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Interest rates continued to decline as central banks see subdued economic 
activity and stubbornly low inflation as a concern for the global economy. 
Locally the Reserve Bank of New Zealand (RBNZ) cut the Official Cash 
Rate (OCR) to an all-time low of 1.50% and the NZ 10-year Government 
Bond reached 1.58%, also an all-time low. Lower interest rates can be 
good for borrowers and high yielding shares but not so good for term-
deposits and those people relying on this for income in retirement. In 
2015 you could invest in a 1-year term deposit as high as 4.5%, now it is 
slightly over 3%, nearly a 33% decline for those that use this as their main 
source of income. Conversely the S&P/NZX 50 Gross Index has increased 
from approximately 5,700 to 10,500, almost an 85% increase. You would 
be right in asking how high can the share market get, or how low can 
interest rates go. Not long ago you would have said interest rates can only 
get to zero but with USD$13 trillion of bonds globally trading at a negative 
yield (your return for the period invested) this logic has been upturned.

In a competing world of investment, falling interest rates and lower bond 
yields, companies’ dividends look more attractive, bidding up the price of 
those companies. The result has been the average Price to Earnings (PE) 
for the S&P/NZX50 Gross index increase from approximately 20X to 
32X. Although the index is up nearly 85% much of this growth is from 
valuation increase rather than companies growing their profits or earnings.

This has been repeated in many other countries around the world but not 
to the same extent as NZ. Our high yielding share market has attracted 
investors from offshore as “the chase for yield” continues as interest rates 
go lower and lower. More buyers in a relatively small market pushes the 
prices higher and higher. The NZ share market has an average dividend 
yield of about 4.5%, with some sectors like listed property and the 
gentailers (Genesis Energy, Contact, Meridian etc) even higher than this 
again. Investing in shares comes with the risk of capital loss, with the 
value of the investment going down (or up as is the case at the moment), 
and some investors are happy to take this risk. For investors who are 
not comfortable with fluctuations in the value of their investment, 
the alternative can be a decreasing return from term deposits or bonds.

Managing the conflict between a client’s risk profile and the hunt for income 
is becoming more difficult. We see interest rates going lower and the RBNZ 
Governor has indicated as much in the latest announcement in May when 
he said, “a lower OCR may be needed over time to continue to meet our 
objectives”. The outlook for employment and inflation was said to have 
weakened, further supporting the view of a future rate cut. As an investor 
we note valuations for the NZ share market remain high but as long as 
the economy and companies are in decent shape, and interest rates stay 
low, investor demand should underpin the price of high yielding shares.

Further afield global markets rebounded after the negative returns 
experienced in May. The world index (MSCI World) delivered a +6.6% 
return for June (+3.8% in NZD). The US and Europe were the strongest 
regions, providing a slight positive return over the two months of May 
and June. Trade tensions eased in late June as the US declared they 
would hold off any further increases while talks continued with China. 

The Federal Reserve continued to indicate they will cut interest rates 
if economic data show signs of a slowing economy. Trade tensions 
are starting to show signs of having an impact on US companies and 
households, and we see similar things in China as recent economic 
data indicates the ongoing trade tariffs are having an impact there as 
well. The US share market continues to move higher as consumer and 
business sentiment declines. Consensus seems to be that bad news for 
the economy is good news for shares as the potential for a Fed rate cut 
increases. Investors view the difference between bond and equity returns 
to favour equities, pushing valuations higher which may not be sustainable 
in the long-term, but any future correction maybe some time away.

Our Current View

While central banks continue to indicate lower interest rates, investors 
will look to the share market for their returns. We expect share markets to 
remain volatile as uncertainty such as trade tensions and other risks such 
as Brexit continue to weigh on investors’ minds. High yielding shares will 
not necessarily insulate an investor from share market corrections and 
therefore the appropriate risk profile for a client remains an important 
consideration when allocating between income (cash and bonds) and 
growth assets (shares). The Reserve Banks of NZ and Australia indicate 
that interest rates are likely to head lower which will ultimately result 
in lower income for an investor with bonds and cash. NZ and Australia 
are relatively attractive yielding share markets and we continue to prefer 
a market weight exposure. The US Fed’s indication of further rate cuts 
gives us some comfort that although valuations maybe relatively high 
in historical terms, and companies continue to provide earnings growth, 
we remain neutral on our view of this asset class when compared 
to the alternative returns likely to be gained from cash and bonds. 



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 Generally our preferred exposure but 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 30 June 2019 1 Mth 3 Mth 1 Yr 3 Yrs p.a. 5 Yrs p.a.

S&P/NZX 50 Net Index 3.8% 6.7% 17.5% 15.1% 15.4%

S&P/ASX 200 Net Index (NZD) 2.1% 8.3% 6.7% 12.9% 8.2%

MSCI ACWI Net Index (NZD) 3.8% 5.3% 7.3% 14.5% 12.6%

S&P/NZX 90 Day bank bill Total Return 0.1% 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

