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Reserve Bank moves to ease LVRs 
 RBNZ kept the OCR on hold over the month as expected.  

 But then surprised markets by announcing easier Loan-to-Value Ratio (LVR) restrictions from early 2018. 

 Meanwhile, the NZD maintained its weaker post-election level. 

 Lastly, global sharemarkets mostly posted gains over the month, although the NZX-50 was largely flat. 

The Reserve bank of New Zealand (RBNZ) held its latest review on 9 November, and kept the Official Cash Rate 

(OCR) at 1.75%, as expected.  RBNZ forecasts released at the same time suggest the RBNZ expects to keep the OCR 

around the current level (1.75%) until late 2019.  The RBNZ has factored in the new Government’s policies that are 

known and, even with these initiatives, the outlook for inflation remains low.   

The RBNZ did have one surprise late in the month. From January 1st the RBNZ will relax the residential Loan-to-Value 

Ratio (LVR) restrictions slightly. This is going to happen a little sooner than we had expected, but we don’t expect a 

major impact on the quiet housing market, and it doesn’t change our view that the OCR and short-term interest rates 

are going to remain low over the year ahead.  

The housing market remained quiet, and the loan-to-value ratio (LVR) changes aren’t expected to be large enough to 

bring the market roaring back.  However, the slight relaxation of the restrictions will help put a floor under housing 

activity and prices over the busy summer/autumn period.   

The NZD range-traded over the month at its new, slightly weaker post-election levels against the major currencies. 

We continue to think the NZD depreciation in the wake of the election result has been an over-reaction to the change 

of government.  We think the policy changes are not large enough to change the fundamentals we expect to support 

the NZD over the year ahead.  

The local sharemarket was up a touch over November, with the capital index closing up 0.2%.  A2 Milk has had a 

staggering run this year, but pulled back slightly over November, while the Fonterra Shareholders Fund and Synlait 

also fell. In contrast, it was a decent month for shares in retirement developers/operators, with Ryman, Metlifecare 

and Summerset all posting gains. 

US sharemarkets continued their November love affair, with major bourses posting solid gains and the S&P 500 

setting a record high. Elsewhere, European sharemarkets retraced over the month as political uncertainty in Spain and 

Germany rattled markets. 

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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With global economic growth improving, global bond yields continued to drift up over November, albeit from 

historically low levels. Some central banks have lifted interest rates, and those that haven’t are generally 

contemplating doing so at some point in the future.  The US Federal Reserve remains a key focus for markets as it 

gradually reduces its huge holdings of bonds, and moves to lift its benchmark rate further.  We expect the next lift in 

the Federal funds rate in December, with at least two further hikes over 2018.   

 

Income Assets 

Cash 

The RBNZ kept the Official Cash Rate (OCR) at 1.75% on 9 

November.  Indeed, its forecasts suggest that the RBNZ expects to 

keep the OCR around the current level (1.75%) until late 2019.  

Even with some of the new Government’s spending initiatives 

factored in, the outlook for inflation remains low. 

We largely agree, with our forecast for the first OCR increase 

pencilled in for early 2019.   

Term deposit rates for the popular terms out to 18 months have 

barely moved in recent months, reflecting the low, stable OCR.  

Meanwhile, the upward pressure we saw on the longer-term 

deposit rates earlier in 2017 has eased. Term deposit rates from 2-5 years were reduced by 10bps (0.10%) late in 

August.  If OCR hikes are still a long way off, most short-term fixed interest returns on term deposits will likely stay 

near current levels over the next year.   

The latest ASB term deposit rates can be found here.   

Date Instrument 30-Nov-17 Month % Quarter % Year % 5-Year %

Cash NZ Official Cash Rate 1.75 0.00 0.00 0.00 -0.75

NZ 90-day bank bill 1.91 -0.04 -0.05 -0.13 -0.73

Fixed NZ 5-year gov't stock 2.31 -0.12 -0.17 -0.17 -0.55

Interest NZ 10-year gov't 2.71 -0.20 -0.19 -0.41 -0.83

AUS 10-year gov't 2.52 -0.17 -0.21 -0.23 -0.66

US 10-year gov't 2.39 0.02 0.24 0.08 0.76

Australasian NZ - NZX50 Capital (NZ$) 3765 0.2% 3.1% 14.0% 63.2%

      - NZX50 Gross (NZ$) 8161 0.2% 4.4% 18.6% 101.5%

Equities AUS - All Ords (A$) 6057 1.4% 4.9% 10.1% 34.1%

International JAP - Nikkei (¥) 22725 3.2% 15.7% 24.1% 140.6%

Equities UK - FT100 (£) 7327 -2.2% -1.4% 8.0% 24.9%

US - S&P500 (US$) 2648 2.8% 7.1% 20.4% 87.0%

WORLD - MSCI (US$) 2077 2.0% 6.0% 21.3% 57.9%

MSCI in NZD (NZ$) 3035 2.0% 11.1% 26.6% 89.7%

Exchange NZD/USD 0.68 0.0% -4.5% -4.2% -16.8%

Rates NZD/AUD 0.90 1.2% -0.5% -5.6% 14.5%

NZD/JPY 76.64 -1.1% -3.3% -4.7% 13.0%

NZD/GBP 0.51 -2.0% -8.4% -11.3% -0.9%

NZD/EUR 0.58 -2.0% -4.4% -14.1% -8.8%

NZ TWI 72.25 -0.5% -4.0% -7.9% -2.4%

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

https://www.asb.co.nz/term-investments/term-investment-rates.html
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NZ Fixed Interest 

Australasian yields moved lower over the month, bucking the trend of generally rising global yields. NZ Government 

bond yields dipped.  The yield on the 5-year bond eased 13 basis points (bps), and the 10-year bond yield fell 21 bps. 

Spreads between NZ and US equivalents further compressed over the month, with the spread between NZ and US 10-

year Government bond yields touching a record low. Australian Government bond yields have also fallen by similar 

magnitudes.  Bank and corporate bond yields are similarly low relative to historic average levels, and also dipped over 

the month.  Ongoing high demand for bonds means the yield is under 4% for almost all the investment grade bonds 

publicly trading in the NZ market.  Investors looking for higher returns need to commit for the longer tenors or lower 

credit ratings at present.  Despite the recent dips in bond yields, they remain higher than year-ago levels. Bond 

valuations move in the opposite direction to yield, so the lift in yield over the 12-month period is weighing on annual 

returns for bond portfolios. 

International Fixed Interest 

With the global economy on a strengthening trajectory, global bond yields have continued to drift up from historically 

low levels as policy interest rate rises are contemplated (or enacted). Developments at the US Federal Reserve remain 

a major focus offshore.  The process of selling down the US Federal Reserve’s huge holdings of bonds purchased in the 

wake of the Global Financial Crisis is underway, but as expected, it 

hasn’t had a noticeable impact on the market as yet. Nor has the 

halving of quantitative easing – to €30bn per month – by the ECB. 

As was widely expected, the Federal Open Market Committee 

(FOMC) held the Federal funds rate steady at the November 

meeting, with the tone of the minutes highlighting the concerns of 

some members of raising policy rates too quickly.  We anticipate 

the FOMC will next lift the Federal funds rate by 25bps in 

December, with at least two further hikes over 2018.   

Also over November, Fed Governor Jerome Powell was chosen as 

the next Chair of the Fed. He beat out a number of candidates, 

including current Fed chair Janet Yellen. Yellen has subsequently 

announced that she will leave the Fed in February.   

The yield on the US 10-year Government Bond lifted modestly over the month (+4bps) and, at 2.40%, is up just over 

1% on last year’s lows.  We expect the upward drift in US yields will continue over the year ahead. In the long run, that 

expected development will help improve the running yield on bond portfolios.  But in the short term, rising yields are 

a headwind for portfolio valuations because of the inverse relationship between bond prices and yield.  

Growth Assets 

Australasian Equities: 

The local sharemarket was up a touch over November, with the capital index closing up 0.2%.  A2 Milk has had a 

staggering run this year, but pulled back slightly over November, while the Fonterra Shareholders Fund and Synlait 

also fell.  In contrast, it was an excellent month for shares in retirement sector, with Ryman, Metlifecare and 

Summerset all posting strong gains. 

Meanwhile, Australian shares showed positive momentum over the month.  Across the 21 industry sectors in 

Australia, Consumer durables and apparel (up 14.1%), Capital goods (up 7.9%) and Software & services (up 6.2%) all 

rose. Telecommunications (down 2.7%), Banks (down 2.5%) and Food, beverages & tobacco (down 1.9%) lagged. All, 



  

 

Markets Monthly | 05 December 2017 

 

95

100

105

110

95

100

105

110

07-Aug 04-Sep 02-Oct 30-Oct

SHARE INDICES
(84 days ago = 100)

Source: ASB 

US Dow

NZX50

AUS  All Ords

MSCI

Japan Nikkei

90

95

100

105

90

95

100

105

07-Aug 04-Sep 02-Oct 30-Oct

EXCHANGE RATE INDICES
(versus USD, 84 days =100)

Source: ASB 

EUR
GBP

AUD

JPY

NZD

but 3 of 21 sub-industries, were up. 

International Equities: 

US sharemarkets continued their November love affair. In the past 

20 years, the US Dow Jones index has recorded average gains of 1.9 

per cent during November, and 2017 was no exception.  All US 

markets achieved record highs over the month, with the Dow rising 

above 24,000 points and the S&P500 index rising above 2,600 

points for the first time.  Overall in November, the Dow Jones rose 

by 3.0%, the S&P500 increased by 2.8%, the Nasdaq by 2.2%.  

Elsewhere, European sharemarkets retraced over November as 

political uncertainty in Spain and Germany rattled markets. In 

particular, German Chancellor Angela Merkel failed in her initial 

attempts to form a coalition government. Looking at the market movements, the German Dax fell by 1.6%, while the 

London FTSE declined by 2.2%. Meanwhile, the Nikkei rose by 3.2%.  

ASB Securities has more information on sharemarkets and trading here.   

Exchange Rates:  

The USD major trade-weighted index has fallen by about 0.5% over 

the month, with falls against the euro, yen and pound.   The USD was 

supported earlier in the month, with the passage of the tax reform 

bill in the lower US house and solid US data. Market sentiment 

remained positive, with global equities touching record highs (MSCI) 

and market volatility remaining reasonably low.  USD strength was 

subsequently unwound in the latter part of the month, on 

strengthening signs from the Eurozone economy, increased 

confidence that a Brexit settlement could be reached, and Fed 

Minutes highlighting concerns over low inflation.   

The NZD was down just 0.5% on a trade weighted basis over the 

month, and is roughly 9% below early 2017 peaks. November NZD 

falls were particularly evident against the euro, sterling and yen, with the NZD ending the month broadly unchanged 

against the USD and AUD.  The NZD started the month on a firming note on the view that the post-election dip in the 

kiwi was overdone. In the latter part of the month, weaker domestic confidence indicators weighed on the NZD, as did 

the narrowing in NZD interest rate differentials.  The NZD initially strengthened from 68.5 cents at the start of the 

month towards 70 US cents, before dipping to 67.8 cents in the middle of the month and then ending the month back 

at around 68.5 US cents. NZD moves were not merely reflective of domestic considerations: the Australian dollar 

followed a similar pattern, and the NZD/AUD traded in a narrow 2 Australian cent range over the month. 

For more insights into currency issues, our latest ASB Kiwi Dollar Barometer can be downloaded here.   

 

 

 

 

https://www.asb.co.nz/asb-securities
https://www.asb.co.nz/documents/economic-research/kiwi-dollar-barometer.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 e xpressed 
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 ass umptions 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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http://www.asb.co.nz/economics
https://twitter.com/asbmarkets?lang=en

