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Contrasting Investor Confidence 

Fixed Interest investors and share investors adopted 
diametrically opposed positions in the month. Fixed interest 
investors continued to drive down interest rates as demand 
for fixed interest products remained strong. The security of 
fixed income despite its low yields was sought as concern 
as to the long-term impact of the COVID 19 virus on the 
economy continued. In contrast share investors continued to 
drive up share prices. The high levels of monetary stimulus 
created demand which saw both fixed interest and shares 
bought as opposed to the negative correlation that could be 
expected in a more normal economic climate (fixed interest 
markets rising and equity markets falling or vice versa). The 
investment buying of shares was however selective with 
certain parts of the share markets favoured.

The New Zealand share market continued to rise in July 
with the index up 2.4%. This resilience occurred despite 
the continuing uncertainty as to the extent of economic 
disruption from the COVID 19 virus. The New Zealand share 
market’s rise also occurred despite Rio Tinto announcing its 
intention to close the Tiwai Point aluminium smelter. The 
smelter represents 13% of New Zealand electricity demand 
and this impending loss of demand and revenue affected all 
electricity generators. The most pronounced effect was on 
Contact Energy with its South Island generation. The best 
positive contributors in the New Zealand share market were 
Spark and Mainfreight. Spark offers an attractive yield in a 
reasonably defensive sector. These companies were followed 
by perennial share market favourites A2 Milk and Fisher & 
Paykel Healthcare. These two companies have contributed 
most of the New Zealand index performance this year and 
now account for approximately 30% of the market and 
consequently a substantial proportion of index direction. 
Year to date excluding the contribution from these two 
companies the NZX50 index would be below its starting 
position.

Retirement village shares were also positive in the month. 
Metlifecare received a renewed takeover offer supported by 
a Board majority albeit at a lower figure than the original 
offer. Summerset also gained in part from rotation out of 
Metlifecare. Oceania Healthcare reported in the period with 
profit down on the prior year but demonstrating resilience 
and a strong pipeline of building projects.

The Australian share market was marginally positive for the 
month improving 0.5% but New Zealand investors gained 
some additional benefit from NZ dollar weakness against 
the Australian dollar. The S&P 500 experienced a 5.6% lift 
in local terms as the major technology companies continued 
to rise. Microsoft, Amazon and Apple all reported stronger 
than expected quarterly results. Apple became the largest 
company in the world based on market capitalisation. The 

performance of these companies is becoming increasingly 
important as they represent a greater proportion of 
total market value. Three years ago, the FAANG stocks 
represented 10.8% of the S&P 500 index compared to 22% 
today. In the Year to date to May 2020 the FAANG + group 
(including Tesla, Twitter, Nvidia and Alibaba) was up 24% 
whereas the S&P 500 as a whole declined 7%.  Some of the 
gain for New Zealand investors was eroded by the New 
Zealand dollar strengthening against the US currency. In the 
last 3 months the New Zealand dollar has appreciated 8.7% 
impacting on the returns from underlying US shares. 

Fixed interest rates continued to fall during the month 
from already low levels. Banks continued to reduce rates. 
Essentially all term deposit rates with major banks are 
now below 2% regardless of term. Bond rates are similarly 
afflicted. The New Zealand government bond maturing in 
2037 offers a yield a little over 1%. Interest rates continue 
to sink in conjunction with offshore interest rates and any 
new issues have received strong offshore demand.

Conclusion

A tug of war is currently occurring between market 
pessimism and optimism.  Pessimists are focused on the 
spread of COVID 19 globally and the extent of economic 
disruption. In contrast optimists prefer to focus on 
accelerated development of a vaccine, early signs of 
economic bounce back and the increase in money supply 
driving asset values higher. As evidence of the recovery 
that New Zealand is experiencing, we have seen monthly 
credit card spending increased from $2,967 million in 
April to $6,171 million in June, which is up over 8% on 
June 2019, and in June 2020 Kiwi Properties reported that 
average pedestrian foot traffic in its malls was up 1% on 
the same period last year. The division in outlook between 
the optimists and pessimists is most stark between fixed 
interest and equity investors reflecting natural differences in 
risk preferences. Capital preservation is driving risk adverse 
investors into fixed interest despite low income yields. In 
contrast share investors are embracing risk and driving up 
share values. These investment flows are being directed to 
growth companies as opposed to value companies with 
more subdued earnings growth. Re-rating of already highly 
valued companies is accentuating the short-term risk but 
is being rewarded by capital growth. In this environment 
investors should maintain asset allocations consistent 
with their risk profile, select investments with quality 
characteristics, prepare for volatility and remain patient.



Allocation to long-term benchmarks

Sector Position Comment

Cash Overweight Remain overweight but reducing degree of overweight.

Fixed Interest Underweight Due to overweight in Cash.

Australasian 
Shares Neutral Neutral weight relative to strategic asset allocation.

Global Shares Neutral Generally, underweight to strategic asset allocation but the increase in markets is bringing back to strategy. 

Property Neutral Neutral levels as impact of lockdown clarifies.
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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 2020 1 Mth 3 Mth 1 Yr 3 Yrs p.a. 5 Yrs p.a.

S&P/NZX 50 Index 2.4 11.4 8.0 15.1 14.6

S&P/ASX 200 Accumulation Index (NZD) 1.2 9.2 -7.0 5.8 4.6

MSCI ACWI Index (NZD) 2.3 5.1 7.1 12.0 7.9

S&P/NZX 90 Day bank bill Total Return 0.0 0.1 1.1 1.7 2.0


