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Yields rocket higher & shares are mixed in early ’21 
Government bond yields in NZ, Australia and the US continued to rise over January and February and are now well 
above the all-time lows set in Q3 2020.  

The NZGB 10-year yield has continued to lift higher than the Australian and US equivalents, taking the yield back to 
the level it was prior to the pandemic and massive RBNZ policy response. 

Sharemarkets were mixed in January, with Australian and Japanese indices posting modest gains, but US shares 
dipping over the month.  Sharemarkets have largely pressed higher in early February, with the US sharemarket 
setting fresh all-time highs again. 

In contrast, the NZ sharemarket has been on a slide since setting an all-time high in early January.  At the time of 
writing the New Zealand market is down close to 7% from the January record.  

In currency markets, the NZD was mixed over January, gaining on the EUR and JPY, but easing against the AUD, 
USD, and GBP. In sum, the NZD was down 0.7% on a trade-weighted basis over January.  

The first RBNZ meeting takes place on 24th February. The RBNZ is expected to hold the OCR steady at 0.25% at this 
meeting, and over the course of 2021.  Financial markets are now pricing in the probability of a rate hike in 2022. 
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Date 31-Jan-21 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 0.29 0.02 0.02 -0.97 -2.41

Fixed NZ 5-year gov't s tock 0.41 0.02 0.38 -0.69 -2.31

Interest NZ 10-year gov't 1.13 0.14 0.59 -0.18 -2.08

AUS 10-year gov't 1.09 0.11 0.26 0.12 -1.56

US 10-year gov't 1.05 0.12 0.23 -0.54 -0.92

Austra las ian NZ - NZX50 Capita l  (NZ$) 5501 0.3% 8.3% 9.6% 79.2%

      - NZX50 Gross  (NZ$) 13127 0.3% 8.6% 12.0% 112.8%

Equities AUS - Al l  Ords  (A$) 6871 0.3% 12.0% -3.5% 35.9%

International JAP - Nikkei  (¥) 27663 0.8% 20.4% 19.2% 57.9%

Equities UK - FT100 (£) 6407 -0.8% 14.9% -12.1% 5.3%

US - S&P500 (US$) 3714 -1.1% 13.6% 15.2% 91.4%

WORLD - MSCI (US$) 2662 -1.1% 16.1% 13.6% 70.4%

             - MSCI return in NZD  -0.1% 7.7% 2.9% 54.2%

Exchange NZD/USD 0.7151 -1.0% 7.8% 10.4% 10.5%

Rates NZD/AUD 0.9362 -0.2% -0.5% -2.9% 2.5%

NZD/JPY 74.73 0.3% 7.9% 5.8% -3.9%

NZD/GBP 0.5220 -1.5% 1.8% 5.5% 15.9%

NZD/EUR 0.5911 0.6% 4.2% 0.6% -0.2%

NZ TWI 74.32 -0.7% 4.2% 3.8% 4.6%

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

Income Assets  
Cash   

Term deposits remain at record low levels and haven’t changed since mid-November.  Prior to 2017, the RBNZ met 
eight times per year (i.e. once every 6 weeks), but subsequently dropped to seven meetings per year.  In effect, the 
RBNZ dropped the first meeting of the year, and for the last few years has had a gap of just over two months between 
its meetings in November and late February.  Similarly, the Reserve Bank of Australia meets on the first Tuesday of 
every month except January.  This normally works fine on both sides of the Tasman, but this year a lot has happened 
between meetings, and the RBNZ’s 24th February meeting (and media conference) will provide many insights into the 
RBNZ’s thoughts on several key issues.  The RBNZ’s outlook for the OCR, developments in its Funding for Lending 
Programme, and the Large Scale Asset Purchase programme all have implications for the outlook for returns on cash 
and fixed interest investments over the next year.  Our preview on the RBNZ’s meeting is here.  

The bottom line is we continue to think the risk for savers is that term deposit rates remain low for an extended 
period (years) and could still 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 have continued to press higher over early 2021, extending the lift from the late 
September 2020 lows. Back in September, the 5-year yield went negative, and the 10-year yield dipped below 0.5%.  
The 5- and 10-year yields are now trading near 0.65% and 1.5%, respectively.  

NZ yields have shifted higher as financial market participants have gone off the idea there will be more OCR cuts (and 
a negative OCR).  That view change reflects the improving economic outlook and data flow over recent months, as 
well as the hopes of vaccines.  Local economic data and activity have continued to be better than expected over early 
2021.  This year the conversation is shifting to “when might the RBNZ be lifting the OCR?”  A similar thought process is 
taking place in other economies and offshore financial markets as the recovery continues. The yield lift over Q4 2020 
and early 2021 has led to a drop in the capital value of bonds (particularly longer-dated issues), and negatively 
impacted portfolio returns over recent months.  Despite the yield lift over recent months, the RBNZ’s bond purchases 
will continue over the year ahead, and keep government bond yields very low, albeit probably not as low as they were 
last year. 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/rbnz-preview-feb21-mps.pdf
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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International Fixed Interest   

Central banks around the world are meeting in early 2021 in a more optimistic mode than a few months ago but are 
still expected to maintain extremely stimulative policy settings over 2021. US Federal Reserve chair Jerome Powell has 
already confirmed that the US FOMC’s accommodative monetary policy stance will remain in place "until the job is 
well and truly done".   

Nonetheless, US 10-year yields rose 12bps over January, to end the month trading with a yield just above 1% .  The 
march higher has continued into February, with the 10-year yield getting back to 1.30% at the time of writing in mid-
February, aproaching the levels traded prior to the pandemic.  Despite the lift, yields are still incredibly low. 
Nonetheless, the lift over the last quarter will have dented global bond portfolio valuations. 

The yield on the Australian 10-year yield rose 11bps over the month, and 26bps over the past three months, to be up 
12bps on a year ago.  The RBA left monetary policy unchanged at its February meeting, and continues to expect that 
the cash rate will remain around current settings for the next three years. This month, the RBA announced an 
extension to its government bond buying (QE) programme of a further $A100bn over six months when the current 
bond purchase programme is due to be completed in mid April.  The RBA also shifted to a calendar-based forward 
guidance by stating that the Board does not expect the conditions that would require lifting the cash rate target to be 
met until “2024 at the earliest”. 

Despite the current pandemic restrictions in Europe, yields on soveriegn bonds on the Continent have also lifted off 
last year’s lows, and are trading near the top of the ranges over the last three months. Nonetheless, 10-year yields 
remain negative in France, Germany, the Netherlands and Switzerland.  

UK yields have also lifted, with the 10-year yield near 0.57% at the time of writing, while Japanese 10-year yields 
continue to trade near 0%. 

Growth Assets  

 

Australasian Equities    
Australasian equities have had a mixed start to the year, with both markets returning 0.3% over January.  However, 
since setting an all-time high in early January, the New Zealand sharemarket has been on a slide, somewhat decoupled 
from the US sharemarket that has gone on to set fresh highs in February, and the Australian market, which is up 3.4% 
over the year to date (as at 17 Feb). The New Zealand sharemarket is down close to 7% from the record high set on 8th 
January.   

There are several factors behind the local sharemarket’s underperformance over recent weeks. The first factor to look 
at starts within the local market’s strong performance in late December and early January. An influence on stocks 
within the market, and overall market direction over this time was the activities of the iShares clean energy ETF (a 
global exchange-traded fund). This fund grew significantly over late 2020 and early January as investors wanted to put 
money into clean energy investments.  Interest in the area has picked up in part because of the new Democrat-led US 
Government’s focus on implementing a clean energy policy.  Early in January, inflows into the iShares clean energy ETF 
were high and subsequently drove up the share prices of Contact Energy and Meridian (which are held within the 
ETF).  In February, we have seen this lift unwind as new index rules have been announced which will see both 
companies down weighted within the iShares clean energy ETF.   

Beyond this unusual event, there are some other themes playing out which are a cause of the recent divergence 

Asset Index 31-Jan-21 Month % Quarter % Year % 5-Year %p.a.  

Level

Equities NZ - NZX50 Capita l  (NZ$) 5501 0.3% 8.3% 9.6% 12.4%

      - NZX50 Gross  (NZ$) 13127 0.3% 8.6% 12.0% 16.3%

AUS - Al l  Ords  (A$) 6871 0.3% 12.0% -3.5% 6.3%

   Al l  Ords  in NZD 7339 0.4% 12.5% -0.6% 5.8%

JAP - Nikkei  (¥) 27663 0.8% 20.4% 19.2% 9.6%

UK - FT100 (£) 6407 -0.8% 14.9% -12.1% 1.0%

US - S&P500 (US$) 3714 -1.1% 13.6% 15.2% 13.9%

WORLD - MSCI (US$) 2662 -1.1% 16.1% 13.6% 11.2%

Change
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between NZ and offshore.  The rising bond yields discussed above, and the associated global economic recovery are 
positive for financials and natural resource companies, which represent close to 50% of the Australian market, but a 
very small part of the local market – strength in these two sectors is a factor behind the Australian market’s 
outperformance over recent weeks.  Carrying on with the interest rate theme, the local market includes a number of 
“defensive” stocks like Spark, Chorus and the “Gentailers” which pay good dividends that have benefited from both 
solid earnings and elevated investor interest at a time of low interest rates.  These stocks have been sensitive to the 
change in the interest rate expectations this year.  The local sharemarket also has several businesses that have 
benefited materially from COVID-19 including Fisher & Paykel Healthcare.  These companies that performed well 
during the pandemic are now facing some selling pressure as the pandemic is being addressed, and the outlook for 
their products changes.  Nonetheless, the local sharemarket as at 17th February is up circa 7.5% on a year earlier, 
despite the ups and downs of the last few months, and the tumultuous year of uncertainty we have all endured. 

International Equities   
The major global indices were mixed over January, and the MSCI index of world shares was down 1.1% in USD terms. 
There were several influences on market sentiment over the month: some positive, some negative, and one 
development that was strange and unexpected.  

Starting with COVID-19, the vaccine rollout was a positive influence, offset by a lift in global virus case numbers.  
Investors have a careful eye on the current earnings season, and at times have worried about lofty sharemarket 
valuations, particularly against a backdrop of rising long-term interest rates.  US politics kept in the news, with stories 
ranging from the mob breaching the US Capitol building to Biden’s inauguration and a new US stimulus package. 
Finally, a social media driven trading frenzy in the US affected a small number of stocks, and ultimately global markets 
during the month. Fed chair Jerome Powell calmed the waters somewhat, during the month confirming that the US 
Fed’s accommodative monetary policy stance will remain in place "until the job is well and truly done".   

During the final week of January, we saw a ‘short squeeze’ in the US market.  Hedge funds had built up large “short” 
positions (sold stock they didn’t own, expecting the price to fall) in a gaming retailer stock called GameStop. A group 
of investors congregating on the social media platform Reddit elected to buy stock in the company (as well as several 
similarly affected companies), in a bid to challenge the hedge funds’ positions. The action drove triple-digit price gains 
in the shorted companies. In turn, the large gains prompted hedge funds to take profit (sell or close their long 
positions) on other stocks to cover potential losses from their short positions.  In the wake of all this, US sharemarkets 
slumped more than 2% on 27th January, causing selloffs in other global markets.  Over the month the US Dow Jones 
index fell by 2.0%, and the S&P 500 index lost 1.1%, but the NASDAQ index rose by 1.4%. In Europe, the German DAX 
index fell by 2.1% and the UK FTSE fell by 0.8%. Asian bourses generally outperformed with Japan’s Nikkei index up by 
0.8%.  

Despite the somewhat unusual end to January, February has been positive, with the three main US sharemarket 
indices all recovering to set fresh record highs in the first half of the month, and the USD-denominated MSCI index of 
world shares also posting its own record high on 15th February. 

ASB Securities has more information on sharemarkets and trading here.    

Exchange Rates   

The NZD weakened during January, to be 0.7% lower on a trade-
weighted basis.  The NZD was down 1% against the USD, and 1.5% 
against the GBP.  The AUD was also under pressure against these 
currencies during the month, but held up slightly better than the 
NZD, which saw NZD/AUD ease 0.2% over January.  The NZD posted 
gains against the JPY (+0.3%) and EUR (+0.6%) over the month.  

Despite the soft start to the year, NZD/USD is trading around 10% 
higher than it was a year ago and is around 4% firmer on a trade-
weighted basis compared with January 2020. 

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

 

https://www.asb.co.nz/asb-securities
https://www.asb.co.nz/documents/economic-research/economic-weekly.html
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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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