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After a bit of a rough start at the beginning of August, the October quarter has proven to 
be a solid one for investors. Markets have continued the trend from the first half of the 
year, generating good overall returns despite headwinds which have continued to 
produce volatility. Perhaps more than ever, the key tool in smoothing this volatility is 
ensuring that portfolios are well diversified – across geographical areas, asset classes, 
industries, and currencies. Over the quarter, international sharemarkets have 
outperformed the Australian and NZ markets, and the decline in the NZ dollar following 
the surprise 0.50% cut in local interest rates in August has helped portfolio valuations. 
 
International markets have continued to move around based on geopolitical news and 
economic data. The US and China have made some progress toward “phase one” of a 
trade agreement, and this may be signed in the next few weeks. If so, the US would 
drop the upcoming tariffs on $160 billion in goods (including smartphones) from China 
which were due to take effect in mid-December. In return, China would increase their 
purchases of agricultural products from the US. The rural sector is a major base of 
support for President Trump, and has been one of the most affected parts of the US 
economy from the trade war, so there is additional motivation for the deal to go through 
prior to the US election year in 2020. President Trump has been particularly concerned 
about US sharemarket movements and seems to view it as a survey on his own 
performance (which is why he continues to harass the US Federal Reserve to reduce 
interest rates, as falling rates will support asset prices). Even if the “phase one” deal is 
signed and the trade tensions settle for the meantime, the ongoing arm wrestle between 
the US and China is a long-term reality and part of a new era for us all to get used to. 
 
There have been some significant developments around Brexit with the UK Prime 
Minister, Boris Johnson, agreeing a new deal with the EU, only for it to (again!) be voted 
down the British Parliament. A general election has been called for December 12 to try 
to resolve the issue once and for all. Should the Conservatives be returned with a 
stronger majority and a more pro-Brexit caucus, there is a greater likelihood that the deal 
will pass and there will finally be some certainty for businesses to invest and plan ahead. 
If, on the other hand, Labour is elected or there is a small majority for the Conservatives 
(e.g. coalition government), it is impossible to see how the whole fiasco will play out. 
There are also major implications for the Pound, which against this backdrop continues 
to be weak compared to historical rates (at time of writing, the NZD/GBP cross rate is 
around 0.495c). If a deal is passed in the UK Parliament, the GBP will likely strengthen, 
which will be advantageous for any portfolio holdings denominated in Pounds. If the 
deadlock continues, there will be continuing weakness in the currency. Given that the 
direction is impossible to predict, we are avoiding too much exposure to the Pound at 
this point. 
 
The NZ sharemarket has had a muted quarter and has largely moved sideways. There 
are a number of reasons for this. Perhaps the major one is the announcement late in the 
quarter from NZ Aluminium Smelters (NZAS), who own and operate the Tiwai Point  
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smelter near Bluff, of a strategic review into the viability of the business going forward. 
Aluminum prices have fallen in recent times and options include reducing production or 
closing the operation altogether. NZAS is majority owned by the huge global mining firm 
Rio Tinto and uses around 13% of the country’s electricity output. Closure may provide 
the market with excess supply, reducing prices and affecting profitability of the listed 
power companies. Following the announcement of the review the share prices of these 
companies fell, wiping a combined $1.5b off their value. However, this follows a period of 
strong returns for the sector. Even post the smelter announcement, the “Big 4” listed 
power companies (Meridian, Contact, Genesis and Mercury) share prices are up by an 
average of 45% for the year-to-date. The decline in interest rates has made the stable, 
high dividend yield return of the energy sector companies relatively more attractive, and 
investor demand has pushed up share prices. It is hard to know whether NZAS is 
seriously considering closure of the smelter or whether their review is a negotiating ploy 
to extract lower power prices or greater government support. Looking long-term, the 
future of the sector remains solid, but there will be some volatility while the process plays 
out over the next 6 months.  
 
The Reserve Bank of New Zealand met on 13th November and, after the shock 0.50% 
rate cut at their meeting in August, decided to hold rates at the current level of 1.00%. 
This was a little bit of a surprise to markets, which had expected another cut to 0.75%. 
The sharemarket took a dip following the announcement, wholesale interest rates rose 
slightly (as the expectation of a rate cut was already ‘priced in’), and the NZD 
appreciated. It is likely that we will see some further rate reductions in the first half of 
next year, but interest rates are notoriously difficult to predict. It is important that, despite 
the low interest rates and returns from fixed interest, the level of risk in investment 
portfolios is carefully managed to ensure that it remains appropriate for the investor’s 
risk profile/capacity. This means ensuring the right balance between defensive and 
growth assets and avoiding the temptation to allow an increase in risk exposure in order 
to chase an improved yield. We will continue to focus on maintaining this balance, 
locking-in profits from market gains where possible and repositioning portfolios to ensure 
that they remain fit for the long-term. 
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