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Interest Rates Climb in February

February was marked by a rapid steepening of the yield curves 
both in New Zealand and overseas. The yield curve plots the 
prevailing interest rate at differing maturities. When the curve 
steepens short-term interest rates increase to a lesser degree 
than interest rates applying further in the future. The official 
cash rate remained unchanged but the yield on the 
New Zealand 10-year government bond increased from 
1.15 percent to 1.9 percent. Similar trends were apparent in 
Australia and the US but not to the same degree as New 
Zealand rates had traded at lower levels in prior months. 
The reversal of direction was marked given that in late 2020 
the market had speculated on the prospect of negative 
interest rates applying in New Zealand.

New Zealand Share Performance Diverges from the Rest of 
the World

The movement in interest rates had a knock-on effect for share 
markets. New Zealand is largely a ‘defensive’ share market, 
that is a large proportion of listed companies are high pay-
out dividend yield stocks e.g. the electricity and property 
companies. Defensive companies’ attractiveness declined 
as a consequence of rising interest rates. A number of stock 
specific issues adversely impacted some of New Zealand’s 
largest companies. A2 Milk was one company to disappoint 
the market. Already weak guidance was further downgraded 
in A2 Milk’s result as the company’s English language label 
continued to struggle to supply the market via daigou channels. 

Australian share market performance has diverged from that of 
New Zealand. Over recent years Australia has underperformed 
its Trans-Tasman neighbour. This has reversed in recent months 
with the ASX exceeding returns on the NZX. The Australian 
share market has benefited from a more diversified business 
base. Australia returned +1.6% for the month compared to the 
NZ market down -6.9% in February.

Global stock markets over February were on the whole 
modestly higher, more so in local currency terms than in New 
Zealand dollars. Established cyclical businesses (that make or 
sell discretionary items that are in demand when the economy 
is doing well) tended to be supported in favour of growth 
companies. The New Zealand dollar strengthened on a Trade 
Weighted index basis during the month appreciating against 
the US dollar by 0.6%.

Why did Rates Rise?

The share markets were driven by the shift in interest rates. 
This steepening had its genesis in a number of factors. Vaccine 
roll out continued at a rapid pace and markets began to look 
ahead as to what the shape of economies might look like with 
COVID 19 controlled. Pent up consumer demand and the 
capacity to spend is likely to result in a consumer spending 
binge once COVID constraints are removed given the enforced 
increase in household savings. Central banks have remained 
committed to high levels of quantitative easing such as the 

availability of credit from banks and there are no signs that 
central banks will retreat from this position in the short-term. 
Added to this is the increased fiscal spending by governments, 
the best example being the approval of Biden’s stimulus plan 
in the US that will deliver US$1400 cheques to qualifying 
recipients. Combined with bottlenecks in supply chains the 
conclusion of bond markets is that inflation must rise in the 
foreseeable future.

The increase in inflation expectation is measurable in 
New Zealand with the inflation expectations survey for 
1-year ahead at a median 2.2%.  In the US 1-year inflation 
expectations rose to 3.1% the highest since 2014. In Australia 
even higher expectations exist at 4.1% for the year ahead. 
The higher inflation expectation indicates buoyancy in the 
economy and that demand is sufficiently strong to enable price 
increases. However, if inflation rises to too great an extent, 
then cost increases shrink profitability and central banks will 
raise interest rates increasing the cost of borrowing for both  
consumer spending  and business growth. 

NZ Company Reporting 

The month was busy with New Zealand company reporting, 
which was on the whole positive. Market analyst’s expectation 
of earnings from companies listed on the NZX were exceeded 
by a ratio of 5:1. This should have been viewed as positive but 
the market in general was down. Some of the companies that 
saw their share price move higher were Fletcher Building, 
which reported in line with expectations and although 
some supply constraints exist the outlook for residential 
construction in both New Zealand and Australia remains 
sound. Domestic retailers, Briscoes, The Warehouse and 
Michael Hill reported earnings rebounds as consumer demand 
beat a path to physical and online outlets. A standout result 
was reported by Skellerup with operational improvement in 
the industrial and agricultural divisions.

Conclusions and Outlook

The prospect of increasing inflation should not be regarded 
as uniformly negative for markets. Central banks have been 
striving to encourage modest inflation for several years. 
Modest inflation is indicative of robust consumer demand 
and cyclical businesses and banks are beneficiaries of this 
environment. Global economies look set for strong GDP 
growth which will be reflected in earnings. Relative to fixed 
interest the yield on shares and prospect of further earnings 
growth remain attractive. Given that interest rates remain at or 
below inflation rates the appeal of bonds is limited. Although 
interest rates have risen the probability of further large and 
rapid increases seems to be low. There appears to be limited 
risk near-term that rates will appreciate to levels that will 
undermine share values and therefore in general we prefer 
to have a higher allocation to shares than a client’s long-term 
asset allocation.



Allocation to long-term benchmarks

Sector Position Comment

Cash Underweight Reduce cash, negligible return

Fixed Interest Underweight Returns expected to be low in short to medium term

Australasian 
shares Overweight Slight overweight preferring Australian  cyclicals

Global Shares Overweight Slight overweight relative to strategic asset allocation

Property Neutral Monitor  exposure  to interest  sensitive  investments

Monthly View
March 2021

If you have any questions please contact us on +64 9 308 1450 or visit our website www.jmiwealth.co.nz
Information and Disclaimer:  This report is for information purposes only.  It does not take into account your investment needs or personal circumstances and so is not intended to be viewed as investment or 
financial advice.  Should you require financial advice you should always speak to your Authorised Financial Adviser.  This report has been prepared from published information and other sources believed to be 
reliable, accurate and complete at the time of preparation.  While every effort has been made to ensure accuracy neither JMI Wealth, nor any person involved in this publication, accept any liability for any errors 
or omission, nor accepts liability for loss or damage as a result of any reliance on the information presented.

Indices for Key Markets

As at 28 February 2021 1 Mth 3 Mth 1 Yr 3 Yrs p.a. 5 Yrs p.a.

S&P/NZX 50 Index -6.9 -4.2 8.6 13.5 14.4

S&P/ASX 200 Accumulation Index (NZD) 1.6 4.8 8.9 6.9 10.4

MSCI ACWI Index (NZD) 1.7 2.7 11.8 11.2 12.6

S&P/NZX 90 Day bank bill Total Return 0.0 0.1 0.4 1.3 1.7




