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Global 
 
With COVID-19 vaccines rolling out globally and the Biden administration gaining approval for 
its US$1.9 trillion fiscal stimulus, the market has started to believe in global recovery but also 
an inflation pulse. Bond yields and commodities are on the rise and in turn Banks and 
Resource stocks are outperforming. 
 
While an improving growth and inflation outlook is generally positive for equities, rising bond 
yields are a risk in that market valuations, particularly for growth stocks, are heavily reliant on 
low interest rates. As a result, we are seeing market rotation from ‘growth’ sectors into ‘value’ 
sectors. 
 
In addition, bond prices are falling, as bond yields rise, and hence bond funds are 
underperforming. However, floating interest rate securities, like Bank Hybrids, are benefiting 
from rising inflation expectations. 



 

 
Commodity prices are generally rising on the improved growth outlook and current weakness 
in the USD. Interest in commodities related to clean energy and electric vehicles (copper, 
nickel, rare earths and lithium) have also skyrocketed, with the new Biden administration 
coming in. However, Gold is on the outer for now, as the ‘risk on’ mood has seen sentiment 
sour. 
 
Lastly, property and infrastructure stocks are caught in between the negative of rising bond 
yields but the positive of economic activity returning to ‘normal’. As a result, we are seeing 
patchy performance across the infrastructure and property sectors. 
 
Australia 
 
The COVID-19 vaccine rollout is just beginning but business and consumer confidence already 
seems to be returning. The housing market has recovered, and employment is improving.  The 
government is preparing to roll back its Jobkeeper program but has maintained a small 
increase in Jobseeker. 
 
The RBA remains dovish and is holding the short-end of the yield curve (from cash to 3-year 
bonds) below 0.15% but is starting to lose control of the long-end, with the Australian 10-year 
bond yield rocketing from 1.0% to 1.8%, in the past month. The RBA has added $100bn to its 
bond buying program but this has done little to stop the 10-year yield from rising, in-line with 
the US 10-year bond. In turn, higher interest rates in Australia are leading to strength in the 
AUDUSD, which has rallied to $0.80 in recent weeks. 
 
Rising interest rates and a stronger AUD are starting to take a toll on many sectors in the 
Australian market. In fact, most sectors were down in February, despite reporting 1H21 profit 
results that generally beat low expectations. The Bank, Resource and Energy sectors were the 
only sectors to generate positive returns. In the short term, diversified portfolios are 
underperforming the market (which has a heavy bias to Banks and Resources).  
 
Outlook 
 
The outlook generally remains positive for Equities, on the prospect of economic activity 
returning to ‘normal’ and still very accommodative fiscal and monetary policy. However, the 
prospect of rising inflation and interest rates does pose a short-term risk to market valuations 
and could spark a market correction. In Australia, the rising AUD/USD is also causing some 
problems for a few sectors.  Much depends on the pace of economic recovery, post COVID 
vaccines, and whether any inflation is sustainable. 
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Warnings, Disclosures and Disclaimer 
  
This document is provided by Bluebird Portfolio Services Pty Ltd (Bluebird), ABN 91 620 481 218, 
AFSL 503266. 
  
General Securities Advice Warning 
 
Any advice provided in this document, is general in nature only and does not take into consideration 
an investor’s objectives, financial situation or needs. Before acting on the advice, the reader must 
consider whether it is personally appropriate in light of his or her financial circumstances or should 
seek independent financial advice on its appropriateness.   
 
Disclosure 
 
Bluebird does not accept fees or gifts from companies or product issuers. Bluebird and its respective 
officers may have an interest in the securities of any entities referred to in this material. See 
https://www.bluebirdportfolios.com.au/documents for a list of Director shareholdings. The analyst 
hereby certifies that all the views expressed in this report accurately reflect their personal views 
about the subject investment theme and/or company securities. 
 
Disclaimer 
  
The material in this document has been obtained from sources believed to be true but neither 
Bluebird nor its associates make any recommendation or warranty concerning the accuracy, or 
reliability or completeness of the information or the performance of the companies or portfolios 
referred to in this document. Recipients of this document agree in advance that Bluebird is not liable 
to recipients in any matters whatsoever otherwise recipients should disregard, destroy or delete this 
document. All information is correct at the time of publication. Bluebird does not guarantee 
reliability and accuracy of the material contained in this document and is not liable for any 
unintentional errors in the document.  
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