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Equity Rebound Loses Momentum

Investor returns in the June quarter have been very strong. 
Economists have argued that share markets have become 
disconnected from real world conditions. While these 
concerns are valid there are also grounds for the rebound as 
a business recovery is underway and massive liquidity has 
been injected into the financial system. However, investor 
confidence has cooled as the number of COVID 19 infections 
continues to increase globally, not only in emerging markets 
but also in the US and Australia. The potential for a second 
wave of infections has dampened optimism as it becomes 
more uncertain when economies will return to normal 
levels of activity. The second quarter of 2020 represented the 
biggest single quarterly surge in the S&P 500 since the last 
quarter of 1998, with the index lifting almost 20%. Most of 
the gains came in April and May. Returns in June have been 
less vigorous and reflect in part mixed success in 
managing COVID 19. New Zealand gained 5.2%, Australia 
2.2% and the United States -2.0%. Contributing to the 
market enthusiasm has been a fear of missing out 
(FOMO) from experienced investors and less 
discriminating investment by new investors as market 
accessibility improves and costs reduce.  

Most of the gains in the NZ market are concentrated in 
a few large companies, with Fisher & Paykel Healthcare, 
A2 Milk and Ryman the largest contributors (4% of the 
5% gain in the month). Year to date the NZX50 gross 
index is down 0.4%. if FPH and ATM were not included 
the index would be down by more than 7%. FPH 
continues to win the support of the market rising 19% 
with a strong result to 31 March and a prospective PE 
multiple over 50. In contrast quick service restaurant 
operator Restaurant Brands fell 8% over the month. 
Capital raisings remain a feature of the market, SkyCity 
Entertainment raised $230 million and Infratil took the 
opportunity to replenish its balance sheet with a $300 
placement and share purchase plan.

The US market returns have similarly been 
concentrated in the technology sector. Amazon, Apple and 
Microsoft all made gains in June with Amazon reaching 
record highs. Europe’s major indices were flat in the 
month despite progress of a proposal for the northern 
countries to support southern states. Germany was 
racked by the Wirecard scandal with Euro 1.9 billion in 
missing funds.

The NZ dollar remained resolutely strong against the 
USD in June ranging between 0.64 and 0.655. Weakness 
in the US currency was the primary driver given 
deterioration in that economy and worsening relative 
debt positions. The strength of the NZ currency is 
removing the tailwind NZ investors received from 
holding US assets in the first 2 months of the year. As 
the kiwi rises the value of the offshore assets decline in 
NZ dollar terms. 

Monetary Stimulus Continues

Central bankers internationally and in NZ have made it clear 
that they will provide further monetary support to boost 
economic activity and as a by-product investment markets. 
As various central banks around the world continue to buy 
their own government debt, we are seeing yields being 
driven lower. This can be seen in NZ as a NZ government 
5-year bond that was yielding 3.2% in June 2015 is now 
around 0.45% today. For investors looking for income it 
is becoming more challenging to find acceptable returns.  
Availability of bonds is also constrained, all of which is 
leading income focused investors to look at other sources, 
with some of this demand finding its way into high yielding 
shares.

Politics a Further Complication

NZ voters are likely to be confronted with a wide range of 
policies impacting on investment portfolios in the next two 
months. Further uncertainty arises in NZ from the possible 
coalition combinations that may emerge post-election. 

The US election cycle is also a factor in investment markets 
with the potential for the Democratic party to control 
Congress and the Senate as well as the Presidency. A 
Democratic government will likely increase taxes and 
regulation providing a head wind for US shares.

Outlook

The continuing rise in COVID 19 cases is undermining 
confidence in the timing and extent of a return to 
economic normality. Although confirmation of progress 
in development of a vaccine would lead to a surge in 
markets, set-backs in the response to stimulus measures 
e.g. higher than anticipated unemployment equally may
cause markets to retreat. The extent of monetary stimulus
provided to date and further stimulus indicated to be
available is likely to support markets, limiting the extent
and depth of any pullbacks. Investment markets typically
are forward looking, and many are looking out to 2021
and 2022 to see if company earnings will rebound to pre
COVID levels. Although there is some uncertainty in the
short term those companies that have sound balance
sheets and have a pathway through the current economic
challenges should come out leaner and in better shape than
they were. Economic recovery is in prospect although it will
be patchy and geographically disparate. Given the depressed
returns from less risky investments investors are likely to
re-evaluate their portfolios and progressively lean into more
risky opportunities overtime.



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 exposure is increasing as markets rise.

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 30 June 2020 1 Mth 3 Mth 1 Yr 3 Yrs p.a. 5 Yrs p.a.

S&P/NZX 50 Index 5.2 16.9 9.0 14.6 14.8

S&P/ASX 200 Accumulation Index (NZD) 2.2 21.1 -5.5 5.9 4.6

MSCI ACWI Index (NZD) -0.8 9.9 6.8 11.4 8.1

S&P/NZX 90 Day bank bill Total Return 0.0 0.1 1.2 1.7 2.0


