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Tactical Thoughts – March 2020 
 

Financial markets recoiled in the last week of February as fears of coronavirus escalated beyond 
just China. Global equities witnessed one of their sharpest corrections in history. Investors 
initially looked through the risks when the outbreak first surfaced in China in late December, 
early January but as it spread around the world - most notably Italy, South Korea, Iran and the 
US - panic set in. Not only did stock markets fall sharply but one of the main global risk indicators, 
the US 10 Year Treasury note fell to a record low yield exemplifying the level of fear. 

Prior to February, equity markets round the world had had a remarkedly strong run over the last 
12 months and many commentators had been saying they were due a pullback. The coronavirus 
has proved to be the reason. Much of the rally had been driven by the extraordinary liquidity 
conditions provided by the Reserve Bank of New Zealand, the US Federal Reserve and other 
central banks round the world.  The strength in stocks and bonds can be largely attributed to 
central banks keeping interest rates artificially low and in the current environment we do not 
see this changing anytime soon. At the end of this month’s edition of Tactical Thoughts there is 
an article about the investment merits (or otherwise) of owning Government debt. Please 
contact your adviser if you would like to learn more. 

New Zealand equities were in no way immune from the sell-off but the magnitude of the fall 
was less than most other global benchmarks. The NZX 50 Gross Index fell -3.9% on the month 
as the virus which had been brewing in China went global. Our domestic corporate earnings 
season and company results were largely forgotten as market complacency gave way to a 
significant correction. The stocks that managed to avoid heavy selling were those with positive 
earnings surprises and core earnings that are unrelated to travel, tourism and/or China. Fisher 
& Paykel Healthcare, a2 Milk and Chorus all performed well. 

Domestic economic data for the month was mixed. The Reserve Bank of New Zealand left the 
Official Cash Rate (OCR) at 1.0%, but noted that monetary policy “had time to adjust if needed” 
should the coronavirus worsen; the market is now pricing in two and a half rate cuts in the next 
year. The BNZ (PMI) manufacturing index was stable but remained in contractionary territory at 
49.6 for January. Housing prices and sales continue to improve as REINZ data showed house 
sales were up +3.2% year on year, while QV showed house prices up +4.4% year on year. 

Australian shares fell sharply in February, down -7.7% for the month.  Healthcare stocks 
noticeably fell less than other sectors, while Energy and Technology fell the most. The -4.0% fall 
in defensive healthcare and utilities was roughly half the fall in the broader market. The ASX 
released an All Technology Index on February 24th which tracks the performance of an initial 46 
technology companies listed on the Australian exchange. This proved a tough period for the 
index to begin its track record, down -14.0% in its inaugural week.  

The UK was the worst performing developed global market, with the FTSE 100 down -9.7%, due 
to both coronavirus concerns and Brexit. Sentiment was no better in Europe, given an explosion 
in cases in Northern Italy which has caused lockdowns and closures across much of the 
continent. 

Chinese equites actually outperformed over the course of the month with figures showing that 
perhaps cases peaked in mid-February and thus China may have already passed the worst. We  
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believe China is in a better position to stimulate, which could mean HK/China stocks may 
continue to outperform in the near term. We are also keeping a close eye on commodities and 
resource related stocks as these will benefit from any China stimulus measures. Understandably 
gold mining stocks have traded higher as fears continue to linger. The safe-haven precious metal 
surged to near all-time highs. 

It is difficult to predict the medium-term impact of the coronavirus on markets. The closest 
comparable is SARS in 2003 which ultimately proved to have a transitory effect. The coronavirus 
death rate so far seems to be lower than SARS but it is spreading faster. China is also far more 
integrated into the world’s supply chain than it was back in 2003 when the world grappled with 
SARS. SARS took place at the end of a bear market not long after the tech wreck and 9/11 terror 
attacks. Coronavirus has hit at a time when we have had a phenomenal bull market and 
underlying investor sentiment today is very different. 

We think most people (and reassuringly Governments) have realised the gravity of the situation 
and are responding accordingly. We see further earnings downgrades to come from companies 
affected and the likelihood that the continued spread of the virus will result in reduced 
consumption across a number of industries. Workplaces and productivity could all be affected. 
If the situation materially worsens, fiscal and monetary policy will help alleviate any short-term 
pain and central banks have reassured us they are willing to act and will do so promptly. The 
Federal Reserve surprised markets on March 3rd with an emergency 50 basis point cut and said 
it was “closely monitoring developments and their implications for the economic outlook and 
will use its tools and act as appropriate”. 

As we go to press the situation is by no means improving. While markets have priced this into a 
large degree, daily gyrations make for a challenging investment environment. Until the number 
of cases (especially in the US) peak, we expect equity volatility to continue. We see merit in 
owning solid cashflow backed businesses and expect listed property, gentailers, gold and 
defensive equities like Spark and Chorus to continue to outperform. For investors looking to the 
recovery, we would add names negatively impacted by coronavirus (e.g. travel, tourism and 
technology). In the near term, we stay cautious but what gives us assurance is that historically 
these bouts of volatility have resulted in investment opportunities for those who are long term 
focused.  
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Recommended Tactical Asset Allocation 
 

 
 

Asset Class Tactical Rationale 

NZ Equities  We retain our Neutral call for NZ equities. The 
coronavirus may present buying opportunities, but 
we prefer to wait on the sidelines. 

Australian 
Equities 

 Earnings season has delivered mixed results for 
corporate Australia. Given the coronavirus backdrop 
we maintain our Moderate Underweight.  

US Large Cap 
Equities 

 Until infections peak in mainland US, we think US 
equities will remain volatile. Clients should be ready 
to buy oversold names when news improves. 

US Small Cap 
Equities 

 We continue to down-weight US small caps as we 
believe large caps offer more compelling exposure. 

Developed World 
Equities 

 The outbreak in Italy has had a significant impact on 
Europe. We are now Neutral on Developed Markets 
as Japan has also had trouble containing the virus. 

EM Equities  EM equities are traditionally more volatile than 
Developed Markets but even though infections may 
have peaked in China, we opt to stay Neutral. 

NZ Listed 
Property 

 Listed property had an exceptional run last year. We 
had not expected this to continue but due to 
unprecedented central bank action we are now 
tactically more constructive.  

Fixed Interest  Fixed Interest has provided the necessary protection 
that we expected it to, but with such low rates for the 
foreseeable future, it offers capital preservation / 
insurance benefits rather than a meaningful yield.  

Cash  We upweight Cash tactically to acknowledge the 
current backdrop and keep our powder dry. 

 
 
 
 
 
 
 
 
 
 
 

 
Underweight Overweight 
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Market Price Earnings ratios 
Price Earnings ratios 2015 – 2020* 

*Price/Earnings Ratios are Bloomberg Best estimates for forecast year one. 

 

Price Earnings ratios versus average* 

Price Earnings* 
NZ 

Equities 
Australian 

Equities 
US Large 

Cap Equities 
US Small 

Cap Equities 
Developed 

World 
EM 

Equities 

As at 29 February  26.5 17.2 17.5 23.5 13.8 12.3 

10-year average 18.4 15.1 16.4 25.0 14.0 11.8 

5-year average 20.9 16.3 18.1 26.9 14.9 12.5 

*Price Earnings ratios are Bloomberg Best estimates for forecast year one. 

 
FX Returns to 29 February 2020 
NZ$ FX performance percentage returns to 29 February 2020 

Currency Pair 1m 3m 6m 12m 

NZ$/ US$ -3.4% -2.7% -1.3% -8.2% 

NZ$/ AU$ -0.8% 1.0% 2.0% -0.1% 

Source: Eikon, Bloomberg, February 2020. 
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Index Returns to 29 February 2020 

 
Index percentage returns in their currency 

Asset Class Index  1m 3m 6m 12m 

NZ Equities S&P/NZX 50 Gross NZ$ -3.9 -0.5 4.7 20.8 

Australian Equities S&P/ASX Accumulation 200  AU$ -7.7 -5.2 -0.6 8.6 

US Large Cap Equities Russell 1000 Total Return US$ -8.2 -5.4 2.0 7.8 

US Small Cap Equities Russell 2000 Total Return  US$ -8.4 -8.8 -0.5 -4.9 

Developed World Equities MSCI EAFE* US$ -9.2 -8.3 -1.8 -3.4 

EM Equities MSCI EM*  US$ -5.3 -3.3 2.2 -4.3 

NZ Listed Property S&P/NZX Property Gross NZ$ -1.9 3.1 1.7 27.5 

Fixed Interest S&P/NZX Corporate A  NZ$ 0.9 1.4 0.8 6.3 

Cash ANZ New Zealand Call Rate  NZ$ 0.1 0.2 0.5 1.3 

Source: Eikon, Bloomberg, February 2020 (*not total return index). 

Index percentage returns translated into NZ$ 

Asset Class Index 1m 3m 6m 12m 

NZ Equities S&P/NZX 50 Gross -3.9 -0.5 4.7 20.8 

Australian Equities S&P/ASX Accumulation 200 -7.1 -6.2 -3.2 8.5 

US Large Cap Equities Russell 1000 Total Return -4.7 -2.5 3.0 17.8 

US Small Cap Equities Russell 2000 Total Return  -4.9 -6.0 0.5 3.9 

Developed World Equities MSCI EAFE*  -5.8 -5.5 -0.8 5.5 

EM Equities MSCI EM*  -1.7 -0.4 3.2 4.6 

NZ Listed Property S&P/NZX All Real Estate -1.9 3.1 1.7 27.5 

Fixed Interest S&P/NZX Corporate A  0.9 1.4 0.8 6.3 

Cash ANZ New Zealand Call Rate  0.1 0.2 0.5 1.3 

Source: Eikon, Bloomberg, February 2020 (*not total return index). 

Macquarie Interest Rate and FX Forecasts  

Rate 4Q2019A 1Q2020E 2Q2020E 3Q2020E 4Q2020E 

Australia Cash Rate 0.7500 0.7500 0.7500 0.7500 0.7500 

Australia 10yr govt  1.3700 0.8500 1.0000 1.3000 1.5000 

US Fed Funds Rate  1.5000 1.5000 1.2500 1.2500 1.2500 

US 10yr Treasury 1.9200 1.3000 1.4000 1.6000 1.8000 

NZD OCR 1.0000 1.0000 1.0000 1.0000 1.0000 

NZ 10yr govt 1.6500 1.1500 1.2500 1.5000 1.6500 

NZ$/ US$ 0.6740 0.6400 0.6500 0.6600 0.6600 

AU$/ US$ 0.7021 0.6500 0.6800 0.7000 0.7000 

NZ$/ AU$ 0.9600 0.9846 0.9559 0.9429 0.9429 

EUR/ US$ 1.1213 1.1000 1.1200 1.1300 1.1500 

US$/ JPY 108.61 107.00 108.00 105.00 104.00 

GBP/ US$ 1.3257 1.2800 1.2700 1.3000 1.3500 

Source: Macquarie Securities, February 2020.  
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10 Year Government bonds, Investment or Insurance? 
Mark Fowler, Head of Investments 
The last couple of weeks has been something of a rollercoaster ride for investors, with volatility 
spiking as the world and financial markets try to come to grips with COVID-19, and both the 
human and economic implications. 

Unsurprisingly, we have seen a co-ordinated global central bank response. In simple terms, the 
US, Canada and Australia have all come out and lowered interest rates, with it widely expected 
that the United Kingdom and New Zealand will follow suit. 

What has been somewhat lost in the ensuing chaos, is the yield or return of a New Zealand ten- 
year government bond is now ~1.00%. Let’s just think about that for a minute. Investors are 
prepared to lend money to the government (assuming they hold to maturity) for a period of the 
next ten years for a one percent return. The European example is even more head scratching 
with the return on ten- year German bonds now falling to a negative -0.60%. In other words, 
you pay the government a fee to hold your money.  

What makes this equation even more baffling is that in New Zealand inflation is tracking 
somewhere close to two percent along with GDP growth. In a normalised economic 
environment, those two numbers alone would be key detractors when considering investing in 
long dated government bonds. Normalised economic environment times these are not.   

At this juncture the notion of investors buying government bonds for a modest return is lost. 
More likely, government bonds are now effectively an insurance contract. A contract whereby 
investors believe they will get their money back, and the belief that there is liquidity to access 
their money if circumstances change. 

A government bond is deemed the closest thing to a ‘risk-free’ investment and investors have 
flocked there on safe-haven demand. For many, knowing that their capital will be preserved far 
outweighs the thought of their capital being at risk seeking a higher return. 

NZ 10 Year Yield 

 
Source: Bloomberg 

Note: This in an abridged version of the article written by Mark Fowler, Hobson Wealth Head of Investments, that originally ran in the New 
Zealand Herald on Friday March 6th, 2020. 
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General Disclaimers 
This document has been distributed in confidence to New Zealand resident clients of Hobson Wealth Limited (Hobson Wealth). If you are not the 
intended recipient of this document, please notify Hobson Wealth immediately and destroy all copies of this document, whether held in electronic or 
printed form or otherwise.  

This document has been issued and distributed in New Zealand by Hobson Wealth, an NZX Advising Firm and a registered financial services provider. 
The disclosure statements for Hobson Wealth and your adviser are available free of charge by contacting us on 0800 742 737.  Hobson Wealth is not 
a wholly owned subsidiary of Macquarie Group Limited (MGL) but MGL holds an interest in, and provides certain business and research services to, 
Hobson Wealth. There is also a security distribution agreement in place between MGL and Hobson Wealth. 

 This document contains market commentary and factual information or class advice only. It is not research. Nothing in this document shall be 
construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any transaction. The information in this 
document does not take account of any particular person’s objectives, financial situation or needs. Before acting on this information, investors should 
therefore consider the appropriateness of the information having regard to their situation. We recommend investors obtain financial, legal and taxation 
advice before making any financial investment decision. The views contained in this document may not constitute the views of Macquarie Group 
Company. While we believe the information to be accurate and any recommendations to have reasonable basis, no warranty is made as to the accuracy 
or reliability thereof. There are risks involved in securities trading. The price of securities can and does fluctuate and an individual security may even 
become valueless. International investors are reminded of the additional risks inherent in international investments, such as currency fluctuations and 
international stock market or economic conditions, which may adversely affect the value of the investment. The forecasts are predictive in character 
and therefore investors should not place undue reliance on the forecast information. Whilst every effort has been taken to ensure that the assumptions 
on which the forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and 
uncertainties. The actual results may differ substantially from the forecasts and some facts and opinions may change without notice. Hobson Wealth 
does not give, nor does it purport to give, any taxation advice. The taxation discussion in this document is based on laws current at the time of writing. 
Those laws and the level of taxation may change. The application of taxation laws to each investor depends on that investor’s individual circumstances. 
Accordingly, investors should seek independent professional advice on taxation implications before making any investment decisions. This document 
is based on information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete 
or up to date. We accept no obligation to correct or update the information or opinions in it. Opinions expressed are subject to change without notice. 
Hobson Wealth accepts no liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this document and/or further 
communication in relation to this document. Hobson Wealth, its associates, and Macquarie Group, their officers or employees may have interests in 
the financial products referred to in this document by acting in various roles including as investment banker, underwriter or dealer, holder of principal 
positions, broker, lender, director or adviser. Further, they may act as market maker or buy or sell those securities as principal or agent and, as such, 
may affect transactions which are not consistent with the recommendations (if any) in this document. Hobson Wealth and members of Macquarie 
Group may receive fees, brokerage or commissions for acting in those capacities and the reader should assume that this is the case. 

 

Disclosures 
Important disclosure information regarding MGL interest in the subject companies covered in this report is available at 
www.macquarie.com/disclosures. 

 

Contacts 

For more information, call us on 0800 742 737 or visit our website at hobsonwealth.co.nz 

Auckland 
Level 4, Australis Nathan 
37 Galway Street 
Auckland 1010 
 

Tauranga 
Level 2, Suite 6, The Vault 
53 Spring Street  
Tauranga 3110 

Wellington 
Level 12, Deloitte Building  
20 Customhouse Quay 
Wellington 6011 
 

Christchurch 
Level 3 
151 Cambridge Terrace  
Christchurch 8013 
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