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We have previously discussed the important role monetary 
policy plays to support sharemarkets and  stimulate 
economies (see link here) and recent events certainly 
reinforce this. The Federal Reserve’s decision to  cut interest 
rates on the 31st of July for the first time since the Global 
Financial Crisis (now a decade ago) marks an important 
point in the context of the current economic expansion. 
The reduction of the Federal Funds Rate came just seven 
months after their last rate increase. The Reserve Bank of 
New Zealand followed their dovish move by announcing an 
aggressive cut in the Official Cash Rate (OCR) of 50 basis 
points. The only times the OCR has been cut by 50bps or 
more have been after the 9/11 terrorist attacks, during the 
GFC, and after the 2011 Christchurch earthquake. 

‘Dovish’ monetary policy usually encompasses one (or 
both) of lowering short-term interest rates or quantitative 
easing (i.e. printing money and buying financial assets) by 
central banks to encourage inflation and support economic 
growth. This has been a strong stimulatory force since 
2009 but attempts to reverse course by raising interest 
rates or reducing central bank balance sheets (quantitative 
tightening) have caused investors to panic at the prospect 
that the brakes may apply to the supply of easy money. 

The current reliance on monetary stimulus has continued 
to grow and is now firmly built into investor expectations. 
Many suggest that the dependency is both unsustainable 
and short sighted. Much like treating a headache with 
paracetamol, eventually one must consider the causes 
rather than continue to treat the symptoms. In this sense 
central banks are limited in that they can only influence 
the financial drivers of growth. Many systematic and non-
financial drivers are beyond central banks’ control. For 
example, deteriorating international trade relations and 
the rise in populist policies are developments causing the 
disruption of supply chains and dampening consumer and 
business confidence. Both are key drivers of economic 
growth. Another concern is whether there is much left in 
the tank if we were to experience a severe deterioration in 
economic conditions. Loose monetary policy is approaching 
its limits because interest rates can’t be lowered much more 
and quantitative easing is having diminishing effects on the 
economy.

Monetary policy has also presented a predicament for 
investors. Looking forward, where can one go to receive 
reasonable risk adjusted returns? It’s the catch 22 equivalent 
of asset allocation when risky asset prices have been pushed 
to record highs while interest rates are approaching new 
lows. Cash and fixed interest are traditionally considered 
safe places to hold capital, but if yields are negative, capital 
loss is guaranteed. Right now, approximately 13 trillion 
dollars’ worth of investors’ money around the world is held 
in zero or below-zero interest-rate-earning debt. Investors 
are also becoming wary of the valuations of companies’ 
shares and whether the recent exceptional returns for 

shares can continue. Share prices have been pushed into 
‘expensive’ territory as the increase in the supply of money 
affects investor demand as people move out of cash in their 
search for yield and growth. 

In the current climate it is important for investors to 
understand their appetite toward risk and ensure their 
investment objectives are appropriate. With expected 
returns for cash and fixed interest so low the temptation 
is to accept additional risk and chase returns in equity 
markets. However, with equity valuations at record highs 
and volatility in sharemarkets likely to continue, caution 
should be exercised.  Income orientated investors in 
particular are likely to be disappointed with low interest 
rates. Some dividend paying shares offer the potential for 
higher yields and may be appropriate for investors if their 
investment time horizon is sufficiently long to withstand 
market fluctuations. We believe ensuring investors have 
the correct risk profile and maintain their benchmark asset 
allocation is the best way to navigate these uncertain times.

Summary of Markets
US sharemarkets lifted modestly in July. Expectations of 
dovish monetary policy, some (misplaced) optimism about 
an imminent US-China trade deal and encouraging earnings 
data all supported investor sentiment. In July the S&P 500 
increased by 1.3% and the tech-heavy NASDAQ finished 
up by 2.1%. The latest tariff tweets from US President 
Trump were a disappointing development for investors 
however and caused sharemarkets to slump in early August. 
Compounding their concerns was the recent news on the 
US Treasury labelling China a “currency manipulator”, 
escalating tensions between the two economic powers. 
Global equities are likely to remain pushed and pulled by 
trade developments and the “lower for longer” interest rate 
theme in global fixed interest markets. 

The Australasian sharemarkets were standouts, with the 
NZX50 Gross index lifting 3.9% and the Australian All 
Ords up 2.9% over the month. Both indices traded around 
record highs during the month but weakened slightly in the 
closing days of the month and into early August on the back 
of global developments effecting sentiment.

New Zealand government bond yields moved even lower in 
July, with yeilds for the NZ 10-year bond dropping below 
1.5%. The escalation of trade tensions in early August 
sparked a flight to safety and yields fell further. At the time 
of writing the NZ 10-year bond is at an all-time low yield 
of 1.25%.

https://jmiwealth.co.nz/sites/default/files/JMI%20May%20Monthy%20View.pdf


Allocation to long-term benchmarks

Sector Position Comment

Cash Underweight Cash levels reduce some market risk.

Fixed Interest Neutral Returns on fixed interest investment look likely to remain low for the foreseeable future.

New Zealand 
Shares Neutral Companies with good dividends and defensible earnings are preferred.

Australian Shares Neutral Headwinds to the Australian economy seem to have reduced.

Global Shares Neutral Still wary of trade and geopolitical risks.

Property Overweight Sector still offers relatively attractive yields compared to fixed income returns.
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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 31 July 2019 1 Mth 3 Mth 1 Yr 3 Yrs p.a. 5 Yrs p.a.

S&P/NZX 50 Net Index 3.4% 8.4% 21.7% 13.9% 16.0%

S&P/ASX 200 Net Index (NZD) 2.8% 7.6% 8.3% 11.3% 7.5%

MSCI ACWI Net Index (NZD) 2.1% 2.0% 7.0% 14.1% 12.6%

S&P/NZX 90 Day bank bill Total Return 0.2% 0.5% 2.0% 2.0% 2.5%

Click here to read the Clarity Monthly Fund Commentary. 

https://clarityfunds.co.nz/quarterly-fund-updates-and-commentaries

