as part of its financial policy remit, rather than an added consideration for monetary policy. 

The NZD posted gains on all the major currencies over the month, appreciating nearly 3% against the USD and 1.1% on 
a trade-weighted basis over December. The NZD is now trading at its highest levels since April 2018 vis-à-vis the USD. 

Income Assets  

 

Cash   

The RBNZ delivered a fresh set of economic forecasts but made no changes to its Official Cash Rate (OCR) settings at 
its last meeting for 2020 back in November.   

The RBNZ holds its next OCR review in February.  ASB economists continue to expect the OCR to remain on hold at 
0.25% in February, and over the course of 2021.   

The RBNZ’s Funding for Lending Programme started in December, but at this stage hasn’t led to a change in mortgage 
or term deposit rates, which were steady over the month.  However, the programme should keep downward pressure 
on interest rates over the coming months.   

Asset Instrument 31-Dec-20 Month  Quarter  Year  5-Year  

Yield (%)

Cash NZ Official Cash Rate 0.25 0.00 0.00 -0.75 -2.25

NZ 90-day bank bill 0.27 0.02 -0.03 -1.02 -2.48

US 90-day bank bill 0.24 0.01 -0.03 -1.67 -0.37

Fixed NZ 5-year gov't stock 0.39 0.10 0.37 -0.97 -2.61

Interest NZ 10-year gov't 0.99 0.14 0.49 -0.66 -2.59

NZ 10-year swap 0.63 0.00 0.12 -1.16 -3.12

AUS 10-year gov't 0.98 0.08 0.12 -0.40 -1.86

US 10-year gov't 0.93 0.09 0.28 -0.96 -1.37

Yield Change  
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The RBNZ’s programme provides a backstop of cheap funding for 
banks, which in turn allows banks to lower borrowing costs with 
less fear of the consequences of any outflow in deposit funding 
(including term deposits).   

The upshot of our view on the economy, and potential RBNZ 
actions over the coming months mean we think the risk for savers 
is that term deposit rates remain low for an extended period 
(years) and could press even lower than today’s levels.  You can 
read more in our  Term Deposit report, and the ASB term deposit 
rates can be found here.    

NZ Fixed Interest   

NZ Government bond yields hit their lows in late September, with 
the 5-year yield in negative territory, and the 10-year yield dipping 
below 0.5%.  Yields drifted slightly higher over October, then 
kicked up markedly in November.  The upward move continued in 
December, with 10bp and 14bp lifts for 5- and 10-year bond yields. 

As discussed in this report last month, essentially NZ yields have shifted higher as market participants have reassessed 
the need for more OCR cuts (and a negative OCR), given the vaccine news, the economy holding up much better than 
earlier thought, and the December launch of the RBNZ’s Funding for Lending Programme (discussed above).  Back in 
November, ASB economists (and others) changed forecasts, and no longer expect a negative OCR.  Local economic 
data and activity have been better than expected earlier in 2020, which has given support to the view the RBNZ can 
hold the OCR at its current setting, rather than cut further.  Meanwhile the RBNZ’s bond purchases will ultimately 
keep government bond yields low, despite the lift from the September lows. 

International Fixed Interest  

Central banks around the world maintained ultra-loose policy settings in December, and in the case of the ECB eased 
further. The pattern of mixed global bond yields continued in December, with North American and Australasian yields 
generally rising, and trading with positive yields, while key European yields remain negative, trading in the lower half 
of their Q4 ranges. 

US 10-year yields rose 9bps over the month to be up 28bps over the past quarter, but yeilds are still down around 96 
bps, nearly 1%, on year-ago levels.  The US FOMC left policy rates on hold at its 17th  December meeting and moved to 
a qualitative, outcome-based guidance that links the outlook for its asset purchases to economic conditions. The 
FOMC will continue to buy at least $US120bn of Treasury securities and mortgage backed securities each month “until 
substantial further progress has been made toward the Committee’s maximum employment and price stability goals.” 

The yield on the Australian 10-year yeild rose 8bps over the month, and 12bps over the past three months, but is still 
down 40 bps over 2020.  The RBA left monetary policy unchanged at 
its December  meeting. The meeting’s statement struck a tone 
between recognising that the Australian economic data “have 
generally been better than expected” but also acknowledged that 
“the recovery is still expected to be uneven and drawn out”.  The 
RBA does not expect to increase the cash rate for at least three 
years and reiterated it is prepared to do more if necessary.  

The European Cenral Bank (ECB) provided additional 
accommodation at its 10th December  meeting. In line with 
expectations, the ECB increased the size of the Pandemic 
Emergency Purchase Program (PEPP) by €500bn to €1.85tn and 
extended the duration by nine months to at least the end of March 
2022.  

UK yields remain low, with the 10-year yield near 0.25%, while 
Japanese 10-year yields continue to trade near 0%. 

https://www.asb.co.nz/content/dam/asb/documents/reports/term-deposits/Term%20Deposit%20Report%20Oct%202020.pdf
https://www.asb.co.nz/term-investments/term-investment-rates.html
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Income Asset Outlook: 

We continue to expect long-term investment grade yields to remain low, given very low inflation, the weak global 
economic outlook and the likelihood that the world’s major central banks will maintain ultra-loose monetary policy 
settings for the foreseeable future.   

The decline in yields over the past year has boosted the value of bonds held within portfolios. But the low/negative 
interest rate environment is a significant constraint on the running yield of bond portfolios, and future returns.  

Growth Assets  

 

Australasian Equities    
Australasian equities posted strong gains over December, to round 
out a very strong quarter for shares down under.  The Australian All 
Ords index was up 1.6% in AUD terms over the month, and 14% over 
the quarter.   

The NZX50 index gained 2.5% (gross), to be up 13.9% on a year ago. 
In contrast, a weaker recovery from the slump in early 2020 leaves 
the Australian benchmark only up +0.7% over the past year.   

At the time of writing in early January, the NZ sharemarket has 
pressed on to set a fresh record high, with strong gains for local 
electricity generator stocks key to the record. 

International Equities   
The major global indices posted very strong gains in the wake of the 
US election in November, and the buoyancy carried over into December.  The start of COVID-19 immunization 
campaigns in several countries and additional US fiscal support underpinned financial market sentiment.  

US politics have been tumultuous over late 2020 and into the early days of 2021, with President Trump refusing to 
concede the 2020 election to Biden.  Meanwhile, the runoff for two senate seats in Georgia this month has resulted in 
two wins for Democrats, and subsequently a 50-50 split in the Senate.   

Finally, on 7th January the Vice President has confirmed the Electoral College vote that determined Trump lost the 
2020 Presidential election, and Joe Biden will be the next US President on 20 January.  Importantly, the Georgia 
Senate vote which led to the abovementioned 50-50 split means the US Vice President-Elect Harris will cast a deciding 
vote in the Senate. In turn, this will help President-Elect Joe Biden with his agenda.  Despite the chaos in Washington 
over early January, at the time of writing the main US share indices continue to trade near all-time highs set over late 
December/early January.  

In December the US Dow Jones index rose by 2.6%, while the S&P 500 index gained 3.7% and the Nasdaq index rose 
by 4.3%.  UK’s FTSE lifted 3.1%.  In Asia, Japan’s Nikkei index rose 3.8% over the month, and recovered 18% over the 
fourth quarter.  

The MSCI world index rose 4.1% over December, setting fresh all-time highs over the course of the month.   

ASB Securities has more information on sharemarkets and trading here.    

Asset Index 31-Dec-20 Month % Quarter % Year % 5-Year %p.a.  

Level

Equities NZ - NZX50 Capita l  (NZ$) 5487 2.3% 11.1% 11.4% 11.8%

      - NZX50 Gross  (NZ$) 13092 2.5% 11.4% 13.9% 15.7%

AUS - Al l  Ords  (A$) 6851 1.6% 14.0% 0.7% 5.1%

   Al l  Ords  in NZD 7306 3.1% 12.5% 3.1% 5.1%

JAP - Nikkei  (¥) 27444 3.8% 18.4% 16.0% 7.6%

UK - FT100 (£) 6461 3.1% 10.1% -14.3% 0.7%

US - S&P500 (US$) 3756 3.7% 11.7% 16.3% 12.9%

WORLD - MSCI (US$) 2690 4.1% 13.6% 14.1% 10.1%

Change

https://www.asb.co.nz/asb-securities
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Exchange Rates   

Weakness of the USD continued through December. The USD fell by 
2.1% in December on a trade-weighted basis. In doing so, the USD fell 
to its lowest level since April 2018 and underperformed against all 
major currencies. 

In contrast, the NZD posted gains on all the major currencies over the 
month, appreciating nearly 3% against the USD and 1.1% on a trade-
weighted basis over December. The NZD is now trading at its highest 
levels since April 2018 vis-à-vis the USD. 

Both AUD and NZD are trading at highest levels against the USD since 
early 2018. But the AUD has been even stronger than the Kiwi over the 
past year.  NZD/AUD eased 1.4% over the month and 2.4% over 2020.  

More information about currencies is available in ASB’s weekly 
economic report which can be downloaded here. 
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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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