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Note: Comments in this 
article and all analysis, 
are of a general nature 
only and constitute “class 
advice”.  They do not take 
account of your specific 
circumstances.   
 
If you require personalised 
financial advice, you 
should seek advice from 
an appropriately 
experienced Authorised 
Financial Adviser. 
 

Investment choices in a low interest rate environment 

- cash, bonds or shares? Some examples. 
 

August 2019 
Is it better to invest in bank deposits, bonds or shares?  How you invest is one of the key 

determinants of the ultimate return that you receive.   

 

When you invest, your money (ie capital) goes into a business activity in 

the economy and your return ultimately depends on the success of that 

business.  You invest in the business activity by depositing money at a 

bank and letting the bank lend to a company, by lending money to a 

company directly through the bond market, or by providing equity 

capital and becoming a shareholder.  The return you receive, depends on 

the success of the business (directly or indirectly) and the method that 

was chosen to provide the company with capital. 

 

An important decision that each investor makes is to decide on their mix 

of cash, bonds, property and shares.  Ideally, it should be set based on the goals and 

liabilities of the investor in a way that aligns the returns from the investments (interest, 

rents, dividends and market movement) with the expenditure cash flows of the investor.  

This also assumes that if the return from the investment over the short-term is negative, 

as it will be at times, the investor does not react in a way which harms their future returns. 

 

The right mix of cash, bonds, property and shares is never an easy decision and it is 

perhaps harder today because of low interest rates and the ‘high’ returns shares have 

provided over the last 10 years.  The temptation is always there to chase the high returns.  

The New Zealand share market has produced a return of 13.8% a year after-tax (assuming 

a tax rate of 28%), over the 10 years to 30 June 2019.  This is well above what is expected 

long-term. 

 

For over ten years now, interest rates in New Zealand have been declining1.  This means 

that bonds have also produced good returns over the 10 years to 30 June 2019.  The 

average return after-tax, at 28%, has been 4.08% a year.  As a result, interest rates are 

now at levels that would be described by most as “low” and this will drive future returns.   

 

The recent interest rate trend is best seen by looking at the interest rate earned on a 10-

year New Zealand government bond.   
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NZ 10-year bond yields

In July 2019, 5-year Westpac bank deposit 
rates were 3% a year.  At the same time, a 
new 5-year Westpac bond paid 2.22% a year 
and Westpac shares, the shares of the bank 
itself, had a 6.51% dividend.   
 
Is the deposit, the bond or the share a 
better investment?  Why are they different? 
 
Also, in early July you could buy a 7-year 
Trustpower bond at 3.35% a year, or a 
Trustpower share that had a gross dividend 
of 5.6% a year.  Again, which is better? 

1 Actually, interest rates have been declining, in fits and starts, for over 30 years. 
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At 30 June 2019, the 10-year yield was 1.57% a year.  In simple terms, if you bought the 

10-year bond and held it for 10 years, you would earn 1.57% a year on average.  With 

interest rate changes, some years you might get more and other years less, but the 

average over the 10 years would be 1.57% a year. 

 

Take off tax, and expenses if you pay someone or an investment manager to help you 

invest, and you will have an income level that is probably less than the inflation rate. 

 

Within the popular press, there are articles that reproduce the views of a range of experts.  

Some suggest interest rates will rise, and others suggest they will reduce further.  In 

reality, no one knows what will happen and investors need to invest in this environment 

and manage the potential consequences.  Proponents of each scenario present arguments 

that could prove to be correct, but only one view will be.  Remember, interest rates can 

go negative and currently approximately ¼ of all bonds issued in the world have negative 

interest rates.  Low rates are not limited to New Zealand. 

 

 30 June 2018 30 June 2019 Yield curve  
(10-year less 90-day) 

 90-day 
rates 

10-year 
yields 

90-day 
rates 

10-year 
yields 

30 June 
2018 

30 June 
2019 

NZ 2.00% 2.85% 1.64% 1.57% 0.85% -0.07% 
Australia 2.12% 2.63% 1.20% 1.32% 0.51% 0.12% 
US 1.93% 2.85% 2.12% 2.00% 0.92% -0.12% 
UK 0.68% 1.32% 0.77% 1.06% 0.64% -0.29% 
Euro -0.32% 1.29% -0.35% 0.58% 1.61% 0.93% 
Japan -0.14% 0.03% -0.12% -0.14% 0.17% -0.02% 

Source: RBNZ, Nikko, MCA 

 

While MCA falls into the camp that thinks interest rates will stay low and likely go lower, 

it believes that when investment decisions are made, they should be on the basis that if 

rates go lower the objectives can be achieved and if they go higher, they can also be 

achieved.  Achieving the objectives, no matter what, is more important than proving to 

be right on the future direction of interest rates.  Investors are investing in what is a low 

and uncertain interest rate environment and their future direction. 

 

Currently (July 2019), the advertised 5-year bank deposit rate at Westpac is 3.0%. 

 

Period of deposit Interest rate2 

93 months to 5 years 3.00% 

6 to 8 months 2.05% 

4 to 5 months 2.65% 

3 months 2.40% 

2 months 1.00% 

1 month 0.50% 
2 For amounts at Westpac above $5,000 and below $5m. 

3 It is unusual that rates over all periods beyond 9 months are the same 

 

If you are happy to invest your money for 5 years and do not need it back before then, 3% 

before tax is the return received.  If you think that you might need it back after 3-years, 

you can invest it for 3 years and get also 3% a year.  If after 3 years you do not need the 

money and reinvest it, the return you get will depend on interest rates at the time.  If 

interest rates are lower, as some expect, it will get less than 3% for the subsequent 2 years 

This article is not a 
recommendation to 
make Westpac bank 
deposits, or buy 
Westpac bonds or 
shares, or Trustpower 
bonds or shares.   

Both Westpac and 
Trustpower 
investments are 
merely used to 
illustrate the 
principles behind the 
decisions that should 
be made.  Also, for 
share investments, 
most investors are 
better to have a 
diversified share 
portfolio and not a 
single share. 

The natural level of 
income (interest, rent, 
dividends) versus 
planned expenditure 
matters. 

Understanding when 
you might spend your 
capital and not just 
the return, matters. 
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and so you may have been better to invest for 5 years today and lock in the 3% a year for 

5 years.  Understanding when you might need your capital is therefore very important. 

 

What are the alternatives? 

 

In July 2019, Westpac also issued a 5-year bond.  The yield on the bond was 2.22% (before 

tax).  Therefore, as an alternative to making a 5-year bank deposit at 3%, investors could 

have bought the bond paying 2.22% a year.  The advantage of a bond is that you do not 

have to wait for the 5 years to get back some capital.  You can sell it at any time.  The bond 

therefore, lets you lock in the 2.22% a year for the 5 years but gives you the flexibility to 

sell it at any time.  Of course, if interest rates fall, you can sell it at a profit and if they rise 

and need to sell it, you make a loss.  It only makes sense to buy the bond and accept 2.22% 

and not 3.00% if you think you may need the flexibility to sell, or think that interest rates 

will fall, and you will be able to sell it at a profit.  Logic suggests that few investors will be 

better off with the lower 2.22% return, yet the Westpac bond was over-subscribed. 

 

The other alternative is not to make a bank deposit or buy the Westpac bond, but to buy 

Westpac shares.  If the investor bought Westpac shares, the dividend yield, after franking 

credits, is approximately 6.51%.  For a New Zealand investor, the 6.51% compares to the 

2.22% bond yield and the 3.0% deposit rate – all before tax.  Of course, if you buy the 

share, there is a risk that the dividend gets cut, as it is not guaranteed, and you are also 

subject to the normal equity market risks.  Also, unlike a bank deposit and a bond, there 

is no automatic return of capital with the share.  To get capital back you must sell the 

share and there is a risk the share price has decreased, and you get a loss.  But if you do 

not need the capital back anytime soon and will be able to wait for the market to go up 

before you sell, which might be as long as 10-years, the share looks like a higher returning 

asset.  Again, you need to understand when you might need capital back and how long 

you can afford to wait before you sell should the market go down, and whether you are 

happy to see the value of the investment fluctuate, possibly wildly, in the meantime. 

 

The Westpac bond was not the only bond issued in July.  Trustpower also issued a 7-year 

bond at 3.35% a year before-tax.  At 3.35%, the interest rate is higher than the Westpac 

bank deposit and higher than the Westpac bond, reflecting the different risks.  Again, as 

an alternative to taking money out of a bank and buying the Trustpower bond, you could 

buy Trustpower shares and take on share market risk.  The dividend yield of the share is 

currently about 4.03% after imputation credits (about 5.6% before-tax).  The 5.6% 

favourably compares to the 3.35%.  Both the bond and the share, therefore, expect to 

provide a higher return than bank deposits, and provide different features and risks. 

 

The decision of cash, bonds or shares is often made based on the higher return but, in 

most cases, should be made on the basis of when you will spend the money (your capital) 

or the pattern of returns that you need and prefer.  Yes, shares are expected to give higher 

long-term average returns and sometimes will have a higher dividend than interest rates, 

but their price can also be very volatile.  This volatility is less than ideal if there is a risk 

that you will need to spend your capital soon, or, because of it, you can’t sleep at night.  

Shares are best when you can tolerate the volatility and do not plan on spending the 

capital soon, within 10-years, and are looking to grow your assets to provide a level of 

inflation protection. 

Low costs matter. 

When you will spend 
your capital matters. 
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