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Markets Rally in April

Share markets throughout the world bounced in April. 
After the large falls in March prices recovered strongly. 
The American NASDAQ market was up 15.5%, the largest 
monthly increase since 2000. New Zealand shares also 
improved with the NZ 50 index up 7.5% in April. The New 
Zealand market’s strength was such that some key companies 
such as A2 Milk and Fisher & Paykel Healthcare ended April 
at higher levels than the start of the year. Australian shares 
(ASX 200) recorded a bounce of just under 9% in April, 
but the return was improved for New Zealand investors 
with the NZ dollar falling against the A$. Some of the large 
Australian metals companies (BHP and Fortescue Metals) 
recovered as iron ore prices remained healthy.

Bonds provided positive returns in April as the Reserve 
Bank’s monetary policy put downward pressure on interest 
rates as the bank attempted to stimulate borrowing and 
lending. 

How have sectors been affected

The New Zealand share market is characterised as defensive, 
that is there is a high proportion of companies that 
generate reliable cash flows on a sustainable basis. These 
characteristics were again to the fore with the electricity 
companies and infrastructure providers such as Chorus 
largely maintaining business volumes. Fortunately, several 
of the large listed growth companies have benefited in the 
current market. Fisher & Paykel Healthcare directly as a 
manufacturer of masks and humidifiers and A2 Milk as a 
provider a trusted branded infant formula into China.

However, a number of sectors have suffered significant 
declines in their markets. Auckland International Airport 
despite being a provider of key infrastructure is dependent 
on travel volumes which have effectively fallen to zero. Other 
tourism related stocks such as Air New Zealand and Tourism 
Holdings have similarly been hurt. Auckland International 
Airport moved early to recognise the effect on cash flow 
and made a capital placement of $1billion supplemented 
by a share purchase plan of $200 million. Both these cash 
issues were well supported with the share purchase plan 
receiving subscriptions for $489 million. Despite the impact 
of COVID 19 on the airport’s business investors have been 
prepared to look through current conditions to a return to 
more normal travel patterns, even though this may take a 
number of years. A substantial discount on the market price 
also assisted the appeal of the issue. There is an expectation 
that further companies will require additional funding to 
support their balance sheets and will make cash issues.

 The other large sector of the market negatively affected by 
COVID 19 has been property companies. The shutdown has 
had several impacts, the severity of the effects depending 

on the nature of their holdings. Where tenants have been 
unable to conduct business during the lockdown and have 
had to defer rental payments this has directly impacted 
property company cash flows and ability to pay dividends.  
Supermarket properties and warehouses have continued to 
function. In contrast other retail and office properties have 
been impacted This has affected property valuations and 
with it loan coverage ratios. For example, Kiwi Properties 
retail assets have been devalued 21%.

Company reporting to date and current economic conditions 
have shown that investors cannot rely on dividends solely 
for income, even from traditional sources given the optional 
nature of these payments. Australian banks have long 
attracted investors as a source of higher yield but National 
Australia Bank, ANZ and Westpac have chosen to reduce or 
not pay a dividend for the recently completed half year. 

The oil markets crashed in April as supply exceeded much 
reduced demand and oil storage fell to zero. One futures 
contract fell to the extent that the price became negative. 
Direct effects in New Zealand are limited with only one oil 
and gas production company and others engaged in refining 
and distribution. If oil prices remain low this will be 
beneficial to transportation companies such as Mainfreight 
and to the consumer putting some discretionary spending 
back into their pockets.

Outlook

The April recovery suggests a high degree of confidence that 
the COVID 19 infection rate has peaked and the virus will be 
manageable into the future. Share prices are assuming that 
economic recovery will be rapid and the negative effects on 
business will be short-lived. Markets anticipate events and 
this represents a best case or V shape outcome. There are a 
number of alternative possible outlooks that may eventuate, 
these range from a sharp V shape recovery to an L shape 
where the market fails to lift as virus effects continue to 
be felt. Although the long-term outlook is positive as 
economies revert to normal and beaten up share prices 
adjust, the short-term situation remains uncertain. There 
will be some business failures as a result of the disruption 
and patterns of consumer behaviour will change to some 
degree. 

Central banks around the world have undertaken massive 
monetary stimulus. The increased money supply will find 
its way into financial assets supporting prices of shares 
and other investment assets. Therefore, investors should 
continue to be invested building portfolio positions 
cautiously and progressively over time. This should enable 
investors to take advantage of lower prices but also avoid 
some of the secondary effects of COVID 19 not yet visible.

   



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 
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Indices for Key Markets

As at 30 April 2020 1 Mth 3 Mth 1 Yr 3 Yrs p.a. 5 Yrs p.a.

S&P/NZX 50 Index 7.5 -10.1 5.2 12.6 12.7

S&P/ASX 200 Accumulation Index (NZD) 12.3 -18.3 -8.5 1.0 3.9

MSCI ACWI Index (NZD) 6.9 -7.2 3.9 9.0 9.5

S&P/NZX 90 Day bank bill Total Return 0.1 0.3 1.5 1.8 2.2


