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Inflation Outlook Dominates Returns

Fixed interest and share markets were both focused on the inflation 
outlook in June. If inflation accelerates, and proves to be persistent, 
then central banks will be forced to take action to limit the level 
of price rises. Investors are beginning to factor in higher interest 
rates in their assessment of value but are uncertain as to the 
extent to which rates might rise and the timing of any increases. 
This is important as interest rates have a bearing on share markets 
and obviously bond markets. Higher interest rates for shares can 
be negative as alternative assets look more attractive for the risk 
someone is prepared to take. Also, a commonly used method of 
valuing companies, PE or Price divided by Earnings, generally has a 
lower PE, the higher the interest rate. Currently PE’s are at or higher 
than long-term averages due to the low interest rate environment 
we have had. If interest rates rise either earnings of companies will 
have to rise or the price for those companies will fall. We are seeing 
earnings rise but to what extent is not known yet.

Federal Reserve Signals Existing Policy to Change

The underlying reflation trade within the US economy remains 
intact. US economic indicators are generally positive. Trend growth 
in employment continues, housing values are increasing, and 
consumer demand is healthy.  The US Federal Reserve has begun 
“to talk about talking about” increasing rates, to quote Federal 
Reserve Chairman Powell. The Federal Reserve recognises that an 
increase in interest rates may be necessary to tame inflation but 
does not wish to spook investors to move out of shares and into 
other asset classes by moving interest rates too quickly or to too 
greater extent such that the economic recovery is undermined. The 
Federal Reserve reintroduced its dot plot graph which indicates 
when committee members expect to introduce a rate increase. 
The projection supports a modest increase in interest rates a full 
12 months ahead of previous projections in 2023. US interest rates 
declined in response to this, as the market sees early intervention 
reducing the extent to which long-term rates have to rise. This in 
turn created a lift in ‘growth’ shares which outperformed ‘value’ 
shares.

 New Zealand Economic Growth Exceeds Expectation

The RBNZ has similarly prepared markets for the possibility of a 
future rate hike. The RBNZ now projects that the OCR may begin 
to increase in the latter part of 2022 with a 0.25% increase forecast. 
New Zealand GDP growth for the first quarter of 2021 was 1.6%. 
This was ahead of market forecasts and importantly, ahead of 
the Reserve Bank assumption of -0.6%. These events triggered a 
similar response in the New Zealand fixed interest markets with 
the prospect of an earlier increase in the cash rate included in 
market pricing, and expectations of where long-term rates may sit 
moderating on the assumption inflation can be controlled. 

The New Zealand share market is affected not only by the magnitude 
of interest rate moves but also the level of underlying activity in 
markets. Companies with pricing power and able to pass on price 
increases, or structural growth, are still likely to grow earnings and 
in turn value. Overall, despite the disruption from closed borders,  
New Zealand activity is buoyant with labour shortages occurring.

Australian Economic Outlook Still Favourable

Economic indicators in Australia are exhibiting similar trends to 

New Zealand, and in many respects are stronger. The Australian 
economy grew by 1.8% in the March quarter and has grown 1.1% 
over the year.  It is now larger than it was prior to the Covid 
epidemic. Australia is recording strong trade surpluses, A$9.8 
Billion in May, and employment growth continues with 165,000 
jobs added in May. 

Investment Returns Hold Up

New Zealand shares made a positive contribution for the month 
as large capitalisation companies Fisher & Paykel Healthcare and 
A2 Milk part recovered prior falls. In an absolute return sense, the 
highest monthly returns were achieved by Synlait Milk, Arvida 
and Vista Group. The biggest losers in the local market were 
transportation companies Air New Zealand and Port of Tauranga. 
Although Air New Zealand’s cash burn has reduced, the company 
is still likely to make a dilutive capital raising. Supply chain 
bottlenecks are likely  influencing Port of Tauranga’s outlook.

Australian company returns for the month, adjusted for currency 
movements, exceeded New Zealand returns. The Information 
Technology sector was the best performing segment of the 
Australian market with technology stocks Altium and Afterpay up 
29.8% and 27.4% respectively. The financial sector was the worst 
performing sector, marginally negative for the month. A number of 
mining stocks declined as the gold price waned.

Global shares provided the best returns in June, maintaining strong 
performance year to date. In the US markets the broad S&P 500 and 
NASDAQ both recorded good performances.  IT and Energy were 
the strongest sectors with Energy benefiting from rising oil prices. 
The month marked the further growth of Microsoft and Facebook 
in the US trillion-dollar club. Materials and Financials were the 
poorest performers in the month. Emerging markets in US terms 
kept pace with developed markets.

New Zealand fixed interest eked out a small marginally positive 
return in June, with corporate bonds outperforming government 
bond returns for the month. Generally corporate bonds are shorter 
maturity and have a higher coupon yield which was beneficial in 
the current environment. Global fixed interest provided a negative 
return for the month.

Outlook

Several investment scenarios with distinctly different implications 
are feasible at present. These include:

• Inflation accelerates and interest rates increase to a greater extent
than anticipated.

• Inflation is temporary and interest rates remain moderate but
with upward bias.

• Economic recovery fades as normalisation occurs, supply
constraints clear and stimulus is maintained.

The nature of the actual outcome  will have an impact on companies’ 
earnings, share price and from an investors perspective, the 
attractiveness of each asset class. Investors should therefore remain 
flexible in portfolio construction and responsive to economic 
conditions consistent with their risk profile.



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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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 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 2021 1 Mth 3 Mth 1 Yr 3 Yrs p.a. 5 Yrs p.a.

S&P/NZX 50 Index 2.7 0.7 10.5 12.2 12.9

S&P/ASX 200 Accumulation Index (NZD) 3.3 6.8 28.3 9.0 11.7

MSCI ACWI Index (NZD) 5.7 7.8 29.1 13.9 15.7

S&P/NZX 90 Day bank bill Total Return 0.0 0.1 0.3 1.2 1.5


