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Investors Look Through Politics and COVID

Share markets were subject to a variety of unusual circumstances 
in January. Although the events of the month were tumultuous the 
New Zealand market ended the month marginally positive. In New 
Zealand dollar terms both the Australian and US indices ended the 
month in negative territory. Australian shares in local currency 
were positive but the New Zealand dollar appreciation against the 
Australian dollar made the return a slight negative. Bond markets 
domestically and offshore were impacted by rising interest rates 
resulting in most investors experiencing a small negative return on 
their investment. 

COVID 19 infection rates increased into year-end in the United 
States and Europe triggering further quarantining in the United 
Kingdom. The second wave of infections occurred despite the 
commencement of vaccination roll-outs. The resurgence of COVID 
19 will have the effect of delaying normalisation of economies. 
Share market investors remain optimistic however and continued 
to look through the near-term implications of the virus.

The political events in the United States similarly have had if 
anything a positive effect on US shares. The Democratic party has 
secured control of the Senate as a result of the Georgia elections 
and the effect of the storming of the US Capitol building has been 
transient. President Biden’s proposal for a further round of fiscal 
stimulus equivalent to 9% of US GDP has been welcomed by the 
share market.

US Earnings Rebound

US companies in the reporting period to date are recording earnings 
growth. US banks have exceeded expectations with provision 
writebacks. Companies orientated to consumer demand are also 
growing profit. Most notably Amazon’s revenues and profit were 
ahead of forecasts. Quarterly income was a new record of US$125.6 
billion up 44% on the year ago quarter. Similarly Alphabet the 
parent of Google had a strong quarter with quarterly revenue 
up 23% and actual earnings per share 40% above consensus as 
advertising income improved. 

Short Squeeze

The end of January saw extraordinary price moves in US listed 
companies GameStop and AMC. GameStop is a bricks and mortar 
game software chain and AMC a theatre chain. Both companies’ 
business models are challenged, and this encouraged hedge funds to 
sell short i.e. borrow and sell shares they did not own, to the extent 
that 100% of GameStop’s shares were sold. Small investors were 
able to instigate a ‘short squeeze’ that is forcing short sellers to buy 
back the shares, which resulted in massive price increases in these 
companies. The resulting bubble in share prices has popped with 
winners and losers. The episode is illustrative of the disruption to 
conventional investment and the ‘froth’ that is apparent in segments 
of the investment markets. Better access to information and low-
cost trading through platforms such as Robinhood have facilitated 
this and enabled New Zealand investors to also participate. The 
trading  frenzy  was conducted  without reference  to the underlying  
fundamentals  of the  businesses.

Renewable Premium 

The New Zealand share market was also subject to unusual drivers 
with buying from a US renewables Exchange Traded Fund (ETF) 

over Christmas/New Year resulting in a surge in the prices of 
Meridian Energy and Contact Energy. Offshore investment in 
renewable energy and environmentally friendly companies has 
been an emerging source of investor demand.  The ETF’s buying 
was a result of its rules-based approach. Subsequently the prices of 
the two stocks have subsided as active investors seek to position for 
a potential change in the ETF’s investment rules and/or reductions 
resulting from caps on the value of individual holdings. This has 
occurred despite the electricity market outlook improving with the 
Tiwai point smelter’s life extended to 2024.

New Zealand Economy More Resilient Than Expected

The resilience of the New Zealand economy has positively 
surprised bank economists. House prices rather than slumping 
have risen dramatically, inflation is higher than anticipated at 1.4% 
and unemployment has been lower than forecast at 4.9%. These 
outcomes suggest a stronger economy than envisaged post the 
COVID outbreak and have led the bond market to question the 
need for further monetary stimulus. Potential exists for inflation 
to continue to climb in response to the increasing minimum wage, 
rising oil prices and supply chain constraints. While there is a 
prospect of rising inflation it does not appear imminent. Although  
central banks have indicated that they will allow economies to 
‘run hot” for a period, monetary policy will effectively cap the 
magnitude of any interest rate rises unless inflation over reaches 
for a sustained period. Central banks are able to influence the 
market interest rate by purchasing bonds in the market, increasing 
the price of equivalent bonds and reducing the market interest rate.  

Interest Rate Tide Turns

The tide has changed in bond markets with interest rates rising 
in December and January but not for mortgage lending or term 
deposits. Short-term interest rates remain anchored by the Official 
Cash Rate  and term deposit interest rates maintain a downward 
bias. The RBNZ Funding for Lending  programme will continue to 
supress banks demand for term deposits.  In contrast wholesale 
rates have risen sharply and particularly in longer term maturities. 
To some extent this represents a catch-up in New Zealand with 
interest rate movements in the US.  However, if the trend in rising 
rates continues it is unlikely to rise to the extent that it impacts 
on the performance of shares, but it could represent a headwind 
to certain segments of the equity market like the gentailers and 
listed property companies that generally pay higher than average 
dividends. Although rising rates would lift income for fixed interest 
investors this is likely to be negligible in the short-term. 

Conclusions

The above  examples are indictive  of  more unsettled economic  
conditions likely this year  and more ‘choppy’  investment outcomes. 
Short-term disruptive events represent opportunity for profit but 
equally for near-term losses by less informed investors. A shift in 
emphasis is probable in share markets with cyclical companies, like 
Fletcher Building, benefiting from gradual normalisation and some 
of the tailwinds to growth and yield companies softening.

Investment  returns  may be  more subdued in the current year  
from that  recently experienced but appropriate risk weighted  
portfolios continue to  offer prospectively better  return potential 
than holding cash or term deposits. 



Allocation to long-term benchmarks

Sector Position Comment

Cash Underweight Reduce cash, negligible return

Fixed Interest Underweight Returns expected to be low in short to medium term

Australasian 
shares Overweight Slight overweight preferring Australian  cyclicals

Global Shares Overweight Slight overweight relative to strategic asset allocation

Property Neutral Monitor  exposure  to interest  sensitive  investments
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Indices for Key Markets

As at 31 January 2021 1 Mth 3 Mth 1 Yr 3 Yrs p.a. 5 Yrs p.a.

S&P/NZX 50 Index 0.3 8.6 12.1 15.9 16.3

S&P/ASX 200 Accumulation Index (NZD) -0.3 12.0 -0.5 6.0 9.4

MSCI ACWI Index (NZD) -0.4 7.7 5.9 9.4 11.8

S&P/NZX 90 Day bank bill Total Return 0.0 0.1 0.6 1.4 1.7


