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Equity markets were generally up in September. Gains 
in local currency of between 1% and 2% for the month 
were achieved.  Australia and New Zealand recorded 
a photo finish in local terms. Both markets were 
marginally behind the S&P500’s return in local currency 
for the month. In New Zealand top performers included 
Kathmandu (+23.2%) and Fletcher Building (+16.0%). 
The New Zealand dollar also declined over September 
against the US dollar and this has enhanced the monthly 
return for New Zealand investors exposed to the US 
market.

Looking offshore, the risk of President Trump’s 
impeachment increased in September with Democrats 
instigating the first stages of the process. The seriousness 
for US markets will take time to play-out but factors 
such as the underlying economy and the US budget will 
be more of a focus. In the United Kingdom the Brexit 
outcome remains chaotic affecting confidence which 
generally is a negative for investors.

The continuing threat of geopolitical conflict was also 
evident in September. The attack on the Saudi Arabian 
oil refineries resulted in the oil price spiking 14% 
temporarily. Oil reserves and the ability to repair the 
damage meant this only had a temporary impact and 
was limited to the commodity itself. Had the impact 
been more prolonged business costs would have risen 
and inflation potentially reignited.

The overall trend in interest rates remains “lower for 
longer” but the trend has not been smooth. United States 
interest rates bounced back in mid-September. This 
unsettled the share market and investors switched from 
high priced revenue growth shares to profit generating 
companies.

Central banks continue to be concerned with the long-
term economic outlook for the global economy focusing 
on inflation and employment levels. In doing so they 
look through the short-term fluctuations experienced in 
the market. A number of central banks delivered policy 
statements in September. Generally, these statements 
were consistent with investor expectations. The Federal 
Reserve delivered a quarter percent cut in line with 
market pricing. The Bank of Japan kept monetary policy 
steady but signalled it could ease next month. The Bank 
of England kept rates steady at 0.75% and the RBNZ 
similarly held the Official Cash Rate (OCR) at 1%.

Economists are challenging the effectiveness of such 
monetary policy in isolation. The effectiveness of lower 
interest rates alone is diminishing, and central banks are 

calling on governments to undertake more fiscal policy 
(increased government spending or tax cuts) to support 
economies. 

Undoubtedly trade tensions are impacting on economic 
conditions and business confidence. GDP growth in 
New Zealand slowed to 2.1% annually, a five-year low. 
The trade conflict is having an impact on investment 
portfolios. Company earnings are growing at a slower 
rate and the cost of doing business in the United States 
and China is rising. This translates directly into share 
prices offshore as the trajectory of share price growth 
slows. The effects are directly felt in New Zealand and 
Australia with declining demand for Australasian 
commodities. This in turn impacts the general level of 
business activity and business confidence placing a 
dampener on investment portfolio returns.

Our Current View

We continue to be cautious in our outlook. In isolation 
events such as US Presidential impeachment proceedings 
are unlikely to be overly disruptive, but the weight of 
factors combined requires ongoing monitoring. In the 
fixed interest market sentiment remains for low rates to 
continue. Potentially short-term rates in New Zealand 
will likely continue to approach zero but longer-term 
rates may not decline to the same extent. The market 
currently prices an aggressive reduction in the New 
Zealand OCR over the next year.  However, the possibility 
of negative rates appears to have diminished. RBNZ 
Governor Orr in his most recent speech stated “…in our 
current view we are unlikely to need unconventional 
monetary policy tools.” Similarly, global interest rates 
appear likely to continue to decline/remain within 
current trading ranges. In an absolute sense interest 
rates have limited scope to decline further. While the tail 
winds for the fixed interest rate markets are dissipating 
there appears minimal risk that rates will lift materially 
in the near term. Although economies are slowing, they 
are not in recession. Consequently, company earnings 
remain positive and share values are justified by interest 
rates. Given the differential in yields between fixed 
interest and equities is likely to persist the attractiveness 
of equity should continue. 



Allocation to long-term benchmarks

Sector Position Comment

Cash Overweight Uncertainty promotes retention of higher cash levels. 

Fixed Interest Underweight Rates continue to fall but approaching limits. Continue to keep duration short given flatness of yield curve.

Australasian 
Shares Benchmark Wide divergence in valuation. Low interest rates support dividend yield stocks.

Global Shares Benchmark Prospects vary by market, sector selection also important.

Property Overweight Maintaining overweight due to yield differential and defensive characteristics.
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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 September 2019 1 Mth 3 Mth 1 Yr 3 Yrs p.a. 5 Yrs p.a.

S&P/NZX 50 Index 1.6% 4.0% 16.7% 14.1% 15.8%

S&P/ASX 200 Accumulation Index (NZD) 2.7% 5.6% 11.1% 12.8% 8.6%

MSCI ACWI Index (NZD) 2.7% 7.3% 8.0% 16.0% 12.0%

S&P/NZX 90 Day bank bill Total Return 0.1% 0.4% 1.9% 2.0% 2.4%

Click here to read the Clarity Monthly Fund Commentary. 

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



