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Financial markets had a strong July and August but slowed in September with an increase in 
the level of day to day volatility. The NZ sharemarket added 2.6% for the three months, the 
Australian market was down slightly at -0.4%, and the broad S&P500 index in the US was up 
8.9%. Interest rates have again declined and appear likely to fall further still. The NZ Reserve 
Bank has indicated that a move to a negative official cash rate next year is a strong 
possibility to stimulate the economy further, and if so this will exacerbate some of the 
emerging trends that we are starting to see. Portfolios have recovered most of the lost 
ground from earlier in the year, but ongoing volatility should be expected as Covid-19 has 
begun to accelerate again around the world and we move toward elections in NZ and the 
United States. 
 
There is no doubt that the reduction in interest rates by central banks around the world has 
been the correct response to the Covid-19 economic crisis. Using monetary and fiscal policy 
to stimulate economies in the face of a downturn was a valuable lesson learnt from the 
Great Depression of the 1930s, when governments reduced spending to cut their deficits, 
reducing demand further and leading to a decade long depression. However, we have never 
seen interest rates at the levels they are currently, and such incredibly low rates can change 
the balance of risk vs return in the financial system. A ‘rational’ investor is one who looks for 
the highest return for a given level of risk. To accept the risk that a given investment entails, 
there needs to be sufficient compensation in the form of expected return. In the current 
environment, there is almost zero return available from traditional low-risk investments 
such as high-quality bonds and term deposits. In fact, after taking tax and inflation into 
consideration, investors are losing money in real terms in these assets. Moving from high-
quality to lower-rated fixed interest does offer an improved yield, but the ‘gap’ is very minor 
and the risk of capital loss is significantly higher. The problem is that seeking higher returns 
entails higher risk, and many investors are taking on significantly higher risk for only 
marginally higher returns. 
 
We are seeing some interesting patterns begin to emerge and these are a good part of the 
reason why asset prices, including shares, bonds, and residential property, have not 
followed the typical pattern (thus far) that would be expected in a recession. Asset prices 
continue to rise because savers and investors are seeking out sources of return to replace 
their previously low risk fixed interest holdings. Money has moved into sharemarkets, 
commercial and residential property. The housing market had a very minor dip in prices in 
March/April, but since then has bounced back with first-home buyers and investors making 
up the bulk of new mortgage lending. Residential property prices are in something of a 
‘push-pull’ market. Interest rates are pushing prices higher through very low borrowing  
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costs and by stimulating investor activity. On the other hand, there are factors which will 
begin to come through over the coming months as government support is lifted, and these 
will be a drag on prices. Unemployment is still expected to rise significantly, the level of net 
migration has slowed to a trickle, and the mortgage deferral scheme expires next March. It 
is hard to know which way the housing market will turn, and it will depend on the trajectory 
of the economy over the next 6 months or so. 
 
The lockdowns, low interest rates and technology have combined to create some very 
interesting anomalies in sharemarkets. There has been a huge increase in trading by “do-it-
yourself” retail investors using online trading platforms such as Sharesies and Hatch in NZ, 
and Robinhood in the US. Most of these types of trades are for small volumes of shares in 
companies with high-profile consumer brands. In the US, this has included the large 
technology stocks such as Apple, Amazon, Google (Alphabet), and especially Tesla. In NZ, 
interest in Air New Zealand shares spiked during our lockdown, doubling the share price 
(despite there being little or no fundamental reason for it to increase!). The result of some 
of this trading activity is that there has been a major divergence between the performance 
of a small handful of shares compared to the remainder of the market. This means that 
valuations are stretched for the high-profile growth shares, but there is considerable value 
in some of the lesser-known and traditional companies.  
 
The next quarter is shaping up to be an eventful one with ongoing developments in the 
pandemic globally, the NZ election now in October and the US election in early November. It 
appears that the popularity of Jacinda Ardern and the problems that National have 
encountered of late will likely drive Labour to a successful election result here. Markets will 
expect this and shouldn’t be too affected by our local election, especially given that both 
major parties are roughly aligned around the trajectory of the response. The US election 
could create stronger waves. Democratic candidate Joe Biden is currently well ahead in the 
polls, but this was also true four years ago when President Trump surprised everyone. From 
our vantage point, the US is facing significant challenges from the virus, a massively divided 
political environment, civil disorder, and chaotic governance. The recent Presidential TV 
debate (argument) was a clear demonstration of the appalling state of political discourse in 
the US and the aggressively partisan attitude of the two sides of the political spectrum. 
Ironically, President Trump now has Covid-19 himself! Whatever your view, it is not positive 
for the global economy or international stability to have the US in such a weakened position. 
 
As noted, September has seen some market weakness, including a sell-off in technology 
shares such as Apple, Tesla, and Microsoft. This seems to have been driven by stretched 
valuations for these companies and investors locking in profit after the exceptional run that 
the tech sector has had, rather than by any particularly adverse news. However, it is a 
reminder that the environment that we are in is quite unique and challenging. In such times, 
it is more important than ever to stick to the fundamentals of good financial planning and 
investment practice – diversifying widely, ensuring that risk exposure is appropriate, 
focusing on investment time horizons, staying disciplined through volatility, and keeping an 
eye on medium and long-term goals. 
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