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COVID 19 Impact

COVID 19 has impacted all asset classes and all 
countries. Equity values have quickly fallen, and 
already low interest rates have been driven even 
lower. The speed of the virus onset and its reflection 
in investment markets has been unprecedented with 
the decline the steepest in the S&P500 since 1929. 
The drop through March has produced large quarterly 
falls in portfolio values but this has represented a 
giving back of the gains made from share markets 
in 2019. The table at the end of this document shows 
the performance of some of the major indices for the 
month of March and the reduction in value is less than 
expected due to a decent bounce we saw at the end of 
the month, as much as 20% in some markets.

Global Response

Everyone has experienced the physical effects of 
quarantine as health authorities have acted to stem the 
infection rate. Globally governments and central banks 
have also acted rapidly to stem the economic impact of 
the virus. The actions taken have been unprecedented 
in the coordination and size of the stimulus provided.  
The US Federal Reserve is currently buying US$75 
billion of securities per day compared with US$85 
billion per month when it last implemented QE in 
2013. The European Central Bank will acquire Euro 
750 billion of securities to keep the European economy 
liquid.  The New Zealand Reserve Bank intends to buy 
NZ$30 billion of government bonds over the next year 
and will own approximately one third of the market. 
At this stage fiscal spending has primarily been in the 
form of wage subsidies and (overseas) direct payments 
to consumers. The US senate has approved a US$2 
trillion fiscal stimulus plan. Australia has announced 
an emergency A$130 billion wage subsidy taking total 
stimulus to A$215 billion or 15% of GDP. This will be 
funded by governments issuing government bonds 
which in turn will largely be bought by their own 
central bank (effectively printing more money). The 
direct effect is that interest rates are likely to remain at 
low levels for some time.

Second Round Effects

The immediate impact of countries going into 
lockdown has been for share values to tumble. 
Businesses revenues and more complicated supply 
chains have ground to a halt. Wages and salaries, rents 

and interest payments remain ongoing costs in the 
short-term. If the quarantine period continues for a 
long time then the pressure on business will increase 
further and this will translate into job losses, rental 
vacancies, bad debts and business collapse. This will 
in turn trigger further declines in investment values. 
It is therefore critical that investment portfolios 
hold quality companies with strong balance sheets, 
recurring defensible earnings and realisable assets. 
In some instances, companies will seek to issue new 
shares to pay down debt and provide working capital 
to get them through this period. Kathmandu’s $207 
million capital raising is the first example in New 
Zealand of this. 

Historical context

The overall March decline has been one of the steepest 
falls into bear territory on record. The fall in the 
S&P 500 on 9 March was the 19th largest negative 
movement in a single day. However, in contrast the 
daily increase in the Dow index on 24 March was the 
fifth largest on record and the largest positive 1-day 
movement since 1933. It is unlikely that there will be 
a V shape recovery, but it is evident that bull markets 
exceed bear markets in terms of their length and the 
magnitude of gains exceeds losses. It is too soon to 
regard the current turbulence as over, but the strongest 
investment returns have been achieved by investors 
who remain invested to capture the rebound.

Outlook

The investment outlook is highly uncertain given 
the large number of variables at play and the novel 
nature of many of the factors influencing investment 
markets. Although the path ahead is fraught with 
potential hazards investors with a long-term view 
who adopt a disciplined and measured approach to the 
implementation of their investment goals are likely to 
achieve strong returns as COVID 19 effects dissipate. 
Nevertheless, in the current environment investors 
should prioritise capital preservation and err on the 
side of quality and caution.

 



Allocation to long-term benchmarks

Sector Position Comment

Cash Overweight Higher levels for capital preservation and reinvestment opportunities.

Fixed Interest Neutral Low yields but good for capital preservation.

Australasian 
Shares Underweight Due to share market falls. Earnings multiples look more attractive than pre COVID-19. 

Global Shares Underweight Due to share market falls. Earnings multiples look more attractive than pre COVID-19.

Property Neutral Attractive yield differential to cash and fixed income
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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 March 2020 1 Mth 3 Mth 1 Yr 3 Yrs p.a. 5 Yrs p.a.

S&P/NZX 50 Index -13.0 -14.8 -0.5 10.8 10.9

S&P/ASX 200 Accumulation Index (NZD) -21.6 -24.0 -15.4 -2.5 1.6

MSCI ACWI Index (NZD) -9.1 -10.5 2.4 7.9 8.3

S&P/NZX 90 Day bank bill Total Return 0.1 0.4 1.5 1.8 2.2




