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M erry Christmas and welcome to our final edition 

of ASB Progress for 2019. This time last year 

we had just published our very first edition of 

this magazine and nervously awaited your feedback and 

thoughts. Your feedback and your topic suggestions have 

helped us to evolve ASB Progress to what it is today.

 In this issue, Slade Robertson from Devon Funds gives 

equity investors some answers on what to look out 

for in 2020, our in-house team of economists provide 

their predictions for interest rates and inflation in the 

coming months, and with the Christmas season in full 

swing we also highlight the work going on with the Child 

Cancer Foundation and KidsCan - both charities ASB has 

partnered with to improve the lives of the children of  

New Zealand.

As always, if you have any feedback on this issue, get 

in touch via progressmagazine@asb.co.nz. But more 

importantly, have a safe and happy holiday season with 

your friends and family.

Regards,

Jonathan Beale 

General Manager, Wealth & Insurance Distribution  

Private Banking, Wealth & Insurance



D uring the second half of 

October 2019, John Smith, 

Head of Asset Management, 

and I embarked on a two week 

research trip. The aim of the trip 

was to research what peers in other 

markets are doing and thinking about 

and what we might be able to adopt 

or do differently in our funds to 

ensure we continue to get the best 

possible outcomes for our investors. 

Our trip took us to Singapore, London 

and San Francisco. Taking the time 

to speak to peers and investment 

experts in other markets is important 

for two primary reasons. Firstly, it 

allows us to learn what more we can 

be doing to get the best outcomes 

for all investors. Secondly and 

perhaps more importantly, it forces 

you to think about what we should 

be doing differently. From a personal 

perspective as an analyst, taking a 

step back from the detail allows me to 

reset and make sure I’m focusing my 

time and energy on the right things.

Global markets have been kind to 

us for a number of years now. With 

increasing speculation around when 

this good run will come to an end, 

and if that end will be abrupt, we 

have been increasingly focussed 

on strategies that withstand both 

severe market shocks and gradual, 

consistent declines. Going into the 

research trip and looking at the 

potential future investment landscape, 

our key focus areas were: asset 

allocation, alternative investments 

and downside risk protection. 

Through retirement

At the most basic level, we exist 

to help our customers reach their 

goals. The trip showed us that 

there are many different ways that 

other providers are helping their 

customers meet the same goals, 

already tried and tested in Europe 

and the US, that we could possibly 

emulate here. 

Is the grass  
much greener?
Mairead Needham, Senior Investment Analyst, ASB

I’m a Senior Investment Analyst in the ASB Wealth Investment Strategy team. Our team is 

responsible for the investment strategy, asset allocation and investment manager selection for 

ASB’s investment products such as Portfolio Series, ASB KiwiSaver Scheme, ASB Investment 

Funds and ASB Superannuation Master Trust. We now manage over $17bn in assets and we have 

enjoyed over 60% growth in just three years. It’s crucial that we invest time and resource into 

research to ensure we continue to make solid and informed investment decisions to accelerate 

the financial wellbeing of those who trust us to manage their investments. 

Life’s financial journeys
This brings me onto an incredibly 

simple way that some of the experts 

we visited spoke about the financial 

journey through life. Vanguard, 

another one of our investment 

managers, succinctly broke down the 

approach to life goals into four simple, 

and somewhat obvious, buckets:

Basic living expenses 

Food, housing, clothing, 

utilities, transportation and 

recurring health expenses. 

Contingency reserve 

Extraordinary health care 

expenses or unexpected, 

large, mandatory expenses 

such as home repairs.

Discretionary spending 

Holidays, dining out and 

other large discretionary 

expenses.

Legacy 

Transfer of wealth to heirs 

or charities.

We have always talked in similar terms 

to the above and when you break down 

the problems we are trying to solve into 

clear distinct buckets like this, it makes 

the problems easier to tackle and create 

optimal solutions for. This approach 

doesn’t just apply to retirees as you 

Feel free to get in touch with your 

Wealth Advisor to hear updates 

on our progress through the year.

might first think. I’m in my thirties and 

the approach above is exactly how I 

think about my financial goals too, even 

if I’m not always aware of it. 

Asset classes
During the research trip we discussed 

alternative asset classes such as 

unlisted infrastructure and property, 

private equity and senior debt to 

name but a few. Hearing how others 

are using them in their portfolios was 

enlightening. As is often the case with 

our work, the gap between the theory 

and the practice is sometimes wide. 

Each of these asset classes offers the 

potential to diversify an investment 

portfolio’s source of both return and 

risk. What needs to be considered 

carefully however is how they interact 

together and how they behave in 

different market conditions. Not 

all asset classes will be suitable 

for all portfolios at all times, and 

it will be the responsibility of the 

Investment Strategy team to weigh 

this information up and make the best 

possible investment recommendations. 

Having access to experts in other 

markets to call upon, who have real 

life experience in implementing these 

investments, is invaluable to us and 

ultimately, our customers. 

Downside protection
In terms of downside protection, 

the way players in overseas markets 

approached this varied from very 

short term strategies, such as day 

trading or implementing put options, 

right through the spectrum to longer 

term strategies focused on evolving 

structural economic changes. We 

already manage downside risk in 

several disciplined ways through 

both our quarterly asset allocation 

review process and our longer term, 

Reference Portfolio process. This trip 

brought new ways of looking at that 

and highlighted ways we can enhance 

how we currently approach risk 

management. 

Further time and research will be 

spent over the coming months by 

the Investment Strategy team in 

conjunction with wider teams in ASB, 

to determine what else we could 

be doing to ensure our investment 

products continue to achieve their 

return objectives with appropriate 

levels of risk. It looks like 2020 will be 

a busy and exciting year for all of us 

behind the scenes! The concept of ‘through 

retirement’ rather than  

just ‘to retirement’  

is something I feel we  

need to focus more on. 

While we have investment offerings 

suitable for both sides of retirement, 

there is work to do to integrate these 

offerings in a more streamlined way. 

BlackRock, our investment manager 

of choice for global equity, emerging 

market equity and global property, 

and the biggest investment manager 

in the world, quoted an interesting 

piece of research. According to their 

research, retirees still have between 

77% and 83% of the assets they had 

at retirement, 18 years into retirement. 

This will of course be driven by many 

factors, but I feel it reflects the general 

sentiment of a lot of people – they 

don’t want to run out of money, and 

they spend less than they could. 
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B ank capital is the safety 

cushion of the banking 

system, playing a crucial 

role in protecting bank depositors 

and other creditors from losses. If a 

bank made loans that weren’t repaid, 

bank capital is there to absorb the 

first losses. Bank depositors would 

only become exposed if any losses 

exceeded a bank’s capital holdings. 

So the more capital a bank holds, the 

more protection there is for all the 

people providing funds to the bank. 

RBNZ’s new capital requirements 

are intended to ensure NZ banks can 

survive a 1-in-200 year crisis, a very 

high safety threshold. 

The RBNZ’s new capital requirements 

are for minimum total capital for the 

four major banks to be at least 18% of 

banks’ assets (e.g. lending), up from 

10.5%. For the remaining smaller 

banks its now 16%. In dollar terms, this 

amounts collectively to upwards of 

$20 billion for all locally-incorporated 

banks. The increase in capital will 

be phased in over seven years from 

the start of July next year. This is a 

longer timeframe than the originally-

proposed five years, and will give 

banks and their customers more time 

to adjust to the changes. Nevertheless, 

some of the key changes will impact the 

large banks (including ASB) early on. 

Capital needs to earn a return, and that 

return needs to compensate the providers 

of capital for the risk they are taking 

through being first on the block to take 

losses. Returns on capital are therefore 

much higher than for term deposits, 

for example, because shareholders are 

taking much more risk than depositors in 

putting money into banks. So the greater 

the share of capital that is held by banks, 

the higher their overall cost of obtaining 

funds to lend out to customers. Much 

of the added capital will need to come 

from common equity, which is the most 

expensive form of capital.

The RBNZ’s new capital requirements 

will further reduce the risk of the sorts of 

calamities witnessed in countries such as 

the US, UK, Ireland and Spain during the 

financial crisis. But the cost of this added 

insurance will be some combination of 

lower deposit rates and higher lending 

rates than would otherwise be the case. 

Over the long term, credit supply is also 

likely to be a bit slower.

ASB’s economists estimate that the drag 

on the economy of higher interest rates 

and slower credit growth over the long 

term will be roughly 0.3% to 0.8% per 

annum. So the reduced risk of a damaging 

financial crisis does come at the cost of an 

ongoing ‘insurance premium’.

The impact is likely to be different across 

the various types of lending that banks 

do, as the RBNZ’s capital requirements 

depend on the perceived riskiness of 

each loan. Capital requirements are low 

for home loans, particularly those for 

which the borrower has a high share 

of their own equity in the home. In 

contrast, loans for commercial activities 

(small/medium enterprises, commercial, 

corporate and rural) require banks to hold 

substantially more capital. The individual 

creditworthiness of loans matters too.

The new requirements will take time 

to digest, and ASB will work through 

what the changes will mean in practice 

for our customers. It is also important 

to remember that the capital increases 

will be incremental, so the interest rate 

impacts for customers will occur gradually.

For investors, there are various fresh 

considerations. The return on equity from 

investing in bank shares is likely to be 

slightly lower in the future, reflecting the 

reduced riskiness of these investments. 

Debt instruments banks issue (such as 

bonds) should also carry less risk of 

default. The impact of carrying higher 

capital reinforces that bank deposit rates 

are likely to remain low over the next 

few years. For those borrowing to fund 

investments, the associated interest rate 

costs are likely to be higher in the future 

than they otherwise would have been. 

However, it is important to remember 

that there are many other influences 

on interest rates and rates of return to 

consider, and the influence of the capital 

changes is likely to be slower compared to 

other more typical investment influences. 

Bank capital: greater 
insurance, with a higher 
insurance premium
Nick Tuffley, Chief Economist, ASB

The Reserve Bank of New Zealand (RBNZ) has announced its final requirements for higher bank capital. 

The increases in capital are aimed at improving NZ’s resilience to a financial crisis i.e. putting in place 

more insurance against a financial shock impacting on the economy. That insurance will come with an 

insurance premium, most obviously in the form of higher than otherwise interest rates.
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And so it begins
Mike Jones, Senior Economist, ASB

We’ve long been calling a spring lift 

in NZ’s housing market. We argued 

that mortgage rate cuts that began in 

earnest in autumn this year would start 

providing a boost to prices from around 

now, given it normally takes around six 

months for the impacts to be felt. 

We’ve seen the first signs of this pick-

up in the past few months, although 

it’s more been a case of the market 

stirring than waking up with a start. The 

pace of house sales has clearly lifted 

from the glacial pace of the past six 

months as the Capital Gains Tax back-

down and falling mortgage rates have 

emboldened buyers. On our favoured 

3 month / 3 month percentage change 

basis, NZ housing turnover is up around 

3%. A turnaround in the fortunes of 

the Auckland market has been behind 

much of the turn in nationwide activity. 

Monthly nationwide house sales are 

now running around 10% above the 

recent March lows, with Auckland 

responsible for about 50% of this lift. 

A rapid recovery for sure, but we’d 

characterise it more as a return to 

normality than boom times. 

Historically, a turn higher in house 

sales is the first sign of a cyclical 

upturn in the housing market. Prices 

typically follow with a lag (see Chart 

‘o’ the Month). However, we’ve seen 

prices start to rise a little earlier than 

we would have expected on the basis 

of these historical relationships. REINZ 

house prices have increased by a 

little over 1% in each of the past three 

months, with gains relatively broad-

based across the country. We expect 

price rises to continue in coming 

months, but at a more measured pace. 

There’s been a couple of other 

developments that have confirmed to 

us the market has turned. 

First, houses are selling faster. Nation-

wide days to sell a house have been 

falling for the past four months and 

now stand at 36.8 days (seasonally 

adjusted) — the lowest in nearly two 

years. Historically, this pace of sales is 

roughly consistent with national house 

price inflation in the 5-10% yoy range 

(see chart below). 

Second, new listings have started to 

pick up (seasonally adjusted). Recall 

that inventory has been extraordinarily 

low this year as new listings have 

slowed to a trickle. But early signs of 

an increase in listings over the past few 

months suggest sellers are becoming 

encouraged by the improvement in 

market conditions. This bodes well for 

further recovery in housing activity in 

coming months. 

The table below summarises the 

direction and impact of key housing 

market drivers on our view.  

ASB House Price Forecasts 
(June years, annual % change)

2019 2020 2021

Auckland -3.1% 0.5% 1.0%

Christchurch -0.5% 2.0% 1.2%

Wellington 6.6% 8.8% 2.4%

Other Regions 2.7% 9.3% 2.0%

National 0.9% 5.6% 1.6%

Chart ‘o’ the Month

HOUSE PRICES vs. HOUSE SALES (per capita)
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House Sales per Capita
(adv 6 months, annual % change)

NZ Housing Data Oct - 19 Month ago Year ago

House Sales (s.a.) %mom 3.2% 1.7% 12.3%

House Sales (s.a.) %yoy -4.0% 7.6% 20.5%

House Prices (s.a.) %mom 0.9% 1.0% 0.3%

House Prices (s.a.) %yoy 3.9% 3.3% 3.8%

Days to sell (s.a.) 36.8 38.3 37.9

New Listings (s.a.) %mom 3.7% 3.7% 2.4%

Weeks of Inventory (s.a.) 16 17 20

SOURCE: REINZ, realestate.co.nz
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HOUSE PRICES and DAYS TO SELL

We continue to expect nationwide 

house price inflation to pick up to 

5-6% yoy by around the middle of 

next year (forecasts summarised 

below). Historically, NZ house price 

cycles have been relatively sensitive 

to interest rates, and we expect 

recent sharp falls in mortgage rates 

to deliver a mini up-cycle in prices 

over the next year or so. Still-strong 

population and labour income 

growth will add support. 

Still, even though mortgage rates 

are clearly the lowest they’ve ever 

been, there are some good reasons 

not to expect a good old fashioned 

housing boom of yore. First, housing 

policies targeting investor demand 

are acting as handbrakes on those 

parts of the market that previously 

featured a large investor component, 

like Auckland and Queenstown. 

We expect these regions to 

underperform the national average. 

Second, broader economic activity 

and population growth have slowed 

a little and are expected to slow 

further. Finally, there are signs 

housing supply is ramping up in 

some areas. From late 2020, we 

expect the housing upswing to 

top out as this additional supply 

gradually reduces the national 

housing shortage.

OUR VIEW

RECENT DEVELOPMENTS

Forecasts

The spring lift in NZ’s 

housing market we’ve  

been expecting appears  

to be upon us

The Auckland market is 

looking far more sprightly, 

while hot regional markets 

have lost a little momentum

We continue to expect 

nationwide house price 

inflation to pick up to  

5-6% yoy by mid-2020

House price 
driver Current Next 12 

months Comment 

Mortgage Rates
We find mortgage rates to be a reliable driver of house prices, with around a two 
quarter lead. Mortgage rates have been falling since March and are expected to 
remain under downward pressure. 

Population Growth
Population growth has slowed but remains at high levels. Our forecasts have net 
migration cooling from 55,000 to around 35,000 by end-2020. 

Housing Supply 
Housing construction has really ramped up over the past year, and is expected 
to remain at high levels. We expect this to slowly eat into NZ’s persistent housing 
shortage and temper house price growth. 

Labour Market
NZ’s labour market is in a strong spot. Unemployment is expected to lift only 
gradually and wage growth will remain healthy, or even pick up. 

Housing Policies

A raft of recent policies designed to limit offshore and investor demand have had 
a marked impact on parts of NZ’s housing market. We expect the magnitude of 
this impact to slowly fade. We’re also on watch for a possible watering down of the 
RBNZ’s LVR restrictions in November. 
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Our Regional Heat Map aggregates 

key regional housing market data 

to provide a snap-shot of relative 

housing market performance up and 

down the country. Bear in mind the 

left-most column (house sales) is the 

most forward-looking indicator and 

hence leads many of the variables in 

the other columns. Key points from the 

latest edition (September data) are:

• We might be seeing the first signs of 

a switching in momentum from the 

‘hot’ regional housing markets back 

to the main centres. House price 

inflation in regional hot spots like 

Gisborne, Hawke’s Bay, Manawatu, 

and Southland is still holding at 

rates well into double-digits. But 

days to sell in these regions have 

increased a little and the pace of 

house sales has throttled back, in 

some cases rapidly, portending a 

slowdown in house price growth 

ahead. 

 We probably need another couple 

of months’ worth of data to confirm 

this phenomenon is underway. Our 

constructive view on NZ’s export 

performance (particularly dairy, 

sheep and beef, and horticulture) 

should continue to underpin 

regional economic growth. 

• Auckland remains at the frosty 

end of the spectrum, but there 

has been a thawing in conditions 

relative to July. House prices have 

now risen for five consecutive 

months, and days to sell are falling 

from elevated levels back toward 

normal levels (41.3 days currently 

vs. long-run average of 36). The 

rapid bounce-back in house sales 

(7.3% on 3m/3m change basis) 

suggests these metrics will continue 

to improve in coming months. 

• The re-strengthening we’ve been 

picking for the Wellington housing 

market appears to be underway. 

Days to sell a house in Wellington 

have fallen back to below average 

levels (32 days, s.a.) and house price 

inflation has picked up to 9.3% yoy 

from 5.8% in July. 

• Canterbury remains something 

of a laggard in the housing market 

stakes. Similar to the national 

average, it appears the market 

troughed in the autumn. It has 

stabilised since but the recovery 

has not been nearly as energetic 

as in Auckland. As noted in our last 

Home Economics edition, a ramp-

up in housing supply appears part 

of the story. Indeed, the market 

appears to be roughly in balance 

(in contrast to Auckland’s housing 

shortage), as reflected in lower-

than-average rental price inflation. 

• We’ve made a couple of minor 

changes to our house price 

forecasts to take into account the 

above dynamics. Our key call for 

nationwide house price inflation 

to rise to 5-6% yoy by mid-2020 

remains unchanged. Within that, 

we’ve lifted slightly our forecasts for 

Auckland prices and shaded down 

a touch the extent of the expected 

Wellington upturn.

THE REGIONS - HOT OR NOT

Sales (s.s.) Prices Days to Sell Rents Inventory

%3m/3m %yoy Dev from avg %yoy Yield (%) Dev from avg

Auckland 7.3 -0.7 0 2.9 3.2 -13%

Canterbury 3.3 2.7 -3 2.9 3.9 -25%

Wellington -7.2 9.3 -7 8.7 3.8 -63%

Northland 0.2 2.1 0 8.1 3.7 -59%

Waikato 4.9 7.7 -13 6.5 3.5 -51%

Hawke’s Bay -8.8 13.9 -15 5.2 3.8 -76%

Bay of Plenty 7.5 6.4 -15 5.2 3.5 -61%

Gisborne -17.1 13.9 -6 -1.3 3.7 -70%

Manawatu -4.9 18.7 -23 8.8 4.0 -74%

Taranaki -7.6 10.1 -21 7.7 4.5 -40%

Nelson/Tasman -3.9 7.8 -12 8.0 3.3 -53%

Marlborough -4.1 7.8 -18 12.7 4.5 -62%

West Coast S.I. -5.0 7.8 -39 6.8 7.6 -65%

Otago -5.6 10.0 -12 5.9 4.0 -68%

Southland -13.8 20.9 -20 7.7 4.3 -66%

Brrr

Sizzling

Sources: ASB, Corelogic, REINZ, MBIE, realestate.co.nz

Regional Heat Map

Are we there yet? 
Thoughts from ASB Chief Economist Nick Tuffley

A t the start of this year, 

US-China trade tensions, 

Brexit, and the gentle but 

steady deceleration in NZ’s economic 

growth, all seemed close to turning 

for the better. But, as the end of the 

year looms, we are still left wondering 

where the end is. NZ can’t do much 

to resolve the first two politically-

created crises (other than hope that 

some of the signs of recent progress 

do firm up). But collectively there is 

more that can be done to haul NZ’s 

growth back up to a more respectable 

rate. To frame up the challenge, NZ’s 

per-capita GDP growth peaked at 2.3% 

for the 12 months ending in June 2015. 

Roll forward five years to June 2020 

and we currently forecast per-capita 

growth will struggle to exceed zero. 

In those circumstances, it is hard for 

NZ to collectively improve people’s 

well-being.

Growth can and should be stronger. 

The RBNZ has taken some action in 

2019 – and will do more in 2020 in 

our view – which will support housing-

sensitive activity and consumer 

spending. But the looming increases 

in bank capital requirements will 

progressively boost the price of credit 

and constrain its supply. And monetary 

policy is getting closer to the point 

where unconventional measures would 

need to be leaned on in any real crisis. 

There is an increased role for the 

Government to both directly boost 

demand and also to help reduce the 

amount of uncertainty and caution 

that is holding businesses back. 

Fiscal measures that are feasible 

and sensible have been debated. 

Infrastructure has timing and 

resourcing challenges and is best 

looked at through a long-term lens. 

Added welfare spending or income 

tax threshold changes such as those 

proposed by the Tax Working Group 

would put money where it is most 

likely to be spent quickly, though 

wouldn’t do much to boost NZ’s long-

term performance.

A chunk of the softening economic 

performance comes from businesses’ 

hesitancy to hire and invest. Yet 

investment is also an important way 

to unlock stronger prosperity over the 

long term. It would be great to see 

the Government come up with some 

innovative ways to jolt businesses into 

acting. A short window of accelerated 

depreciation on new capital spending 

might be one carrot to encourage 

capital spending right now. Tax cuts 

are another option to lift after-tax 

returns from businesses, though their 

impact may be more muted than a 

“use it or lose it” carrot.

Above all, helping reduce the amount 

of uncertainty and angst businesses 

are feeling – regardless of the cause 

– would help. Engaging heavily in 

two-way dialogue with industries, 

showing pragmatism, understanding, 

and a clear commitment to support 

industries through transitions 

may give greater comfort that the 

Government is working with business. 

Getting key policies finalised as soon 

as possible, albeit with industry 

involvement. With NZ’s productivity 

having flat-lined in recent years, 

a work programme focused on 

boosting productivity would show a 

commitment to enabling businesses 

to grow as well as sowing the seeds 

for future prosperity. In December the 

Government announced some added 

spending initiatives and an intent to 

boost infrastructure spending, an 

indication the Government is prepared 

to take more action.

ASB’s latest forecasts for the economy and 
financial markets can be found in our latest 
‘Quarterly Economic Forecasts’ which can 

be downloaded from the ASB website.

We are still waiting for 

resolution of trade tensions 

and Brexit, and an end to 

NZ’s economic deceleration. 

Monetary policy has done 

some work to lift growth; the 

Government also has plenty 

it could do.

Australia hasn’t had a 

recession for 28 years, 

something NZ can 

actively aspire to. 
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In a global context the two 
economies which continue to 
have the most influence on 
world growth outcomes are 
the US and China. 
Over the past year both these 

countries have been challenged by 

deteriorating outcomes. A major 

catalyst for this has been the Sino-US 

trade tensions which have created 

uncertainty across the global supply 

chain and weighed on corporate 

profits. The recent reporting of 

third-quarter GDP growth for the 

US, as being the second slowest rate 

since early 2016, was testament to 

this with business fixed investment 

being particularly hard hit. Recent 

announcements though suggest 

that the potential for progress on 

this issue appear to be improving. 

Although time frames are fluid, it 

looks like the Chinese will soon be 

back buying agricultural product and 

progress has been made on issues 

surrounding Intellectual Property. 

Our expectation is that Trump needs 

progress on trade before the elections 

in 2020 and Beijing is also feeling 

anxious about the consequences of 

the dispute on their manufacturing 

industry. Even if a comprehensive deal 

is not signed, any sense of a truce 

between the two parties should augur 

well for risk assets such as equities. 

Signposts to watch  
out for in 2020
 Slade Robertson, Managing Director, Devon Funds Management

Equity investors have enjoyed an incredible ride over the past decade with the US S&P 500 index rallying 

over 300% since early 2009, and New Zealand’s NZX 50 up by a similar amount. This performance has 

been supported by a range of sources including record low interest rates, massive liquidity strategies from 

the major central banks and government fiscal initiatives. As we look into 2020, with many stock markets 

trading at, or near to, all-time-highs the question many are asking is where we go from here and what are 

the most significant signposts to look out for. 

In response to the recent 
slowing growth dynamic, 
central banks have again been 
implementing supportive 
strategies.
The US Federal Reserve, for example, 

has cut interest rates three times since 

July this year (0.75% collectively). This 

directional shift is important because 

it has occurred against a backdrop 

where the Fed had stopped their 

Quantitative Easing programme in 

2014, began raising rates in 2015 and 

initiated a reduction in their balance 

sheet in 2018. Today though we see 

global money supply accelerating 

and yield curves are beginning to 

steepen. What this means is that the 

interest rates on longer duration bonds 

are increasing which is historically 

a sign that the growth outlook is 

beginning to improve. Ultimately this 

is also positive for equities because 

corporate profits are leveraged 

to aggregate demand, and with 

inflation remaining stubbornly low 

(and we expect it to remain so over 

the medium term) any disruption to 

the recovery thesis will be met by a 

central bank response. At the Fed’s 

most recent meeting Chair Jerome 

Powell highlighted that the stance of 

policy was now “appropriate” to keep 

the economy growing moderately, the 

jobs market strong and inflation near 

the central bank’s 2% goal. A recent 

Fed Senior Loan Officer’s Survey 

highlighted that a recovery in loan 

demand is occurring in the US which 

is encouraging because it is evidence 

that conventional monetary policy 

continues to be an effective tool. 

Politics next year will also 
be of critical importance to 
the way in which financial 
markets perform. 
Regardless of your view of President 

Trump, his impact on US (and global) 

stock prices since his victory in 

the 2016 presidential contest has 

been positive. Corporate America 

has benefited from a number of his 

policies, although the Tax Plan that 

he introduced in December 2017 was 

of particular importance. Included 

within this was a range of cuts to 

individual tax rates and a reduction 

in the corporate rate from 35% to 

21%. As we look towards November 

2020 (the next US election) there will 

be a great deal of attention on the 

impeachment process and the ultimate 

Democratic nominee to contest the 

presidency. Although we won’t have 

a clear indication of who this will be 

until March next year, a number of the 

current front-runners are looking very 

left-wing and therefore perceived by 

the market to be business-unfriendly, 

if they were to be elected. An 

example of this is that if a Democrat 

was successful in their bid and they 

reversed the 2018 corporate tax cut to 

once again being 35%, the estimated 

impact on S&P 500 earnings-per-share 

would be a hit of 7%. As is typically 

the case though, there is often a drift 

towards the centre as the process 

moves forward but this is something 

that investors will closely monitor. 

Recent success for the Democrats in 

Kentucky’s gubernatorial race as well 

as Republican losses in the Virginian 

state legislature have further clouded 

the picture. 

In New Zealand and Australia, 
the economic climate is still 
somewhat uncertain.
Although in Australia there is evidence 

that we have passed the trough with 

recent housing data in particular 

providing cause for encouragement. 

After falling in general by 8.4% 

between 2017 and June 2019, 

property prices as a whole are now 

2.9% off their recent lows and the 

best performing capital city over the 

three months to October this year 

is Melbourne, up 5.5%. In a recent 

statement by RBA Governor Philip 

Today though we see global 

money supply accelerating 

and yield curves are beginning 

to steepen. What this means 

is that the interest rates on 

longer duration bonds are 

increasing which is historically 

a sign that the growth outlook 

is beginning to improve.
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The only awards and ratings we considered in making our above determination are: 2019 Zenith Fundsource KiwiSaver Manager of 

the Year (won by ASBGI), 2019 Canstar Outstanding Value KiwiSaver Scheme Provider Award (co-won by ASBGI), 2019 Morningstar 

KiwiSaver Fund Manager of the Year (ASBGI was a finalist but did not win) and the 2020 SuperRatings KiwiSaver scheme ratings 

(ASBK received a platinum rating).

SuperRatings does not issue, sell, guarantee or underwrite this product. Go to www.superratings.com.au for details of its ratings 

criteria.

For more information on the Zenith Fundsource awards, please see our website.

2019’S
MOST
AWARDED
KIWISAVER
SCHEME.

2019 WINNER

FUNDSOURCE

Join the scheme the judges chose.
ASB KiwiSaver Scheme

Interests in the ASB KiwiSaver Scheme (Scheme) are issued by ASB Group Investments Limited, a wholly owned subsidiary of ASB Bank Limited 
(ASB). ASB provides Scheme administration and distribution services. No person guarantees interests in the Scheme. Interests in the Scheme 
are not deposits or other liabilities of ASB. They are subject to investment risk, including possible loss of income and principal invested. For more 
information see the www.asb.co.nz/documents/kiwisaver/forms/product-disclosure-statement.html, ASB KiwiSaver Scheme Product Disclosure 
Statement available from ASB’s website and the register of offers of financial products at  https://disclose-register.companiesoffice.govt.nz (search 
for ASB KiwiSaver Scheme).
The only awards and ratings we considered in making our above determination are: 2019 Zenith Fundsource KiwiSaver Manager of the Year (won by 
ASBGI), 2019 Canstar Outstanding Value KiwiSaver Scheme Provider Award (co-won by ASBGI), 2019 Morningstar KiwiSaver Fund Manager of the 
Year (ASBGI was a finalist but did not win) and the 2020 SuperRatings KiwiSaver scheme ratings (ASBK received a platinum rating). SuperRatings 
does not issue, sell, guarantee or underwrite this product. Go to www.superratings.com.au for details of its ratings criteria. For more information on 
the Zenith Fundsource awards, please see our website.

Lowe, he noted that “the low level 

of interest rates, recent tax cuts, 

ongoing spending on infrastructure, 

the upswing in housing prices in some 

markets and a brighter outlook for the 

resources sector should all support 

growth”. GDP is forecast at 2.25% next 

year, rising to 3% in 2021. 

Unfortunately for New Zealand our 

economic cycle appears to be lagging 

behind that of Australia with recent 

business confidence reported at the 

lowest levels since 2009. Trading 

activity declined and a net 11% of 

businesses reported a decline in 

demand over the September quarter. 

At the RBNZ’s recent policy meeting 

rates were left unchanged but they did 

identify scope for additional monetary 

and fiscal stimulus if required. Similar 

to the US, we are also entering into an 

election year in 2020. The implications 

for local equities are unlikely to be as 

potentially dramatic as they could be 

in the US but under our MMP electoral 

voting system and with a number of 

referendums to also be considered 

there will be plenty of noise for 

investors to work through. 

Turning to equity valuations, 
global markets are not looking 
overly expensive. 
Despite the strong strength and 

duration of the bull market, the 

price-to-earnings multiple for global 

stocks (as captured in the Morgan 

Stanley Capital Index) is currently 

only broadly in line with historical 

averages but relative to bonds, 

equities look very attractive. The 

corporate earnings cycle in the US is 

also looking productive with third-

quarter results (currently being 

reported) surprising on the upside. 

This has resulted in earnings-per-share 

growth assumptions for the S&P 500 

beginning to inflect higher. 

In Australia the opportunities 
for investors into 2020 are 
somewhat sector dependent. 
The major banking stocks will continue 

to operate under the weight of change 

resulting from the Royal Commission 

and increased capital requirements 

whilst the mining sector looks well 

positioned to leverage off improving 

global macro fundamentals and 

commodity prices. 

In New Zealand, we remain 
encouraged by the high 
quality of many of our 
listed businesses, but we 
need to remain wary of the 
idiosyncratic risks which 
exist in our local market. 
The recent review by Rio Tinto on the 

Tiwai Point Aluminium Smelter is a 

good example of this dynamic. Despite 

the NZX 50 Index looking expensive 

on traditional measures, we continue 

to believe that our local exchange 

is well positioned to benefit from 

ongoing international investor demand 

(many of those hunting our cash 

dividend yield of 3.5%), KiwiSaver and 

corporate earnings which are forecast 

to grow by over 7%. 

I n summary, the world continues to face a range of uncertainties, but this is 

always the case. Stock markets provide a great window into the medium-term 

prospects of economies and corporate potential and when all factors are 

considered today, and looking into 2020, it appears that the incremental changes 

being experienced are positive. We believe that risk assets, such as equities, will 

perform well going into next year but a close eye will need to be kept on events such 

as central bank policies and the US election. 

Despite the strong strength 

and duration of the bull 

market, the price-to-earnings 

multiple for global stocks (as 

captured in the Morgan Stanley 

Capital Index) is currently only 

broadly in line with historical 

averages but relative to bonds, 

equities look very attractive.



What to look for in a 
responsible investment
Joanna Walton, Senior Manager, MIS Operations and Product Management

An interesting development in the investment arena has been 

the increasing range of financial products claiming to be ‘green’, 

‘responsible’ or ‘ethical’; and the growing investor interest in this area. 

But what does it mean to be green? What should an investor look for 

when interested in an investment that presents itself to be green?

What things are there to 
consider? 
There are currently no agreed 

standards that relate to exactly what 

makes an investment responsible. 

The key risk that then follows for 

RI products (as distinct from other 

types of investment) is the danger of 

mis-representation, ‘greenwashing’, 

or potential for confusion by investors 

about what they have invested in, and 

that this leads to negative outcomes. 

There are also different views about 

whether RI is associated with a risk of 

lower financial returns. ASB considers 

this a rapidly evolving area, and as 

such objective information about 

relative costs and performance of 

green, ethical or otherwise responsible 

investment approaches is not yet 

available. We are aware that several 

credible industry commentators 

believe that a skew towards more 

environmental investments will ensure 

greater resilience against climate 

and reputational risk, and therefore 

position an RI investment for stronger 

long-term performance. 

However, it is ASB’s view that there is 

not yet sufficient evidence to support 

the conclusion that responsible 

investing adds to investment 

performance outcomes. To gain 

certainty about this would require 

good quality data through at least one, 

but better many, market cycles. The 

approach has simply not been around 

for long enough to enable this level of 

analysis. 

ASB launched its own ASB KiwiSaver 

Scheme Positive Impact Fund and ASB 

Investment Funds Positive Impact Fund 

in July this year; so this is an area that 

we are actively engaged in. We will be 

monitoring the funds’ performance 

closely to inform our understanding in 

this area.

What key questions should I 
ask before investing? 
We believe that this is similar to the 

questions that investors should ask 

themselves about any other type of 

investment product. Investors should 

ensure they read and understand the 

disclosure material and understand 

what the labels on the product (such 

as ‘responsible’, ‘ethical’ or ‘green’) 

mean in relation to that particular 

investment product. 

We also believe that it is equally 

important that the investor 

understands the risk profile of the 

investment and ensure that it aligns 

with their risk-appetite and investment 

timeframe. Investors need to ensure 

they understand that this type of 

investment may have more unknowns 

relative to traditional investment 

products, especially in relation to the 

volatility and risk/return attributes of 

the product, as it is a relatively new 

area of investment.

If you’re interested and would like to know more about responsible investment, we have 

published articles on this in previous issues which you can find on our ASB Progress 

magazine web page, or we discuss responsible investing on our podcast, ASB Investment 

Podcast. See our list of podcast episodes on page 20.

I n ASB’s view, the key features of 

a green, ethical or responsible 

investment product comprise 

consideration of both of these two 

key points: 

• the stated objectives of the 

investment to deliver certain social 

or environmental benefits alongside 

a financial return; and

• sound governance, management 

and compliance measures to ensure 

these are delivered. 

On the first point, responsible 

investment (RI) includes concepts 

such as ‘ethical’, ‘sustainable’, 

‘green’ and is broader again 

than just these three terms. 

Given we all hold a wide 

spectrum of views as to what 

constitutes responsible 

investing, setting definitive 

criteria can be hard. For 

example, some people 

may want a product focussed on 

climate change solutions for whom 

investing in fossil fuels is just not 

desirable; others may prioritise issues 

related to poverty alleviation. Rather 

than making value judgements on 

investors’ behalf, we believe the right 

approach is for an investor to have the 

ability to make their own assessment 

based on credible global standards. A 

couple of examples of well published, 

widely recognised markers for RI are 

standards such as the United Nations 

Principles for Responsible Investment 

and the United Nations Sustainable 

Development Goals.

On the second point relating to 

the delivery meeting the disclosed 

objective, investors who choose a 

product labelled as responsible should 

be able to be confident that sufficient 

care has been taken to ensure that the 

beneficial outcomes claimed by the 

fund or product will be realised. 
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T he current term deposit rates 

available for the various 

terms from 90 days to five 

years are between 1 and 2.5% lower 

than their average level over the past 

10 years. After a decade of falling 

interest rates, it’s understandable that 

savers are asking “how much worse 

can it get?” And with a wary eye on 

offshore markets, some have even 

asked us if we could see the RBNZ 

move the Official Cash Rate (OCR) 

into negative territory as we have 

seen elsewhere.

Before discussing the interest rate 

outlook and how low interest rates 

could actually fall, it is important to 

note that savers need to focus on 

their after tax returns after adjusting 

for inflation. Yes, deposit rates on 

offer were considerably higher 

back in the 1970s and 1980s (see 

chart). However, this was typically 

outstripped by faster increases in 

consumer prices, eroding inflation 

adjusted terms. Deposit rates at 

present are historically low, but so is 

inflation, leaving inflation adjusted 

returns for savers still low, but close 

to long-run averages. 

Back then to our interest rate view 

and discussion of how low the lower 

Chris Tennent-Brown, Senior Wealth Economist and 
Mark Smith, Senior Economist

How low can  
interest rates go?

Low interest rates have been helping borrowers and frustrating savers 

over recent years. Term deposit rates have been trimmed several times 

over 2019, and are now at their lowest levels since the 1960s. 

would be prepared to lower the OCR 

further if needed. 

The RBNZ’s latest forecasts and 

commentary suggest it expects the 

OCR will likely remain low for several 

years, but there is a risk that it gets cut 

further. The economics team at ASB 

think it’s likely the RBNZ does deliver 

another 25bp cut in 2020 (likely May), 

and that the OCR falls to 0.75%. Our 

view that inflation and the OCR will 

stay low over the coming years has 

major implications for term deposit 

and mortgage interest rates. 

The bad news for savers is that term 

deposit rates are expected to stay 

low or even dip further over the year 

ahead. Returns won’t be eroded by 

strongly rising consumer prices, as 

has sometimes been the case in the 

past. Nonetheless, many investors 

are rightly concerned about the 

income drop caused by the lower 

term investment rates available today 

compared to earlier years. And it’s not 

like inflation is zero – it’s still there, 

eroding some of the real value of 

investment returns, including those 

from term deposits. Returns on the 

longer term investments (two-five 

years) are typically higher than for 

shorter terms, but that is not the case 

at present, which adds to the current 

challenge of generating income from 

term deposits. 

Meanwhile, mortgage interest rates 

are expected to stay at low levels over 

the next few years. RBNZ OCR cuts, if 

delivered, could see some rates ease, 

while the RBNZ’s increased capital 

requirements are an opposing upward 

influence on customer lending interest 

rates. Underlying NZ wholesale 

rates have also pushed higher over 

recent months, following the move 

up in global counterparts, with local 

rates also rising after the RBNZ’s 

unexpected decision to keep the OCR 

on hold at its November meeting. The 

lift in wholesale rates, if sustained, will 

place upward pressure on mortgage 

interest rates.

What happens if the RBNZ 
sets a negative Official Cash 
Rate?
The RBNZ could cut the OCR as low 

as -0.75% according to our estimates 

of the absolute ‘limit’ of the OCR. A 

negative OCR is expected to work in a 

similar way to conventional monetary 

policy, by lowering interest rates 

across the yield curve and stimulating 

economic activity. Under a negative 

interest rate policy, banks are required 

to pay interest for depositing excess 

reserves with the central bank. That 

way, the central bank penalises 

financial institutions for holding 

on to cash in hope of prompting 

them to boost lending. Exactly how 

negative any country’s policy rate (in 

New Zealand, the OCR) could go is 

theoretically constrained by how costly 

it would be for institutions to securely 

hold physical cash. If these costs are 

low, it would be preferable to hold cash 

over placing funds in an account with 

negative interest rates. 

Banks in NZ hold settlement accounts 

with the RBNZ that are used to settle 

transactions between each other or 

with the Government. If the OCR is 

set to a level that would impair the 

functioning of key financial sector 

firms, the transmission of further 

policy interest rate reductions to the 

wider economy would be hampered. 

In the NZ banking system, paying 

negative interest rates on settlement 

balances would be costly to banks, 

particularly when settlement cash 

balances are large. 

Term deposit rates are 
expected to remain positive, 
but can approach zero
Another constraint is that the level 

of the OCR will likely have to be 

such that it still delivers positive 

retail deposit interest rates. The NZ 

Treasury cites international evidence 

that while banks remain willing to 

deposit funds at the central bank when 

the policy rate is negative, they are 

reluctant to let retail interest rates 

turn negative. Government bond yields 

have generally been negative in some 

European jurisdictions and Japan, 

but retail deposit and mortgage rates 

(Denmark excepted) have not. 

Financial institutions in NZ rely on 

deposits for a significant chunk of 

their funding, with deposits equivalent 

to approximately 80% of total 

lending to households, businesses 

and agriculture. About half of total 

bank deposits are from the household 

sector, whereas slightly more than 

60% of bank lending is provided to 

households. If retail deposit rates were 

to fall below zero, it is likely households 

and businesses would prefer to hold 

physical currency, increasing the 

demand for cash and limiting the 

efficacy of monetary policy. 

Since the Global Financial Crisis (GFC) 

the gap between the OCR and NZ 

retail deposit and lending interest 

rates has widened. This is typically the 

result of banks moving to secure more 

stable (but typically more expensive) 

funding. The gap between various 

short-term deposit interest rates and 

the OCR is roughly 1% on average, 

which is wider than that observed in 

other OECD economies. If this gap 

persists, we think the OCR could go 

as low as -0.75% and banks would 

still be able to offer a positive deposit 

rate to customers. Assuming the floor 

for retail deposit interest rates is 

around zero (or slightly above it), we 

expect the floor for lending interest 

rates in NZ is likely to be around 2% 

to 3% rather than 0% (or below it). 

Very low OCR settings could also 

result in lenders passing on costs 

that they have typically absorbed in 

their margins, with a negative OCR an 

added cost to bear. 

We stress that a negative OCR and the 

abovementioned impacts on mortgage 

and term deposit rates are not our 

central forecast, but we can’t rule out 

the possibility the RBNZ could send 

the OCR lower than it is today, and 

potentially below zero.
Source: RBNZ, Stats NZ, ASB

bound on the OCR could be. To be 

clear, our view remains that the trough 

in the OCR will be positive, around 

0.75% to be a bit more specific. But 

if the proverbial does hit the fan, the 

RBNZ could cut the OCR to its limit, 

which we think is potentially as low as 

-0.75%. In this article we discuss our 

current view on interest rates, what 

is meant by negative interest rates, 

and what all this means for bank term 

deposit and mortgage rates. 

What are we actually 
expecting?
Our view is that interest rates for 

most term deposits are going to stay 

very low over the years ahead. For 

the popular term deposit rates – short 

terms up to one year – a key influence 

is what the RBNZ does with the Official 

Cash Rate (OCR). The RBNZ adjusts 

the OCR to help it achieve its price 

stability (inflation) and employment 

objectives, and currently have it set at 

a record low 1 %. The RBNZ has a 1-3% 

target range for inflation, and would 

like it to be around 2% per annum 

on average. However, NZ consumer 

price inflation (CPI) has averaged just 

over 1% per annum over the past five 

years. This has been a little too low for 

the RBNZ’s liking, hence the 75 bps 

of OCR cuts so far this year and the 

signal from the RBNZ in the November 

Monetary Policy Statement that it 
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Achieving what’s  
important to you
Rebecca Drummond, Regional Wealth Manager, ASB

Why would you have a goal?
No matter what the field there’s a 

common theme that applies to people 

who succeed, they all have goals. The 

goal creates a specific and clear desired 

state that the person wants to achieve 

within a set timeframe. This allows them 

to understand the actions they can take 

now to influence the future state and 

place markers along the way so they 

know how they’re tracking towards the 

goal. With no goal what are your actions 

working towards? 

As we move into a New Year and take a break, many people will be using the time to reflect on their 

goals for the year gone and the year coming. These goals cover anything from exercising more to 

reading more books or maybe they are more financially-based goals. I wanted to take this time to look 

at the latter, why they’re not always straightforward and why they’re important.

Sticking it out
When everything is rosy it’s easy 

to stay the course, it’s when there’s 

adversity that things get interesting. 

Typically in investments it’s when 

markets get wobbly and investors start 

panicking and react by pulling their 

money out. I completely understand 

this sentiment, both personally as 

an investor and as an investment 

advisor. Essentially your emotions 

start taking control and the thinking 

becomes, “I have to get out before 

I lose all my hard-earned money”. 

This is when having a clear goal and 

a strategy really pays dividends. 

It will allow you to focus on them 

rather than the current issues and 

assess if they’re still relevant for 

you. In practice if your goals and 

circumstances have not changed then 

the strategy will still be appropriate, 

your decision should not be based on 

what the market is doing. I’ve had this 

conversation with customers many 

times over and the key is to focus on 

the goals and timeframe of that goal. 

We ask questions such as “are they 

still achieving what they wanted it 

to?” (even in times of market noise), 

and the majority of the time, upon 

reflection on the goal, the strategy  

is still appropriate and they stay  

the course. 

Even through the GFC when markets 

had fallen in some cases up to 50%, 

and portfolio values had fallen up to 

25%, the key focus was relooking at 

why the money was invested in the 

strategy in the first place and was that 

still appropriate. Through this period 

my role was to review client’s needs 

and goals and ultimately reassure 

them that they were still on track to 

achieve these, even in that sort of 

market uncertainty. 

Review and reset
Circumstances and goals do change. 

Taking the time to review your goals 

is critical to ensuring that the strategy 

employed remains relevant. Often the 

changes that people don’t consider 

are those that aren’t directly financial. 

We seek to review these with our 

clients at least once a year and we 

are frequently revisiting the strategy 

we’ve set up as a result to ensure 

they’re in the right strategy and to give 

them reassurance they’re on track to 

achieve what they want. If they’re not 

on track it’s a great time to readjust 

the plan and make adjustments to help 

them get them there. 

When it comes to finances it is no 

different. Financial goals can vary. 

They can be specific, such as I 

would like to save a set amount of 

money to achieve a particular goal 

e.g. purchase a car, house deposit 

or a holiday. They can also be less 

clear, such as I want to be financially 

comfortable when I retire. The latter 

needs to be developed so that it can 

become specific and thus understand 

what actions need to be taken to 

help achieve it. For example, I’d like 

to have $50k per year in retirement 

in order to be comfortable. Knowing 

that figure then allows you to work 

backwards to figure out what actions 

need to be undertaken. This is a 

common process we go through with 

customers, helping them understand 

their goals. 

It isn’t always easy to establish a 

goal because it isn’t always clear 

what the crux of it is, how much 

am I going to need a year to 

be comfortable? Furthermore, 

there can be competing 

priorities or even differences in 

opinion; this happens all the time with 

couples. Fundamental is to reach a 

point where the agreed goal is specific 

and realistic. When working with 

customers the first thing we focus 

on is planning and quite often the 

role of the Wealth Manager is to help 

customers articulate in specific terms 

what their goals mean. We help them 

to understand what a good retirement 

means to them (this can be very 

different to everybody) and then work 

with them to get a $ figure. 

Part of the planning process is also 

identifying a timeframe of when 

funds are needed and are often 

broken down to “every day, rainy day 

and someday goals”. 

Once we have agreed on the goals 

we can then begin to understand 

the strategy needed to achieve the 

outcome they want. This can mean 

we look at saving and spending habits 

as well as the actual underlying 

investment solutions.

TIPS Having goals and achieving them is a great feeling.  
Here are my top tips for setting and managing your goals:

1 Understand your current 

situation: Review your assets 

and liabilities, your income and 

expenses. Most importantly, be 

honest with yourself. Often people 

overstate income and understate 

expenses. 

4 Track how you are going: 

Ensure you take time to 

reflect how you are tracking 

towards your goal. I like to check 

in at least every few months for an 

annual goal. This process means 

you can make adjustments, and it 

leads on to the next of my tips.

2 Establish a goal: With the 

knowledge of your current 

situation set a realistic goal and make 

sure it’s specific. Once again, be honest 

about what’s achievable. An example 

is if you have a mortgage it won’t just 

be to become mortgage free, but it will 

be “I want to pay it off by the time I am 

X years old and this year I will make 

payments of X”.

5 Review: Spending time to 

review your situation and goals 

is critical. Life changes and so should 

your goals. At the least schedule the 

time in annually to sit down and go 

over them to check that things haven’t 

changed, if they have you will need to 

consider your strategy.

3 Set your strategy: This 

might require making 

adjustments to your lifestyle or the 

structure of your assets. A lot of 

people can fall over at this stage as 

they don’t take the action required 

to meet the goal, the common one 

being a change in spending.

6 Seek advice: Finally, if you’re 

not sure how to even start 

looking at how to set and achieve 

your goals, then get some advice. 

An adviser will be able to help you 

navigate through the key questions 

and topics to think about, working 

with you to ensure the right plan is 

put in place. 
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Listen and subscribe to the new ASB Investment Podcast 
on Apple Podcasts or Spotify today.
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ASB Investment 
Podcast

In February this year we posted our first podcast on Australasian shares. We had 

an overwhelmingly positive response and requests to record more and now here 

we are 14 podcasts later!

In case you haven’t put a face to the voice, our host is Jonathan Beale. Other 

regular voices include Chris Tennent-Brown, John Smith, Mairead Needham and 

Chris Wilson.
Jonathan Beale

GM Wealth and Insurance 
Distribution

Chris Tennent-Brown
Senior Wealth Economist

John Smith
Head of Asset Management

Mairead Needham
Senior Investment Analyst

Chris Wilson
Head of Wealth Advisory

PODCAST EPISODES TO DATE
Here is our full list of episodes which you can listen to via Spotify, 

Apple Podcasts or asb.co.nz/podcasts. Enjoy!

14: Fixed income investments with State Street Global Advisors

13: Market update 8 Nov 2019

12: Investment stewardship with Vanguard 

11: Market insights from BlackRock 

10: Positive news from ASB

09: OCR cuts and August market update

08: How low will rates go?

07: Market update 14 June 2019 

06: How bad news can impact the market

05: Active vs passive management

04: Market update 29 March 2019

03: The Tax Working Group recommendations
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Key characteristics  
of a good stock
Craig Stent, Executive Director,  
Head of Equities, Harbour Asset Management

A s a growth manager, Harbour’s core philosophy is to consider the uniqueness of a 

company’s growth opportunity. Growth stocks are defined by under-appreciated 

growth that can deliver continued secular growth into the future. A key feature 

is the likelihood that compounding earnings growth is not factored into the share price 

today, and nor are the value of options potentially available to the company. Often growth 

stocks also have potential strong cash flows in future years which can be used for further 

investment in business expansion across geographies, tangential businesses or upstream 

and downstream value chains.

Strong leadership – CEO, 
executive team and board
The success of the business is driven 

by the leadership and direction of the 

executive team and board. Alignment 

of interest with shareholders using 

incentives and compensation 

alongside an independent board are 

important considerations.

Exhibits strong 
environmental, social and 
governance (ESG) values
ESG values and companies’ 

approaches to this are critical 

considerations when investing and 

have grown in importance. How the 

company treats its employees and 

the environment along with how 

they conduct themselves in society 

are important metrics. Our research, 

spanning more than a decade, shows 

evidence that companies that score 

well across these areas tend to provide 

superior investment returns for 

shareholders over time. 

Valuable options in research 
and development and 
adjacent markets
A company that invests in its future 

through R&D can provide further 

opportunities for product extension, 

adjacent markets or improvements 

in its core offerings. In many cases, 

the market doesn’t price these 

options in until they are nearer to 

commercialisation but, if successful, 

they may provide material upside to 

earnings and valuations. 

Positive quantitative data 
and Harbour analyst rating
Harbour analysts consider all of the 

above aspects in evaluating growth 

prospects and the industry structure. 

This is done to try and identify the 

gap between consensus earnings 

or other financial forecasts and our 

analyst’s expectations. Knowledge of 

each industry is an essential part of 

appreciating the relative valuation of 

individual companies. Each analyst is 

encouraged to engage with company 

So, how do we identify 
and evaluate great growth 
companies to invest in?
The attractiveness of the growth runway can 

be viewed through various lenses but, at a 

high level, we are attracted to, and anchor in 

portfolios, companies that are exposed to or 

possess several key features.

Strategic market position and 
megatrend tail winds
Firstly, what is the company’s strategic 

market position, and do they benefit from 

one or more of the megatrend tail winds? 

These tail winds come in different forms 

and may include:

• Demographic changes whether this 

is an ageing population or the rise of 

changing preferences of millennials 

• Healthcare advances or the provision 

of services, which is an ever-growing 

sector

• Technology as a key enabler, and/or 

the company is leading the technology 

conversion

• Exposure to changing consumer 

preferences particularly, but not limited 

to, the Asian economies 

• Sustainable and responsible business 

practices and the increased focus on 

this by investors

Large addressable markets
The size of the addressable market is an 

important feature for the length of the 

growth runway. How quickly the company 

can grow within its market by disrupting 

incumbents or growing with the category 

are important considerations.

Great business model with 
increasing returns to scale
A key concept for many growth stocks 

is whether the company might benefit 

from increasing returns to scale. Typical 

investment models incorporate the 

concept of reducing returns to scale on 

marginal investment. If it is possible to 

find companies with increasing returns to 

scale, then it is likely that a company has 

compelling growth characteristics. 

management, competitors, suppliers 

and customers on a regular basis to 

develop further insight into overall 

operations. Sitting alongside the 

analyst’s rating of the company is 

consideration of the quantitative 

data of the company which we use 

to compare, contrast and filter the 

opportunity set. 

Whilst Harbour has a focus on 

identifying growth companies for the 

long term which exhibit these features, 

yield and quality are also assessed. 

There is a role in portfolios for these 

factors to provide attractive risk-

adjusted returns, and to balance high 

growth-oriented strategies.

Transformation in our economic, 

technology and demographic 

structures provide challenges to all 

investors. Right now, we believe that a 

growth investing style ought to provide 

an opportunity for investors to achieve 

superior returns, especially when 

taking a longer-term view of investing. 

HARBOUR EVALUATION MODEL

STRATEGIC MARKET 
POSITION &

MEGATRENDS
TAILWINDS

GREAT BUSINESS 
MODEL WITH

EXHIBITS STRONG 

HARBOUR BUY 
RATING

IN R&D & 
ADJACENT MARKETS  

TEAM-LEVEL WITH 
INDEPENDENT BOARD  

INCREASING 
RETURNS TO 
SCALE 

ENVIRONMENTAL, 
SOCIAL AND 
GOVERNANCE 
VALUES POSITIVE 

QUANTITATIVE 
DATA AND 

VALUABLE 
OPTIONS

LARGE 
ADDRESSABLE 
MARKET STRONG 

LEADERSHIP

Source: HarbourThis does not constitute advice to any person.
www.harbourasset.co.nz/disclaimer 
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T hat has certainly been the 

case over the past three 

years or so. Economic 

conditions have softened – both within 

New Zealand and offshore – resulting 

in interest rates being cut to help 

support economies. Here, the Reserve 

Bank of New Zealand has lowered 

borrowing costs by 0.75% in 2019, 

reducing the official cash rate to an 

all-time low of 1%. Policymakers are 

continuing to debate whether further 

cuts are warranted.

The deteriorating economic 

background has been reflected in the 

local fixed income market. Yields on 

10-year New Zealand government 

securities – a good barometer of the 

overall domestic bond market – have 

more than halved, from nearly 3.50% 

at the end of 2016 to around 1.40% 

today. Remember, there’s an inverse 

correlation between bond yields and 

prices; the sharp move lower in yields 

has therefore resulted in favourable 

returns from fixed income portfolios.

That’s great for investors who’ve had 

exposure to bonds, but what does it 

mean for the outlook going forward? 

Investors are increasingly questioning 

whether it might be time to lock 

in gains and remove allocations to 

fixed income investments. As well 

as record low cash rates in New 

Zealand, official interest rates are 

below zero in Europe and Japan 

and are being lowered elsewhere, 

most notably in the US. Moreover, 

increasingly accommodative policy 

settings by global central banks – and, 

in some cases, the introduction of 

‘Quantitative Easing’ measures – have 

driven yields below zero on more 

than a quarter of government bonds 

on issue worldwide. How much lower 

can they go?

Against this background, it is 

understandable that investors are 

questioning whether bonds still have 

a role to play in portfolios. 

In our view, they certainly do. In 

the interests of full disclosure, First 

Sentier Investors manages more than 

NZ$16bn of fixed income securities 

across New Zealand and Australia,  

so our view probably won’t surprise 

too many people. But, even after 

putting unintended biases to one  

side, there remains a clear case to  

support ongoing allocations to  

defensive, income-oriented 

investments like bonds. 

The asset class still has an important 

role to play in most well-balanced, 

diversified portfolios, even though the 

future return profile is less appealing 

than it has been in the past.

Bonds – have they reached 
the end of the line?
Stephen Cooper, Head of Australian & New Zealand 
Fixed Income, First Sentier Investors

Bond markets typically fare quite well during periods of 

economic uncertainty. All else being equal, decelerating 

economic growth dampens inflationary pressures, increases the 

probability of interest rates being lowered and, in turn, pushes 

bond yields lower.

1) Their low risk profile. Given very 

low default rates, government 

securities are almost guaranteed 

to generate positive returns if held 

to maturity.

 Even though the overall 

indebtedness of most countries 

is increasing worldwide, the risk 

of default on debt issued by 

sovereigns in their own currency 

remains extremely low. This is 

affirmed by credit ratings, which 

provide an independent view of 

issuers’ ability and willingness to 

repay their debt. Currently, New 

Zealand government debt is rated 

AAA by Moody’s; the maximum 

possible rating and one that’s only 

awarded to a handful of issuers 

worldwide. With the ability to 

print currency if required to meet 

debt repayment obligations, the 

likelihood of non-payment is  

very low. 

2) A reliable source of income. 

Again, almost all bond issuers 

– including both governments 

and companies – are well placed 

to service their debt servicing 

obligations and make regular 

coupon payments to investors.

 While some global bonds are 

now showing negative yields 

to maturity, New Zealand 

government bonds still offer 

positive and secure income for 

investors. Most securities make 

coupon payments semi-annually. 

Yields and potential income are 

higher in corporate debt markets; 

bonds issued by companies 

typically provide higher yields 

than government securities 

given their inherently higher risk 

profile. With interest rates so low, 

most companies are currently 

able to comfortably meet their 

debt repayment obligations and 

profitability is holding up quite 

well among high quality firms. 

Accordingly, while the risk profile 

of corporate debt is always 

evolving, credit markets continue 

to offer opportunities for income-

based returns with a relatively low 

risk of capital loss.

3) A hedge against falls in equities. 

Allocations to fixed income 

securities have historically helped 

preserve capital during equity 

down markets, effectively  

providing a cushion against falling 

share prices.

 Even with yields below zero in 

some regions, the historical 

negative correlation between 

equities and bonds during 

periods of equity market stress is 

expected to persist worldwide (for 

reasons outlined in the first point 

above). During times of elevated 

uncertainty, a ‘flight to quality’ into 

defensive assets with perceived 

capital security and plentiful 

liquidity would be anticipated, 

helping to maintain the historical 

relationship between equities  

and bonds. 

The historical reasons for holding bonds include:

There is still some scope for capital appreciation from New Zealand bonds too. If 

cash rates are lowered further in 2020 as has been talked about, government bond 

yields could conceivably come under further downward pressure. This would push 

prices higher, augmenting income from coupon payments and lifting total returns. 

With yields at ~1.40% instead of ~3.50%, the expected return profile of New Zealand 

bonds is clearly lower than it was three years ago. But, importantly, all of the above 

characteristics are likely to hold over the medium term, underlining the ongoing appeal 

of bonds as part of a broader asset allocation mix.

The asset class still has an important role to play in 
most well-balanced, diversified portfolios, even though 
the future return profile is less appealing than it has 
been in the past.

The information provided in this article is not intended to be financial advice and does not take into account the investment objectives, financial situation and particular 
needs of any particular person. Professional investment advice from an appropriately qualified adviser should be taken before making any investment decision.
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H owever, these families are 

not alone. For over 40 years, 

Child Cancer Foundation 

has been there to support children 

with cancer and their families. When 

a diagnosis is confirmed the family is 

assigned a Family Support Coordinator 

who provides support throughout the 

child and family’s cancer experience, 

which can span years. 

Cancer doesn’t stop for  
Christmas and neither does  
Child Cancer Foundation’s support

Christmas is a special time of year for many families across New 

Zealand. But sadly, over December and January, around 20 families 

will hear the heart-breaking news that their child has cancer. For 

these families, their world will be turned upside down in a blink of an 

eye and they will suddenly have to navigate bewildering treatment 

regimens and upheaval when they were expecting to spend special 

family time together. 

We are very proud to be associated with such a wonderful 

organisation which helps families across New Zealand going 

through an incredibly challenging time in their lives. From 

wearing wigs, collecting money on street corners, holding 

bake sales to making donations, ASB Wealth loves getting 

involved and supporting the Foundation whenever we can.

Jonathan Beale 

General Manager of Wealth and Insurance Distribution, ASB

We bring Christmas to these families by putting 

together festive food hampers which are delivered 

to newly diagnosed and palliative families. Those 

families that particularly feel overwhelmed at this 

time of year. The hampers include a selection of 

delicious festive treats, which are contributed to 

by generous donors such as the Aussie Butcher, 

Countdown and The Warehouse among others. With 

the help of volunteers from ASB Wealth, the hampers 

are delivered to families across New Zealand. 

In addition to the hampers, our Connect Groups 

arrange special Christmas parties across the 

country where the children and families we 

support are given the opportunity to meet Santa 

and enjoy some wonderful festive fun. Children 

with cancer in hospital are not forgotten either. 

In the run up to Christmas, our Family Support 

Coordinators deliver Christmas treats to children 

who have to stay in hospital over Christmas. 

Child Cancer Foundation and ASB Wealth have 

been working together to support Kiwi kids 

with cancer and their families since 2015. This 

relationship has gone from strength to strength, 

evolving from donations for each new ASB Wealth 

client to engaging in other fundraising initiatives 

on behalf of the Foundation throughout the year. 

Thank you ASB Wealth for your generous, 

ongoing support. Your support is so important to 

children with cancer and their families not only at 

Christmas but throughout the year. From everyone 

at Child Cancer Foundation, we wish you a safe and 

happy holiday season.

Because every family is different, we 

offer tailored support to each family. 

For instance, while one family might be 

struggling with everyday expenses like 

petrol, heating and food, another family 

may be feeling the effects of separation 

and isolation. By working closely 

with each family, our Family Support 

Coordinators can identify what families 

are struggling with most and how best 

we can support them. 

At Christmas, in addition to our 

‘everyday’ support, we go the extra 

mile in tandem with business 

partners like ASB Wealth 

to ensure that families 

can still join in on some 

festive fun when 

possible.

ANNUAL STREET APPEAL 

28TH - 29TH OF FEBRUARY 2020

VOLUNTEERS NEEDED

We need volunteers to help us collect  

donations on these days around the 

country. If you are interested please go to 

childcancer.org.nz/events/street-appeal

Child Cancer Foundation’s next big 

fundraising campaign is our annual 

Street Appeal which will take place on 

the 28th and 29th of February 2020. 

Robyn Kiddle 
CEO of Child 
Cancer Foundation
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Community and connections  
Private banking is more than financial advice

We asked Chris Clark and Lance Hutchison about their lives as ASB Private 
Bankers. We found that it goes way beyond banking. 

How long have you been with ASB? 

What drew you to Private Banking?

I’ve been with ASB nearly 20 years, 

and I’ve lived in Queenstown for 11 

years. It’s a great place to live and 

do business. I’ve always enjoyed 

working with people, and as a Private 

Banker you really get to develop 

those relationships. You get to know 

people’s story and where they want 

to go.

What’s unique about your clients?

People come to Queenstown for 

all sorts of different reasons, not 

many are born and bred here. It’s 

interesting to hear what brings them 

here. It’s usually about lifestyle. Lots 

of my clients have worked hard in big 

centres around the world. They’ve 

come here to dial it back a bit and 

enjoy a bit more balance in their lives. 

Because they’re new to town, my role 

is a lot wider than discussing assets, 

investments and income streams. 

I help them achieve their lifestyle 

goals, with advice on maintaining 

an income flow so they can enjoy 

everything Queenstown offers. I 

also let them in on local secrets, like 

where to find the best trail runs, or 

the best steak.

How would you describe a typical 

day?

I love that we don’t have a typical 

day! Some of my clients are over the 

hill in Wanaka, so once a week I drive 

over to visit. We don’t have an office 

there, so I often meet them at their 

home. As well as drinking lots of 

tea, it lets me get to know them and 

their families. We can get into deeper 

conversations, and weave in their 

wider goals, not just the financial 

ones. Someone’s home instantly 

gives you a sense of who they are, 

what they love and what they’re 

working towards.

On other days I may have meetings on 

the ski field, or a chat over lunch. Or I’ll 

bump into someone on the mountain 

trail and hear their latest news. Our 

clients want to get out and enjoy the 

town, so when you can meet with a 

view over the mountains or the lake, 

it’s not a bad day at the office!

Can you tell us about your career 

before Private Banking?

I started out in banking when I was 

young. Now I’ve been in the industry 

for over 40 years. I’ve managed a 

number of branches, including a 

secondment to Rarotonga, spent 

some time in London and 12 months 

focussed on International Trade 

Finance. Before Private Banking I was 

an Area Manager looking after all 

branches from Devonport to Kaitaia. 

All that was excellent preparation for 

ASB Private Banking. I’ve been doing it 

now for over 10 years, and it’s brilliant. 

Sounds like you’ve had a very busy 

career, but I’ve heard you still find 

time to do even more outside of 

work?

Yes, I keep myself busy! 

My wife and I work with several 

community programmes. 

About 18 years ago, I founded Life 

Education Trust Auckland Central, 

and still remain its Chair. I’m proud 

of The Trust’s work, and the results 

it’s achieved. We teach kids about 

health, relationships and being their 

wonderful, unique selves. 

I also mentor students from 

Manurewa High School as part of the 

NZ Young Enterprise Scheme. I talk to 

them about setting their sights high 

in life and focussing on what they 

want to achieve. Over the years I’ve 

watched many of them go on to great 

success, and it’s so satisfying.

I’m also involved with Outward 

Bound, Auckland Racing Club and 

the Lions. I’ve conducted hundreds 

of wedding ceremonies as a wedding 

celebrant. In fact I’ve ‘married’ many 

of ASB’s people!

Phew, that’s a lot of work! How does 

your community work impact your 

client service?

It all comes down to caring about 

people. Whether it’s in volunteer 

work, being part of a wedding, or 

giving financial advice. Private 

Banking is a personalised service. 

It’s not just about loan structures, 

deposit rates and growing wealth. It’s 

actually about you, your family, and 

your aspirations. 

I’ve always enjoyed making 

connections with people, getting to 

know them and helping them achieve 

their dreams. That’s what I do as a 

Private Banker too.

What does community mean to you?

Being part of a community is about 

building trust, respect and personal 

relationships.

Having been in my role a long time, 

I’ve experienced the highs and lows 

alongside my customers. It’s a bit like 

being their family GP. 

I’m proud that my customers trust 

me with their ambitions and personal 

information. I’ve seen children grow 

to adults, business dreams come true, 

and hard work turn into success.

Lance Hutchison, QSM, JP
Private Banking Manager, Auckland

Chris Clark
Private Banking Manager, Queenstown

Sounds like you never really ‘clock 

off’. How does getting out and about 

benefit your clients?

It’s a small town and I’m often bumping 

into clients, so the banking part of my 

brain is always on.

It helps having local knowledge 

and connections. We help lots of 

clients who have just arrived in New 

Zealand and want to gain residency. 

I’ll help them invest in ways that 

meet Immigration NZ requirements. I 

can also connect them with lawyers, 

solicitors or real estate agents. As a 

local I can help them gather a team of 

professionals to make sure they get the 

right advice and set themselves up for 

a healthy financial future.

What are your customers thinking 

about? Are there some common 

trends?

I’m often asked about property 

investment and the outlook for local 

property values. Queenstown is 

changing fast and getting busier every 

year. New hotels are popping up, so 

there’s a lot of discussion about the 

short-term rental market, occupancy 

rates and tax implications. 

Interest rates are a popular subject. For 

the people that have made their money, 

I always hear “When are they going 

up?” From the clients with property, I 

hear “How long will they stay low?” 

But probably the most common 

conversation is whether it’ll be a good 

ski season. If you’re interested in finding out whether Private Banking is right for you, get in touch with your Relationship 

Manager or call our Regional Private Banking Manager, Kate Ross on 021 909 036.
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Massey study reveals our 
sources of financial advice 
Professor Ben Marshall, Massey University

The top influencer of our money 

choices are the people we live with.

We blame our parents for bad haircuts 

and not enrolling us in piano lessons. 

If you’ve always struggled to save, you 

might want to add your parents’ poor 

savings habits to the list.

Partners can be an enormous influence 

as well, and fair enough too. After all, it’s 

their future as well. You might want to 

put everything on A2 Milk shares, but 

they only see the risk of a downturn. 

The result can be ‘do nothing’. 

Of course it works the other way 

as well. Good advice and good 

habits are good influences as well. 

If you’re a parent, that’s yet another 

important role to keep in mind. 

B aked beans on toast? Or brunch in Paris? Which would you choose for your 

retirement? We all know that our savings, and how we save, can make a 

difference. So why are so many New Zealanders failing to make the most of 

their savings? And what drives our choices?

We have studied the savings choices of over 42,000 New Zealanders. Our insights* 

have shown how we evaluate our choices, and who we listen to for savings advice. 

Spoiler alert: it’s not the experts. 

How do we decide where to save?
Financial advisors are there to help us get the best return on our investments. But very few people use them. Financial 

advisors come a shocking fourth on the list of savings influencers. Only 40% of those in the research group had taken 

financial advice. 

So if we’re not turning to qualified experts, who are the top three sources of advice?

No surprise: your personality has a 

big impact on your nest egg. Some 

people are more likely to take risks, 

because they see the potential 

for big returns. Others are more 

conservative, because they see the 

potential for big losses. As Samuel 

Goldwyn said, “I’m not worried 

about the return on my investment. 

I’m worried about the return OF my 

investment.”

Our study found that ageing lowers 

our threshold for risk. It also found 

that women often take fewer risks 

with money. 

Be prepared to challenge your own 

preferences. It could lead to a big 

difference in your future wealth. 

Our colleagues can be a big 

influence on our savings. Neville 

might speak in glowing terms about 

his property portfolio. John might 

always go on about his distrust of 

brokers. Kathy is always convinced 

she’s found the next big stock 

choice. They can all influence our 

decisions.

It makes sense. You talk to these 

people every day. You’re probably in 

a similar situation, and you certainly 

want to learn from their mistakes. 

But are they giving you the full 

picture? Their goals may differ from 

yours or their information could be 

unreliable.

How should we prepare 
financially for retirement?
This is a question that is relevant to 

all NZers. NZ Superannuation is paid 

to everyone over 65, but at around 

$20,000 p.a. after tax for a single 

person, the majority of people will need 

to supplement this with other saving. 

As the recent headline included above 

indicates, decisions around what to 

invest in can have a major bearing on 

the amount saved by retirement.

Retirement planning has always 

been important for individuals, but 

this is particularly so now given life 

expectancies are increasing, and many 

are spending longer in retirement. 

Saving is a good start, but saving in the 

right place can make a huge difference 

over the long term. We hope that the 

findings of our study will be of use to 

savers around NZ.

The retirement savings decisions we 

make also have important implications 

for the entire country. If we build 

investment portfolios of a size that 

enable us to achieve our desired 

standard of living in retirement, more 

of us are likely to retire at 65. This 

in turn creates job opportunities for 

younger people and improves NZ’s 

employment rate.

If you’re interested in reading more 

about our study, visit massey.ac.nz 

and search ‘Peer effects, personal 

characteristics and asset allocation’.

1 Your nearest  
and dearest 2 Our changing  

risk profiles 3 Advice over the 
water cooler

“Choosing the right KiwiSaver fund can earn you an extra 
$1.4m in savings”^

At Massey University we conducted a study that has shed light on 
New Zealand’s investment decisions. The results could help all of us 
enjoy a better retirement. 

* Zhang, Annie, Fang, Jiali, Jacobsen, Ben, and Marshall, Ben. (2018). Peer effects, personal characteristics and asset allocation. Journal of Banking and Finance, 90, 
76-95. https://www.sciencedirect.com/science/article/pii/S0378426618300499

^ Starks, J. (August 25, 2018) https://www.stuff.co.nz/business/opinion-analysis/106511218/chosing-the-right-kiwisaver-fund-can-earn-you-an-extra-14m-in-savings
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Creating brighter futures  
for Kiwi kids in need
Shelley Dunmore, Sponsorship Manager, ASB

ASB has partnered with KidsCan to provide thousands of kids with the 
basics they need to remove barriers to learning. 

We believe that a good education is a child’s ticket out of poverty. 

I n 2005, Julie Chapman became 

aware through media reports 

about New Zealand children going 

without the basics, and decided to do 

something about it. She had always felt 

that education was the key to breaking 

the cycle of hardship as children can’t 

learn if they’re cold, wet and hungry. 

To level the playing field, she decided 

to start distributing essential, everyday 

items from her garage. That way 

students would have what they need to 

focus in the classroom.

Since 2005, KidsCan has given out 

170,000 shoes and socks, 345,000 

raincoats, 704,000 health items and 

27 million food items to children across 

New Zealand. 

A news story that launched 
a movement
Julie remembers that the inspiration 

for KidsCan came from media reports. 

They told of Kiwi kids going without 

the basics, and missing out on a good 

education as a result.

Julie wanted to help – but she also 

wanted to be sure she would be doing 

the right thing. She evaluated 80 low-

decile schools to see the extent of the 

problem, and the effect on children. 

The results were overwhelming. 

Thousands of children were turning up 

to school cold, wet and hungry. Their 

parents simply couldn’t make ends 

meet. For these families, the basics 

were luxuries. Teachers said it was 

having a huge impact on learning, self-

esteem and health. Affected children 

were getting sick more often and 

had poor school results. When they 

became adults, they were less likely to 

find a job and their children were more 

likely to grow up in hardship.

Breaking the cycle
Today, KidsCan reaches 740 low-decile 

schools and 25 early childhood centres, 

they feed more than 30,000 Kiwi kids 

every day, including hot meals. 

Teachers report that these hot meals 

give their students a huge boost. 

Especially in winter, the meals make a 

big difference.

“For some, a hot meal has become a 

luxury,” says Julie. “Some kids stay at 

home when there’s no food for lunch, 

or turn up with nothing. So a warm 

lunch on a freezing cold day gives 

them a lot more energy and comfort.”

“It means they can concentrate in 

class, and it makes them feel good. 

Every Kiwi kid deserves to feel warm, 

dry and full. It gives them the best shot 

at a great education, and that’s what 

will break the cycle of poverty.”

ASB staff have committed to volunteer 

over 5,000 hours each year to help 

deliver hot lunches. 

Julie says this is a big boost. It’s helped 

them deliver a record 424,546 servings 

of soups, curries and pasta in 2019.

“Support from our partners like ASB 

goes much further than fundraising,” 

said Chapman. “It gives us more 

people on the ground, actually 

delivering on our mission. ASB’s team 

were amazing. They didn’t just deliver 

the goods. They stayed at the schools 

to help children with reading and 

projects. They even turned their hands 

GET INTO 
THE SPIRIT 
WITH 
KIDSCAN
If you’d like to support 
KidsCan, why not 
do it with a KidsCan 
Christmas Cracker? 

The KidsCan Christmas Cracker 

Appeal™ is back in 2019 for its 13th 

year running. It’s very simple. You buy 

your Christmas crackers for just $2.50 

each. As well as a hat and a joke and a 

little toy, there’s also a chance to win. 

KidsCan supporters have donated 

over 6,200 amazing prizes. Including, 

a Vortex Swim Spa valued at 

over $33,000, and five Jumpflex 

Trampolines worth $799 each.  

There’s also loads of prizes of toys  

and vouchers.

You can buy KidsCan Christmas 

Crackers right now, at selected ASB 

branches, Countdown, Harvey Norman, 

Toyworld, EziBuy, The Coffee Club, 

Shoe Clinic and NZ Safety-Blackwoods.

Alternatively, you can buy 10 or  

more crackers online from  

kidscan.org.nz/christmascracker

to maintenance for the schools.”

KidsCan is one of many charitable 

organisations ASB supports through 

its volunteering policy. All ASB people 

have 12 hours of paid leave each year 

for volunteer work to help protect the 

next generation of New Zealanders. 

Across our 5,000 people, that’s the 

equivalent of 31 full-time charity 

workers each year. 

A partnership of progress
ASB CEO Vittoria Shortt says KidsCan 

is a natural partner for ASB. 

“Our focus at ASB is accelerating 

financial progress for all New 

Zealanders. That starts early, with 

children getting a good education at 

school,” Shortt says. “New Zealand 

shouldn’t be a country where kids go 

to school hungry or without the basics. 

We’re proud to be able to say we’re 

helping to change that.”

“I’m also proud of our volunteer hours 

programme. It’s good for our people 

and it’s good for the community. Our 

teams can choose to give their time 

to a cause that resonates with them,” 

Shortt says. 

You can join ASB and KidsCan in  

giving Kiwi kids an equal start at  

kidscan.org.nz/asb

$2.50
PER CRACKER

ASB teams regularly prepare and serve lunches to low-decile schools.Craig Sims, ASB EGM Retail Banking helps Julie Chapman, CEO KidsCan, to make lunches at Manurewa High School. 
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L everaged investing is a very 

simple concept, already used 

by hundreds of thousands 

of New Zealanders. In short, it’s 

borrowing money to invest.

One of the most common leveraged 

investments is a home loan. 

Most people buy property with a 

combination of their own money and 

a home loan from the bank. It lets you 

buy a house that’s worth more than 

you could otherwise afford.

The house acts as your security, and 

the bank lends you money based on 

the value of the house and your ability 

to repay the interest.

If your house increases in value, you 

keep all of the increase in equity. For 

example, imagine you buy a $1m house 

with a $200,000 deposit. If the house 

increases in value by $100,000, your 

equity increases by the same amount. 

Your house increased in value by 10%, 

but thanks to your loan, your equity 

increased by 50%. 

Leveraged investing sounds like something only experienced Wall Street 
brokers would attempt. But it’s actually a simple way to increase the return 
of your investment/s – and it’s available online, through ASB Securities. 

Amplifying your investments 
with margin lending
Victoria Ready, Senior Distribution Manager – Premium and Business, 
ASB Securities

It’s called leverage. Like a lever, the 

loan can either positively or negatively 

impact your returns.

When you own a house, you can also 

use a home loan to raise cash, using 

your home as security. You could use 

the money to buy another property, or 

for any purpose you like. 

Leveraging your share 
portfolio
A leveraged share investment is exactly 

the same, except it uses your shares as 

the security. Instead of using a home 

loan, you take out a margin loan.

As an ASB Securities client, you can 

apply for a margin loan and access 

the forms online. You can apply for 

your loan facility before you buy, or 

when you already have a holding. The 

amount you can borrow depends on 

both the value of your shares and your 

ability to repay the interest. At the 

moment, our interest rate is 5.7% p.a., 

although Premium customers with 

large draw-downs, pay a little less.

You can borrow against more than  

360 approved securities, including 

shares, bonds and ETFs. Each 

approved security has a different 

maximum leverage level, ranging  

from 50% to 80%. 

So, for example, if you own $100,000 

of shares in a company with a 60% 

maximum leverage, you could borrow 

up to $60,000.

The benefits of leverage
Leveraging can potentially amplify 

your investment position in three ways. 

• If your leveraged shares go up in 

value, you keep all of the gains. 

• You can use your margin loan to 

buy other shares or bonds, to help 

balance and diversify your portfolio.

• You can increase your position 

in companies that pay dividends, 

increasing your total dividend 

payout.

Just like our home loan example, you 

can also use a margin loan to raise 

cash for business or other investments, 

without selling down your holdings in 

conjunction with your maximum facility 

limit approved by ASB.

This can be very useful if your 

employer gives you shares as part of 

your package. You can use a margin 

loan to raise cash against your shares 

without selling them and missing out 

on potential capital gains. 

Amplifying in reverse
Margin lending can be an excellent 

option, but you do need to be aware of 

its risks.

Leveraging can multiply your gains 

when things are going well. But if 

markets turn, it will multiply your 

losses instead. For example, imagine 

you borrowed $60,000 against a 

$100,000 shareholding, and bought 

more shares in your leveraged 

investment. If the price rises by 5% 

your holding will increase in value 

by $8,000. Because you only put in 

$100,000, and the loan stays the same, 

your equity increases by 8%.

In the same way, a 5% drop in your 

position multiplies your losses. If 

the price falls by 5%, your position 

decreases by $8,000. And because 

your loan stays the same, you lose 8%. 

The margin call
A fall in your portfolio’s value can create 

other serious flow-on effects as well. 

It’s easy to get started with leveraged investments
To find out more about ASB Securities margin lending contact your relationship manager, or contact the Premium Broking Team 

direct on 0800 272 872 or on premiumbroking@asb.co.nz. We’re open between 8am and 6pm. 

The amount you can borrow is based 

on the approved lending ratio for your 

leveraged security and the value of 

your holding, in conjunction with your 

maximum facility limit approved by 

ASB.

If your draw-down exceeds your 

limit by 5% or more, thats known as 

a margin call. It means you need to 

rebalance your position immediately. 

Risks with overseas 
securities
If you leverage overseas securities, you 

could be caught out by exchange rate 

moves. A sudden drop in the value of 

the other currency would lower the 

value of your portfolio. This has the 

same effect as the value of the shares 

dropping. If your loan ratio goes over 

the maximum, you could be faced with 

a margin call.

We review our approved lending ratios 

every month, to make sure they’re 

at appropriate levels. If we have to 

reduce the ratio on a security you’ve 

leveraged, it could affect your position.

Two simple rules to control 
leverage risk
Every investment carries risk, so it’s 

important to make sure you understand 

them and try to control them. 

First, it’s often a good idea to 

stay under the maximum lending 

proportion. This may help to prevent a 

margin call arising from small changes 

in your position.

Second, you can use your margin 

loan to broaden and diversify your 

portfolio. Owning different securities 

reduces your exposure to changes in 

one particular security. It also gives 

you more options if you do have a 

margin call. 
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I t’s fair to say 2019 has been a 

rollercoaster ride for markets. 

But when I recently spoke to one 

of the world’s biggest investment 

managers, State Street Global Advisors 

(State Street), I was a little relieved to 

hear they were approaching 2020 with 

growing confidence.

State Street is an enormous global 

investment firm, managing almost 

$3 trillion in assets. At ASB, we 

have selected them to manage our 

customers’ investments in global 

bonds and fixed interest assets. 

I talked to Jonathan Shead and 

Anthony Zielinski, from State Street 

who are based in Australia. Jonathan 

is Head of Investments Australia, 

and Anthony is Head of State Street 

Australia’s Institutional Client Group 

and is the primary relationship 

manager looking after ASB. They 

manage global bond investments 

totalling more than NZ$3bn for us, on 

behalf of our customers who invest 

in our diversified Portfolio Series, 

KiwiSaver, ASB Investment Funds and 

ASB Superannuation Master Trust 

product suites. In this prolonged low 

interest rate environment, bonds are 

delivering historically low returns, 

so when Jonathan and Anthony say 

they’re confident about the future, I’m 

all ears. 

As part of such an enormous 

investment house, Jonathan has a 

unique perspective on the market. “It’s 

been a tricky year,” he said, “because 

there’s been a lot of uncertainty about 

what 2020 is going to hold. We had a 

bit of a downturn at the end of 2018 

and into this year, and there were fears 

that would turn into a more significant 

downturn.”

Market trepidation was even spooked 

by a brief ‘yield curve inversion’, when 

yields of long-term bonds fell below 

short-term bonds. And not without 

reason: a yield curve inversion has 

preceded every recession in the last 

50 years.

But Jonathan isn’t too worried. 

“Despite that, we’re moving into the 

year-end with a bit more confidence. 

We feel the global economy will be 

reasonably stable next year, and 

should recover,” Mr Zielinski believes.

I can see why he is optimistic. 

Most global markets have low 

unemployment rates, and strong 

US consumer confidence combined 

with a controlled, rather than rapid, 

slowing of China’s economic growth 

tend to give rise to more positive 

economic outlooks. Locally, we’ve just 

seen a surprise rebound in business 

confidence, and the RBNZ didn’t cut 

the Official Cash Rate in November, as 

was widely expected. 

Jonathan agrees. “We think global 

growth next year will be soft, but will 

pick up next year – probably led by the 

US, where sentiment is pretty good.”

When asked about the topical US-

China trade war, Shead responded 

“We think it’s past its worst phase. The 

market is sensitive to it, but we think it 

may be overdoing it a little bit.” 

We live in strange times
So that all sounds like positive news. 

But of course, investing is not just all 

about returns. Being aware of the level 

of risk being taken in a portfolio is 

equally as important as the expected 

return and this is something some 

investors fail to truly appreciate. I feel 

that in 2020, being more aware and in 

control of the risks a portfolio faces, 

may make all the difference. A key 

aspect of this risk protection challenge 

for a lot of our customers will be low 

interest rates.

Jonathan and Anthony agree. “If you’d 

told me 10 years ago that we’d be 

talking about zero or even negative 

interest rates, and long-term bond 

rates would be below two per cent, 

I would have said you were barking 

mad. But that’s the market we’re in, 

and people are doing what they can 

to boost their investment returns – 

especially people who rely on their 

returns for their income.” 

We hear the same from our customers. 

The preferred investment choice has 

always been term deposits, because of 

their low risk. But for some time, term 

deposits have given low returns and 

customers are forced to explore other 

options available to them, in the hope 

of meeting their investment objectives. 

But as Jonathan says, and I completely 

agree, there’s still an important role 

for fixed-interest investments in a 

balanced portfolio.

When markets fall, equities like stocks 

and shares tend to fall fast and further. 

Meanwhile, the seemingly boring old 

fixed interest bonds may drop in value 

a little, but the fall tends to much less 

than equities. That can make them 

an important buffer against market 

turbulence. 

“People often ask why the fixed 

income part of their portfolios doesn’t 

seem to be performing as well as 

more sexy share portfolios,” says 

Jonathan. “But I think people forget 

the important role of a buffer. Without 

it, your risk profile is quite high.” We 

talk to our customers about their 

tolerance for risk or how comfortable 

they are if there is a sharp decline in 

their portfolio. When their tolerance 

or ability to withstand sharp declines 

is low, having this buffer is very 

important. 

Where are interest rates 
heading? 
In terms of off-shore interest rates, 

State Street feels they have already hit 

the bottom. “We don’t think countries 

like the US will continue to cut rates. 

We may have reached the bottom of 

the cycle,” says Jonathan.

He’s not alone in that belief. 

Investment managers around the 

world are now focussing on short-term 

global and government bonds, waiting 

for the uptick.

Retirees hunt for yield
But in the meantime, investors – 

especially retirees – still have a big 

headache when it comes to their 

interest-based income.

Jonathan humorously said “whenever 

the Reserve Bank cuts rates, we get 

cheers from younger customers 

with home loans, and tears from 

older customers living off their term 

deposits.” I’d be crying too: when 

yields drop from an already low 5% to 

just 3%, that’s a 40% drop in income. 

It’s no wonder people are looking for 

higher returns elsewhere, which may 

mean they need to increase their 

level of risk unfortunately. This circles 

back to my earlier point; investors and 

customers need to be aware of the risk 

they are taking in their portfolios and 

not just focus on the expected returns.

The future of  
interest-bearing investments
Mairead Needham, Senior Investment Analyst, ASB

Low interest rates are a challenge for investors on the hunt for yield. 
On a recent episode of the ASB Investment podcast, Mairead Needham, 
our Senior Investment Analyst, spoke with State Street Global Advisors 
about markets, the role of bonds and what they expect from the future.
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Fortunately, there are some good 

options, like stock or shares that 

pay dividends. When established 

businesses pay regular dividends, 

this can be an alternative source of 

income. While the underlying share 

price could go up and down, the 

dividends businesses pay out to the 

investor tends stay fairly stable from 

year to year.

Jonathan sees it as a good option 

too – but says it’s important to stick 

to the game plan if income is your 

main objective. “It’s really important 

to focus on the long-term dividends, 

not the day-to-day fluctuations in 

the share value. Technology makes 

it so easy to do. But investors who 

are used to more stable investments 

can panic, and react to a downturn 

– like the recent disruption in the 

energy sector – by selling. That’s a big 

mistake. Just ignore the share value, 

and focus on the dividends.” We offer 

a variety of investment options to 

suit a wide variety of needs. In line 

with these sentiments, we believe 

being in the right fund to meet your 

personal objective means day-to-day 

market fluctuations are not a cause 

for concern. In fact daily movements 

are normal and as Jonathan said, it 

is important to remain calm and not 

react to short term volatility. 

Future trends
Like most of us, Jonathan and 

Anthony have very different ideas 

about retirement than their parents 

did. It’s no longer a ‘cliff-edge’, 

life-changing event. Fewer of us will 

stop working at 65 and live solely 

on the pension as in the previous 

generation. Retirement is now more 

likely to be a transition point, with our 

income continuing to contribute to 

our investments. Many people often 

choose to continue working or may 

move to part-time hours or even seek 

out a role they find more fulfilling such 

as looking after their grandchildren.

As a bank, we’re already shifting 

our thinking from ‘to retirement’ 

to ‘through retirement’. Retirees 

increasingly expect us to continue 

growing their money beyond the age 

of 65, as well as using part of the 

returns to boost their income. 

Jonathan agrees, and thinks New 

Zealand has a unique advantage. “New 

Zealand’s KiwiSaver scheme is great. 

You can remain a member after the 

age of 65, and continue using it as an 

investment vehicle. It’s a good option 

to have, because KiwiSaver has low 

fees, and most schemes are well-

managed.”

It was great catching up with Jonathan 

and Anthony, and hearing their unique 

perspective. You can hear the full 

episode with Jonathan Beale - our 

General Manager of Wealth and 

Insurance Distribution - and me, on the 

ASB Investment Podcast, on Spotify or 

Apple Podcasts.

It’s really important to 
focus on the long-term 
dividends, not the day-
to-day fluctuations in the 
share value. Technology 
makes it so easy to do. But 
investors who are used to 
more stable investments 
can panic, and react to a 
downturn – like the recent 
disruption in the energy 
sector – by selling. That’s 
a big mistake. Just ignore 
the share value, and focus 
on the dividends.

— Jonathan Shead
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The ASB Progress
Christmas Crossword

ACROSS
4. Increasing prices of goods and 

services (9)

8. Payments made to shareholders 

from company profits (9)

10. S in ESG (6)

13. E in ESG (13)

14. The difference between what you 

sell an asset for and what you 

bought it for (negative) (7,4)

16. The increase in the value of a 

financial asset (12)

17. A portfolio made up of different 

assets and securities (11)

19. The world’s largest asset  

manager (9)

21. Shares which a company issues 

and represents ownership in it (8)

23. What month was the 1987 share 

market crash (7)

15. The difference between what you 

sell an asset for and what you 

bought it for (positive) (7,4)

18. A type of investment that 

represents what an entity  

owes you (4)

20. The ability to have immediate 

access to funds already invested 

(9)

22. The regulator of banks (1.1.1.1)

Answers can be found  

on the back cover

DOWN
1. The current ASB CEO (8, 6)

2. One of our investment partners, 

named for a distinguished  

18th-century vessel (8)

3. G in ESG (10)

5. What does the A in ASB  

stand for? (8)

6. Something bought with the  

hope of a future profit (5)

7. How much more could choosing 

the right KiwiSaver fund earn you? 

(1, ., 1, 7)

9. Buying and selling shares (5, 7)

11. The possibility that an investment 

will not make a profit (10)

12. The amount and frequency in the 

fluctuations of an investment’s 

value (10)

Shane Evans
GM Marketing 

ASB summer reading 
recommendations.
The Hundred Year Life, 
by Lynda Gratton 
“In reference to retirement, discusses how thinking and 

behaviour has changed on what happens when people reach 65. 

It’s no longer just about stopping working, and this is having a 

significant impact around the world.”

— Jonathan Shead

The Economist 
“I recommend picking up a copy of The Economist. It’s a good 

way of getting a good steer on many of the events that have 

been worrying investors over the past year, and you can be 

well-informed for any global politics discussions at the summer 

BBQs! It’s also the best way I’ve found of steering clear of the 

FAKE NEWS that Trump keeps warning us about.”

— Chris Tennent-Brown

This is going to hurt, 
by Adam Kay
“A very hilarious account of a junior doctor’s life – perfect for 

reading over the summer.”

— Jonathan Beale

Normal People, 
by Sally Rooney
“Read it while I was on holiday this year; a really easy read that 

was so good, I had to keep reading until I finished it.”

— Joanna Walton

Legacy 
by James W. Kerr
“An inspiring book that deep dives into some of the world’s most 

successful sports teams. If you’re interested in building team 

culture then this is for you.”

— Shane Evans

The Intelligence  
from The Economist
“I know it’s not a book, but it’s a 20-30 minute daily podcast that 

covers two to three current topical events. A nice deep dive into 

things going on in the world.”

— Mairead Needham

The Snowball: Warren Buffett and the Business 
of Life, by Alice Schroeder
“This is a good read for those who want to know how Warren 

Buffett did it.”

— Gareth Stratton

Jonathan Shead
Head of Investments 

State Street Global Advisors

Chris Tennent-Brown
Senior Wealth Economist, ASB

Jonathan Beale
GM Wealth & Insurance 

Distribution, ASB

Joanna Walton
Senior Manager Managed 

Investment Schemes

Mairead Needham
Senior Investment Analyst 

Gareth Stratton
Acting GM ASB Securities DECEMBER 2019   I   40
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ASB Securities Limited is an NZX Firm. ASB Securities’ terms and conditions apply. ASB Margin Lending is provided by ASB Bank Limited

ASB KiwiSaver Scheme and ASB Investment Funds: Interests in the ASB KiwiSaver Scheme and ASB Investment Funds (Schemes) are issued by ASB 
Group Investments Limited, a wholly owned subsidiary of ASB Bank Limited (ASB). ASB provides administration and distribution services for the Schemes. 
No person guarantees interests in the Schemes. Interests in the Schemes are not deposits or other liabilities of ASB. They are subject to investment risk, 
including possible loss of income and principal invested. For more information see the ASB KiwiSaver Scheme Product Disclosure Statement or the  
ASB Investment Funds Product Disclosure Statement (as applicable) available from ASB’s website and the register of offers of financial products at  
www.business.govt.nz/disclose (search using the Scheme name).

ASB Wealth Advisory: ASB Wealth Managers’ disclosure statements are available on request and free of charge from your ASB Wealth Manager. 

The information contained in the publication is for informational purposes and is designed for use by New Zealand residents only. It does not have regard 
to the financial situation or needs of any reader and must not be relied upon as financial advice. As individual circumstances differ, you should seek 
appropriate professional advice. No person guarantees the financial services or products offered or any of the investments or returns made in respect of 
the financial services or products. The financial services and products offered are subject to investment risk including loss of income and principal invested.

ASB’s lending criteria and terms apply.

CROSSWORD ANSWERS: ACROSS: 4. Inflation. 8. Dividends. 10. Social. 13. Environmental. 14. Capital Loss. 16. Appreciation. 17. Diversified. 19. BlackRock. 
21. Equities. 23. October. DOWN: 1. Vittoria Shortt. 2. Vanguard. 3. Governance. 5. Auckland. 6. Asset. 7. 1.4 million. 9. Share trading. 11. Market risk.  
12. Volatility. 15. Capital gain. 18. Bond. 20. Liquidity. 22. RBNZ
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