
 

markets summary – June 2019 

Asset class Review Outlook  

International equities All major international share markets rose over the quarter. This was 
primarily driven by supportive monetary policy from the US Fed as well as 
central banks of most major global economies. 
 

The outlook remains cautiously optimistic for global equities. While there is ongoing support from 
modest global economic growth and accommodative monetary policy, there are risks of derailment 
due to events including an escalation of trade tensions between major economies, prolonged 
uncertainty about Brexit, a sharper slowdown in China or an unexpected turn in economic policy 
stance. It pays to be prudent at times like this by maintaining diversified investment portfolios 
including high-quality defensive assets to limit the impact of negative surprises. 
  

Australasian equities Australasian equities followed overseas markets upwards.  Both the New 
Zealand and the Australian share markets benefited from the interest rate 
cuts delivered by their respective central banks, pushing share prices 
higher.  

New Zealand’s economic outlook is one of modest growth. Valuations are high and businesses are 
struggling to maintain profit margins due to competition and rising costs. That said, the relatively 
defensive nature and higher dividend yields of New Zealand equities are still proving to be attractive 
for investors. The Australian economy is also expected to experience modest growth. Corporate profit 
growth is likely to be dependent on the resources sector which remains exposed to international 
trade risks. 
 

International 
infrastructure 

International infrastructure provided strong returns benefiting from 
investor demand for its relatively defensive growth attributes in times of 
greater volatility. 

International infrastructure continues to look attractive due to the sector providing an income yield 
better than what is on offer from bank deposits and government bonds. Additionally, infrastructure 
provides an attractive proposition to investors seeking capital preservation in times of higher volatility 
in wider international equity markets. 
 

Property Listed property had another strong quarter. New Zealand listed property 
enjoyed investor demand due to its defensive nature and steady rental 
yields. Australian listed property was weighed down by the retail sector, 
which lagged due to lower consumer spending. 
 
 

Both the New Zealand and Australian economies are expected to grow modestly over the medium 
term. Steady economic growth fundamentally supports the sector. Despite high valuations and 
increased competition for the retail sector, listed property shares in both countries may continue to 
rise due to their attractive dividend yields in an even lower interest rate environment. 

International fixed 
interest 

Supportive monetary policy and investor preference for bonds in volatile 
times resulted in decent quarterly returns in this asset class. However, 
returns were understandably lower than those of equities for the quarter. 

A continuation of supportive monetary policy by most major central banks and further share market 
volatility may support higher-rated global bonds. That said, a resolution of geopolitical risks may see 
a reversal of yields which would result in lower bond prices. 

New Zealand cash and 
fixed interest 

The RBNZ cut interest rates to an all-time low. Lower bond yields provided 
support for bond prices. Corporate bonds outperformed government 
bonds. The New Zealand dollar fell against most currencies over the 
quarter. 

Steady or declining interest rates are generally supportive for bond performance given prices move 
in the opposite direction to interest rates. However, low running yields will likely mean subdued 
returns for bond holders going forward. Even so, volatility in share markets may mean investors seek 
capital preservation pushing bond prices higher (and bond yields lower). The New Zealand dollar is 
expected to maintain existing levels against most major currencies barring any drastic rise in global 
tensions. 



 

  world and local economies & markets 

the journey north continues albeit with volatility 

While not as strong as the March quarter, the June quarter of 2019 produced materially positive returns 

albeit with volatility that seems to be the new normal. April continued from the strong first quarter, 

however, May saw world share markets decline due to re-emergence of the US-China trade tensions. 

The markets turned up again in June to end the quarter firmly positive. 

Major developments included the Federal Open Market Committee (FOMC) meeting and the G20 

summit in June.  

The FOMC meeting indicated a continuation of the low interest rates with the US Fed keeping rates 

unchanged while leaving open the possibility of rate cuts if economic conditions were to deteriorate.  

The G20 summit saw President Trump and President Xi agree to a trade-war ‘truce’ while resuming the 

trade negotiations for a mutual agreement. 

The Brexit deadline was pushed from end of March 2019 to 31 October 2019. However, the failure to 

deliver Brexit saw the British Prime Minister Theresa May resign. 

Over the quarter, all asset classes produced positive returns. Local and international equities 

outperformed the defensive assets (local and international fixed interest). New Zealand REITS and 

Australian equities were the best performing asset classes over the quarter while New Zealand fixed 

interest and New Zealand cash provided the lowest returns over this period.  

Asset Returns (NZD) 

 

 

 

 

 

Asset Class QTR 1yr 3yr

New Zealand Cash 0.46 1.97 2.05

New Zealand Fixed Income 1.85 7.81 4.31

Global Fixed Income 2.72 7.27 3.42

New Zealand REITs 12.07 31.11 12.84

Australian REITs 2.79 9.03 3.25

Global Infrastructure 6.55 11.93 9.89

New Zealand Equities 6.66 17.42 15.05

Australian Equities 8.39 6.67 12.81

Global Equities 5.60 7.18 13.98

international equities  

review  

Accommodative monetary policies from central banks of the major global economies supported equity 

prices. Following re-emergence of trade tensions during May, the US and China agreed to hold off 

introduction of any further tariffs and resume trade negotiations which was positively received by global 

share markets. Although the Brexit stalemate continues, there is some hope for a conclusion after a 

change in leadership following the resignation of the British Prime Minister. 

Over the quarter, all major share markets rose with the S&P 500 up 5.9% for the period. In Japan, the 

Nikkei 225 was up by 4.7% while the MSCI Europe returned 6.5% buoyed up by accommodative 

monetary policy stances by the respective central banks. The FTSE 100 Index was only modestly up for 

the quarter returning 1.2% primarily weighed down by Brexit uncertainties. 

Emerging markets underperformed developed markets with the MSCI EM Asia returning just 0.4% for 

the quarter, mainly due to the re-emergence of trade tensions between the US and China.  

  

Regional Indices (NZD) – Trailing Returns (%) 
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 outlook  

The fundamental outlook for the global economy remains one of late cycle expansion. This environment 

is still supportive for equities, particularly given very low interest rates around the globe. That said, 

risks are firmly on the downside and companies reporting disappointing news can expect their share 

prices to be punished accordingly. 

The World Bank forecasts the global economy to grow by 2.6% this year (i.e. 2019), 2.7% next year 

and 2.8% in 2021 on the back of its expectation that the current global expansion will continue. 

US coporate profitability had been expected to drop from the temporarily elevated levels achieved due 

to the boost from the tax cuts offered by the Trump administration. While profits did drop, most 

earnings announcements beat market expectations. A continuation of solid earnings should help ease 

concerns that elevated share prices are being driven purely by speculation.   

Following re-emergence of trade tensions during the quarter, President Trump and President Xi agreed 

to a ‘truce’ when they met at the G20 summit at the end of June. As we stated in our last quarterly 

update, a full blown trade war would be detrimental to US economic growth, which would not be good 

for the incumbent US government at the elections next year. Accordingly, it is expected that the Trump 

administration will likely reach an agreement on the trade front. 

To summarise, the outlook remains cautiously optimistic for global equities. While there is support from 

modest but ongoing global economic growth and from accommodative monetary policy, there are risks 

of derailment from negative events including an escalation of trade tensions between major economies, 

prolonged uncertainty about Brexit, a sharper slowdown in China or an unexpected turn in economic 

policy stance. It is prudent to diversify investment portfolios by including high-quality defensive assets 

to limit the impact of negative surprises should they occur. 

australasian equities  

review  

The New Zealand share market followed the overseas markets higher with the S&P/NZX50 Index rising 

by 6.7% for the quarter. Auckland Airport was a standout performer rising 21% over the quarter as 

dividend-paying shares flourished in the low-interest rate environment. At the other end of the 

spectrum, Tourism Holdings shares fell more than 17.8% after the company lowered its earnings 

guidance, citing falling sales of motorhome vehicles in the US. 

Across the Tasman, the Australian share market outperformed New Zealand with the S&P/ASX300 

Index rising 8.4% over the quarter.  

 

Both the New Zealand and the Australian share markets have taken support from the interest rate cuts 

by their respective central banks, which is supportive for asset valuations. 

Australasian Equities (NZD) – Trailing Returns (%) 

 

outlook  

In New Zealand, the economic outlook is for modest growth. The RBNZ forecasts GDP growth of 2.6% 

for the year to March 2020 picking up to 3.1% for the March 2021 year. This growth forecast is driven 

by expectations of accommodative monetary conditions continuing along with growth in government 

spending.  

As has been the theme of our previous commentaries, the question remains how much of this economic 

growth will translate into corporate profit growth. Due to rising competition (locally and overseas) and 

rising wages, New Zealand businesses are expected to struggle to achieve profit growth. Furthermore, 

New Zealand share valuations are relatively expensive at 21.4 times future earnings. However, the 

increased attraction of dividend yields in a world of even lower interest rates may mean that equities 

remain at elevated levels for the foreseeable future. 

In Australia, the economic prospects are mixed. Household spending has declined primarily due to the 

impact of falling house prices. This has resulted in RBA having to revise down its GDP growth 

expectations (released February 2019) from 2.75% for the next two years to 2% for this year followed 

by a pick-up to 2.75% in 2020.  
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While Australian corporates are forecast to experience profit growth over 2019, most of this growth is 

expected to be driven by the resources sector and for this theme to continue into 2020. Australia 

remains one of the more exposed economies to potential setbacks in the Chinese economy if the current 

US-China trade talks fall through. All in all, while there is support for corporate earnings, investors 

should approach upside expectations for Australian shares with caution given the international trade 

risks.  

 
international infrastructure  

review  

International infrastructure, as a relatively defensive growth asset class has performed well in a volatile 

market. The S&P Global Infrastructure Index reported a gain of 6.6% over the quarter.  

International Infrastructure (NZD) – Trailing Returns (%) 

 

outlook  

International infrastructure continues to look attractive due to the sector providing an income yield 

better than what is on offer from bank deposits and government bonds. 

Furthermore, the sector offers a more defensive exposure to equities as was evidenced by the sector’s 

relatively strong performance in the final quarter of 2018. The relative attractiveness of this asset class 

remains valid given the risk of global equities faltering in the latter part of the current economic 

cycle. 
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Property  

review  

The New Zealand listed property sector provided another strong performance over the quarter with the 

NZX All Real Estate Index returning an impressive 12.1% due to its defensive growth characteristics 

with attractive cash yields.  

Australasian listed property (NZD) – Trailing Returns (%) 

 

The Australian listed property market underperformed New Zealand with the S&P/ASX300 A-REITs 

Index recording a more modest return of 2.8% over the quarter weighed down by the retail sector, 

which lagged due to lower consumer spending.  

outlook 

Despite the slowing New Zealand economy, the backdrop remains supportive for listed property shares. 

Demand for space, particularly in the industrial sector remains higher than the available supply, which 

should support investment yields. The local retail sector faces the same e-commerce challenges as the 

rest of the world, but overall business prospects remain solid. Despite valuations looking expensive by 

historical standards, the sector could continue to gain due to its attractive yields in an environment of 

even lower interest rates (the local 10-year bond yield dropped to 1.57% by the end of the quarter).  
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 In Australia, the outlook is not as supportive as New Zealand. While the industrial sector continues to 

perform well with expectations of rising rents and values, the retail sector is struggling due to lower 

consumer spending and increased competition from e-commerce. Despite this rather subdued backdrop, 

the A-REITs could continue to find demand from investors seeking income in an even lower interest 

rate environment (the Aus 10-year government bond yield is now below 1.4% pa).  

international fixed interest  

review  

Bond yields in all major global economies fell during the quarter – bond prices rose as they move in the 

opposite direction to yields. The US 10-year treasury rate fell from 2.4% to 2%. Yields on 10-year 

government bonds in Germany and Japan dropped well into negative territory at -0.33% and -0.17% 

respectively. The lowest 10-year government bond yield was that of Switzerland at -0.54%.  This means 

investors are actually paying governments to look after their money! 

Reasons for falling yields included a change to a more accommodative monetary policy stance by most 

major economies as well as investors preferring the protection of bonds during times of greater volatility. 

Falling yields have been supportive of global bond prices and the Barclays Global Aggregate Index 

provided a total return of 2.7% for the quarter.  

  

International Fixed Interest (NZD) – Trailing Returns (%) 
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outlook  

The US Fed is expected to cut interest rates once this year and again next year if inflation does not 

pick up or economic growth falters. A cut in interest rate usually results in lower bond yields all else 

equal. Other factors affecting yields include the ongoing trade negotiations between the US and 

China. A negative outcome could see the US 10-year treasury rate fall below 2% while an agreement 

could see a reversal to higher yields as investors move back to equities with increased appetite for 

risk. 

Outside the US, central banks of most major economies have indicated their intention to maintain 

interest rates at their current historically low levels. 

Investors are recommended to maintain an exposure to high quality bonds for diversification given 

the heightened uncertainty from geopolitics and the lateness of the global economic cycle. 

new zealand fixed interest and cash 

review  

The RBNZ cut the official cash rate by 0.25% to an all-time low of 1.50%. The RBNZ cited the 

weaker global economic growth outlook and slightly weaker domestic spending due to a softer 

housing market and slowing demand for local goods and services as reasons for the cut. Accordingly, 

the New Zealand 10-year government bond yield fell to 1.57% by the end of the quarter from 1.81% 

at the end of the March quarter. Corporate bonds marginally outperformed government bonds. The 

New Zealand Government Bond Index rose 1.3% for the quarter while the New Zealand A-grade 

Corporate Bond Index returned 1.8% for the period. 

 

The New Zealand dollar fell against the US dollar closing just above 67 cents, down 1.3% over the 

quarter. The New Zealand dollar also lost ground against the Australian dollar, the euro and the yen 

over the quarter. 

 

As at 30 June 2019 

As at 30 June 2019 



 

  
 

New Zealand Fixed Interest (NZD) – Trailing Returns (%) 

 

outlook  

Bonds tend to perform well in an environment of steady or declining interest rates so a dovish policy 

stance is likely to be supportive for bond prices. This also means the low running yields being 

experienced by investors may continue for the medium-term thereby limiting the overall upside 

available to bond holders going forward. That said, as per usual, heightened volatility in equities 

tends to support bond prices as investors seek capital preservation rather than returns from riskier 

assets. 

The New Zealand dollar is expected to experience little change over the near term unless there is a 

poor outcome from the US-China trade talks. In this case, the New Zealand dollar could be sold 

down as investors tend to prefer the US dollar, given its safe-haven status, over commodity 

currencies (such as the NZD) in times of heightened volatility. 
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