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The fall in global and local interest rates has continued over August 
and fixed interest investors have continued to ratchet down 
expectations as to where interest rates may finally settle. Downward 
pressure in interest rates has not been confined to those countries 
with positive rates. Despite the seemingly unsustainable nature 
negative yields became even more negative over the month. Those 
countries which are fortunate to still have positive interest rates 
approached the zero bound regardless of maturity as the interest 
rate curve continued to flatten. This flattening of the yield curve 
(long term rates at the same or below short-term rates) resulted in 
the US yield curve inverting in mid-August.

The decline in interest rates has been beneficial to existing bond 
holder’s capital returns. However, as rates approach and go beyond 
zero, concern as to what the negative yield curve portends for 
the future is rising. In the last 50 years every US recession has 
been preceded by curve inversion on average 22 months prior. 
Associated with recessions is a high likelihood of stock market 
declines. Although inversion has occurred there are strong 
economic indicators that suggest a decline in equities is not 
imminent. Economic growth remains positive if more muted than 
last year. Unemployment is at historically low levels and Inflation 
is moderate. In themselves the underlying economic indicators 
suggest ongoing resilience in equity markets. This combined with 
the paltry income returns available from fixed income suggests that 
investors willing to accept some risk will continue to be rewarded 
from holding shares. Some defensiveness can be obtained in the 
equity markets with superior income yield.

New Zealand fixed income has not been immune to the fall in 
interest rates globally. The Reserve Bank reduced its benchmark 
cash rate on 7 August by half a percent to 1.0%. As unemployment 
is at very low levels and inflation is within the 1 to 3% band the 
extent of the reduction surprised the markets which had anticipated 
a quarter percent fall. The reduction in rates has been characterised 
as an “insurance” cut to preserve economic momentum. The cut 
in interest rates is also intended to limit the appreciation of the 
NZ$ as other economies are also subject to falling rates. Long-term 
bonds have been falling in tandem. The NZ 10-year bond broke 
below 1% on 16 August for the first time on record. With the fall 
in rates the spectre of negative interest rates as experienced in 
Europe is rearing its head. The Reserve Bank is currently analysing 
the best monetary response that is likely to be least damaging to 
the economy.

In conjunction with the prevailing interest rate environment the 
trade conflict between the United States and China is a focus for 
investment markets. The trade war is escalating with increasing 
tariffs being imposed on each side of the Pacific. The trade war 
is undoubtedly slowing earnings growth and contributing to 
increased volatility in equity markets. A near term resolution of 
the conflict appears unlikely. 

The United Kingdom’s Brexit from the European Community 
remains unresolved despite the current 31 October deadline. If 
Brexit occurs on the scheduled date it will inevitably be disruptive 
to the free flow of goods and services across the UK border. The UK 
share market is likely to remain subdued until a political solution is 
reached. The British pound is likely to exhibit increasing volatility 
as the Brexit date approaches.

Summary of Markets

The US S&P 500 declined in early August and has bounced around 
over the remainder of the month in response to the latest tweet 
storm. Overall the index declined approximately 3% in US$ terms. 
However, the New Zealand dollar has weakened considerably over 
the month against the US$ offsetting this decline with the S&P 
500 ending the month +3.1% in NZ$. Australasian equity market 
returns have also been muted in August. The ASX 200 fell through 
the August reporting season declining 0.7% in NZ$. Australia’s 
return for the month was slightly better than New Zealand with 
the NZX 50 index down 0.9%. Fixed interest markets delivered a 
strong performance the NZX NZ Government bond index was up 
2.2% for the month and 9.6% for the year. Local investment grade 
bonds were behind the government bond index up 1.5% for the 
month and 7.9% for the year. 

Our Current View

The outstanding returns from fixed interest in August are unlikely 
to be replicated in the current month given the magnitude of the 
returns and the absolute level of rates currently. However, the 
trend within fixed interest remains robustly lower with a high 
expectation of further declines in coming months. Despite the low 
income returns scope for further capital gain near-term is possible.

Returns from domestic equities over the reporting season were 
mixed with overall index returns negative in the month. The 
earnings outlook in the year ahead is likely to be choppy with the 
outcome reliant on the drivers of individual company profitability 
rather than a universal improvement in equity valuations. Yield 
stocks (that constitute a large proportion of the market) are likely 
to continue to be supported as interest rates remain low despite the 
elevated valuations.  The outlook for cyclical issuers is more mixed. 
The trade conflict is impacting those companies with markets in 
the US and China. Offsetting this the NZ dollar has depreciated 
significantly and as a result translation benefits will arise if the 
kiwi remains weak.

International equities similarly are confronted by mixed economic 
drivers. European stocks continue to be subject to subdued 
domestic and export markets. In the United States the domestic 
economy remains relatively buoyant and valuation multiples are 
not over extended. In contrast those issuers with Chinese supply 
chains or global exporters have a more difficult environment to 
contend with. Consequently, opportunities for value accretion are 
likely to continue but on a selective basis



Allocation to long-term benchmarks

Sector Position Comment

Cash Overweight High uncertainty as to outlook supporting high cash levels as a defensive measure 

Fixed Interest Underweight Bias to rates falling further or remaining at low absolute levels. Keeping duration relatively short given yield 
curve flatness.

Australasian 
Shares Underweight Future growth looks priced in. Good dividend yields and therefore still want an exposure.

Global Shares Benchmark Some markets offering good future growth opportunities. 

Property Overweight Attractive relative yield. Lower volatility than ordinary equities.
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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 31 August 2019 1 Mth 3 Mth 1 Yr 3 Yrs p.a. 5 Yrs p.a.

S&P/NZX 50 Index -0.9% 6.3% 15.6% 13.3% 15.5%

S&P/ASX 200 Accumulation Index (NZD) 0.0% 5.0% 7.3% 12.5% 7.0%

MSCI ACWI Index (NZD) 2.3% 8.4% 5.4% 15.1% 12.3%

S&P/NZX 90 Day bank bill Total Return 0.1% 0.4% 1.9% 2.0% 2.5%

Click here to read the Clarity Monthly Fund Commentary. 

https://clarityfunds.co.nz/quarterly-fund-updates-and-commentaries

