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ECONOMIC UPDATE 
 

The 2016 year had mixed results with below par performance in the second half.  
Most of the recent downside in the New Zealand share market has come from 
offshore owners (50 %+) selling down and leaving prior to the US elections.  
Although the Trump surprise victory was positive for share markets off-shore; for our 
local markets it was less so. 
 
The Trump victory has been interpreted as a return of inflation and higher interest 
rates but this is as yet far from a certainty.  The reality TV show style of the 
campaign and actual reality of a change of government seem to be two very different 
animals. For the most part analysts we follow and our fund managers hold a view 
that an unhindered republican machine will be positive for the US economy and 
business. We may well see some change to the previous view that low interest rates 
/ low growth were set to be low forever. Now we may see a crank up in fiscal 
stimulus for America which would inevitably lift inflation and with that higher bond 
yields and perhaps a stronger US Dollar.   
 
Of much less certainty is how President Elect Donald Trump and his regime may 
deal with an ever more complex geopolitical world. We have seen the politics of 
anger now with the Brexit vote and USA vote. Next to watch will be various 
European elections in 2017 with fairly serious implications for the whole European 
Union’s future.  Europe is a very complex animal, very troubled in some quarters and 
therefore most uncertain.  Political change in New Zealand however is much less 
complex, John Key’s exit and Bill English as his replacement has had little effect on 
our local markets.   
 
Where to from here then: there has been a correction within some share company 
sectors which now places some assets back to reasonable value from being 
overpriced but there is likely to be continued volatility for some months due to 
uncertainty. There is still a need to remain cautious and defensive for some time yet. 
While share markets took a sudden drop and then rebounded there has been a 
reasonable percentage uptick in longer term bond rates but no corresponding 
movement back post the USA election. We may also see some slightly better short-
term fixed interest rate offers as the banks compete for funds. Post the US election 
and post the Hanmer earthquake the NZD had come off a bit against most other 
currencies but still remains over-valued.  This year could well have even more 
surprises than 2016 with already a fairly large watch list of what-ifs. 
 
I continue to hold a view of staying overweight in cash and being patient for 
opportunities. 


