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United States Market Stands Out

International shares, particularly US shares, have performed 
exceptionally this year. The S&P 500 and NASDAQ in USD 
terms are both up 43% on an annual basis. The New Zealand 
dollar has appreciated against the US which has eroded returns 
for Kiwi investors, but the annual return from these markets 
remains highly satisfactory at 32% plus. The October return 
from these markets was also sound at over 3% in NZD terms. 
The United States kicked off earnings reports for September 
during the month and in general reported earnings exceeded 
analyst expectations. To date earnings are up approximately 
36% on the prior equivalent period. This is not to suggest that 
it was all one-way traffic, as Amazon and Apple reported on 
the same day and this pair disappointed. Amazon guided to a 
lower rate of growth in 2022 and Apple was subject to supply 
chain constraints that impacted its ability to deliver product. 
As a result, Apple was replaced by Microsoft as the largest 
company globally. Microsoft’s cloud infrastructure continues 
to experience strong growth and effectively all divisions of 
the business were able to increase revenues. Tesla continues 
its dramatic climb. Hertz announced an intention to contract 
for 100,000 vehicles which catapulted Elon Musk’s company 
upward. Facebook, which has faced headwinds from public 
disclosure of its business practises, has attempted to diffuse 
some of the criticism by rebranding to Meta Platforms. An 
encouraging feature of the US market is that there may be 
some broadening away from the FAANG (Facebook, Apple, 
Amazon, Netflix, Google) focus group.

Other International Markets Mixed

Other global markets were also positive with the UK, 
Germany and France positive for the month in local currency 
as the domestic economies benefit from reopening. But when 
translated to New Zealand dollar terms these markets did not 
fare as well, with the stronger NZD eating into returns for 
the month. Asian markets continued to disappoint, and the 
Chinese markets continued to be subject to difficult trading 
conditions (Shanghai index was -0.5% in local currency).  
Large Chinese property developer Evergrande’s default has 
been deferred or avoided, but a number of other property 
development companies also appear to be on the brink of 
failure unless government intervention prevents collapse. 
At least fears of a more widespread contagion threatening 
markets have been dampened. Energy shortages in China 
continue to impact on production and profitability of Chinese 
companies and the cloud of further regulation continues to 
loom large.

Australia Treads Water this Month

Australian shares yielded a better performance than New 
Zealand for the month as they have done for the last year. 
Australia has experienced a strong wave of merger and 
acquisition activity as business confidence has improved 
and the cost of debt and equity has remained cheap. This has 

resulted in successful takeover offers for very large Australian 
corporates, many of them in the utility sector. The buoyant 
capital markets have also encouraged a series of large public 
floats in Australia, several bringing companies worth more 
than A$1 billion to market e.g. Judo Bank. Australia is now 
emerging from the lockdowns of Sydney and Melbourne as 
vaccination rates increase and further treatments for Covid 
are developed. Information Technology and Financials were 
the best performing Australian sectors in October with 
Industrials the worst. Individual standouts continue to be 
affected by idiosyncratic factors, often a reversal in outlook or 
bounce back from an oversold position. 

New Zealand Weighed on by Rising Rates

Rising interest rates are likely weighing on the New Zealand 
share market which suffered a fall in October. Yield sensitive 
sectors such as the electricity companies are becoming less 
attractive as the margin between fixed income and dividend 
yield closes. Somewhat surprisingly, several of the local 
property companies had positive returns over the month.  
To some degree reopening is being anticipated in the New 
Zealand market with Auckland Airport, Air New Zealand and 
Tourism Holdings all up for the month. Some caution should 
be exercised around Air New Zealand which increased its 
reliance on government funding during October and has a 
strong likelihood of undertaking a large capital raising, likely 
to reduce the value of holdings. Niche manufacturer Skellerup 
had the best individual price performance over the month.

Interest Rates Climb

Inflation was 4.9% for the September quarter. Low 
unemployment, at 3.4%, continuing supply chain constraints 
and robust consumer demand are lifting inflation expectations. 
In response the Reserve Bank increased the Official Cash Rate 
on 6 October to 0.5%. Current market pricing is for the OCR 
to reach 3% by mid-2023, notably higher than bank economist 
forecasts. Wholesale interest rates have moved up across 
the maturity horizon and this has also filtered to mortgage 
and deposit rates. The momentum at this time is for further 
increases in interest rates which will adversely affect the 
market value of existing bond holdings but at least has the 
compensation of improving income yields on new debt.

Conclusion

There is increasing conviction that global inflation will 
continue to force up interest rates in the near-term. Key will 
be the rapidity and extent of interest rate rises. Rising rate 
momentum suggests that investors should continue to tilt 
their portfolios to shares. The impact of rising rates is uneven 
in terms of geography and effect on investment sectors. 
Companies priced on a yield basis are likely to face headwinds 
whereas companies with a degree of pricing power will be 
better positioned to ride out inflation in input prices.



Allocation to long-term benchmarks

Sector Position Comment

Cash Underweight Reduce cash, negligible return

Fixed Interest Underweight Rising interest rates negative for the sector. May look to reduce underweight in 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 31 October 2021 1 Mth 3 Mth 1 Yr 3 Yrs p.a. 5 Yrs p.a.

S&P/NZX 50 Index -1.3 4.0 8.4 14.4 13.5

S&P/ASX 200 Accumulation Index (NZD) 0.1 0.2 26.5 10.7 10.6

MSCI ACWI Index (NZD) 1.2 0.8 27.4 14.5 15.3

S&P/NZX 90 Day bank bill Total Return 0.0 0.1 0.3 1.0 1.4


