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How quickly things can change. Twelve 
months ago we were reporting a weak 
finish to 2018, and only three months ago 
we were observing a slowdown in the 
global growth outlook for 2019. At both 
of these times, armchair experts were 
quick to suggest investors should proceed 
with caution.  

But from early October, the picture began 
to change. Global growth indicators 
stabilised, and one of the issues that had 
previously been casting a heavy shadow 
over share markets (the long running 
US/China trade dispute) finally appeared 
to move towards a constructive 
resolution, with a phase one trade deal 
being signed in December. Add in the 
fact that many central banks started 
incrementally adjusting their rhetoric about 
the direction of interest rates (hinting 
that the global interest rate cutting cycle 
may at last have run its course), and we 
had some of the key ingredients for an 
improvement in investor sentiment and 
market performance.

It highlights, yet again, how difficult it is 
to try and forecast what might happen 
in the future. And given how difficult we 
know forecasting is, it should also remind 
us that an investment strategy built on 
the premise of accurately predicting an 
unknowable future faces some serious 
challenges. 

Thankfully, Synergy’s approach isn’t based 
on guesswork; it’s based on controlling the 
controllable. It’s based on robust academic 
evidence. It’s based on strategically 
allocating to a highly diversified mix of 
assets that combine to form low cost, high 
quality and highly effective investment 
portfolios. 

One of the really important words in 
that description is ‘strategically’. When 
we say we are investing strategically it 
means we are allocating to investment 
funds and specific assets, with the 
intention of holding those assets for a 
prolonged period of time. 

Why do we take that approach? 

Well, we know three really important 
attributes about share markets:

1. They are volatile (share prices can go 
up and down a lot, and quickly).

2. On average, share markets go up over 
time.

3. There is no reliable mechanism to 
predict when markets are about to rise 
or fall.

When these three attributes are 
considered together, the rationale for 
investing strategically is much clearer. 

If there is no reliable mechanism of 
knowing - ahead of time - when markets 
are going to go up or down, then a 
strategy of trying to buy before a rise and 
sell before a fall is extremely fraught. As 
an investor, you always incur a cost when 
you make a trade, but you can’t always be 
confident that the changes you make are 
actually going to make the portfolio better. 
More often, investors who are swayed 
more than they should be by recent 
events, will tend to incur trading costs 
and yet only succeed in making their 
portfolios worse!

If the higher long term expected returns 
that are available from share markets 
are an important part of your overall 
investment strategy, your best approach 
is to accept that the day to day, or month 
to month, value of your holdings may 
fluctuate a lot. If you can accept that price 
fluctuations are part of the bargain of 

The merits of investing strategically

The final quarter of 2019 provided a strong finish to a strong year.  

maintaining an exposure to investment risk 
then, over time, a strategically allocated 
investment portfolio will do a very good 
job of delivering the investment returns 
that are available. 

Where a strategic investment approach 
delivers the most benefit is not just 
in keeping unnecessary trading costs 
to a minimum, but it is in providing a 
strategy framework that allows investors 
to embrace, and profit from, better 
behaviour.

Knowing that you have allocated your 
funds to an evidence based strategic 
investment strategy should hopefully 
encourage you not to get unnerved when 
markets are weak and make a decision to 
sell at the wrong time; or not to get too 
caught up in a market rally and expose 
yourself to a greater amount of risk than 
you can handle, or require.

As we have commented many times 
before, avoiding bad investor behaviour 
(which can often result when short term 
thinking is allowed to override long term 
strategy) can add a significant amount of 
value over the long term.

In conjunction with your adviser, this plays 
directly to Synergy’s strength and is part 
of the reason why Synergy portfolios have 
delivered strong positive average returns 
since inception. 
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AUSTRALIAN SHARES  
The Australian share market delivered a mild gain with the S&P/ASX 
200 appreciating by 0.7% in AUD terms, a relatively poor outcome 
compared to other developed markets. Returns to unhedged New 
Zealand investors were negative due to a relatively weak AUD over 
the quarter. There was very little dispersion by market capitalisation 
with the large caps (S&P/ASX 100: +0.7%) just behind the small 
caps (S&P/ASX Small Ordinaries: +0.8%). Financials were the 
poorest for the quarter, declining -6.4%. It was a challenging year for 
the industry with many of the Australian banks struggling to navigate 
the ongoing fallout from the Royal Commission into misconduct in 
the financial industry. This sector was also the poorest performer in 
the Australian market in 2019. Biotech firm CSL Limited was one of 
the strongest performers, helping drive the healthcare sector to the 
top of the leader board for both the quarter and year. CSL is now 
the second largest company in the index. In 2019, the S&P/ASX 200 
return (in AUD) was 23.4%, with large caps (24.1%) beating small 
caps (21.4%). New Zealand investors earned slightly lower returns 
due to a weaker Australian dollar. Source: S&P/ASX 200 Index 
(total return)
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INTERNATIONAL FIXED INTEREST  
The quarter was notable for both a dampening in geopolitical risks, 
and generally more positive rhetoric from central banks indicating 
at least a pause on further interest rate cuts. When cutting interest 
rates, the Federal Reserve indicated that "the current stance of 
monetary policy is appropriate". This meant a further reduction 
in short term yields, but the improving sentiment around growth 
prospects meant demand for bonds declined, and longer term bond 
yields rose. With a fair share of headlines in the middle of the year 
warning of the dangers of an inverted yield curve, it is noteworthy 
that the US yield curve ended the year at its steepest level in 18 
months (10 year bonds yielding 0.35% more than two year bonds). 
Christine Lagarde took over as president of the European Central 
Bank in November and has promised to consider more policy 
options, which have historically been dominated by interest rate 
controls and quantitative easing. The 10-year German Government 
Bond yield rose 0.38%, although remains in negative territory at 
-0.19%. UK, Australia and Japan also saw rising long term yields. 
In this environment longer duration bond exposures generally 
struggled, although corporate bonds tended to outperform 
sovereign bonds. The FTSE World Government Bond Index 1-5 
Years (hedged to NZD) posted a flat return in the quarter to finish 
the year 3.1% up, while the Bloomberg Barclays Global Aggregate 
Bond Index (hedged to NZD) lost -0.6% but still returned a solid 
7.5% for the year. Source: FTSE World Government Bond Index 1-5 
Years (hedged to NZD)
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NEW ZEALAND FIXED INTEREST  
The quarter started with a continuation of the yield compression 
we had seen through the rest of 2019, and on 2 October the New 
Zealand 10 year Government bond yield closed below 1% for the 
first time ever. From here there was a reversal, as domestic yields 
followed the global trend upwards. The Reserve Bank of New 
Zealand held the Official Cash Rate at 1.00% through the quarter. 
However, as the market had been pricing in a high chance of a 
further rate cut in November, the “no change” decision helped to 
drive yields higher. 10 year bond yields finished the year at 1.65%, 
up from 1.09% at the end of September. When market yields rise it 
leads to lower prices for existing fixed rate bonds, so this movement 
resulted in negative returns for local bond investors. The New 
Zealand A Grade Corporate Bond Index declined -1.2% for the 
quarter, only the third negative quarter for the decade. In spite of 
this, its 2019 return was 5.2%, only slightly below its decade average 
of 5.9%. Source: S&P/NZX A Grade Corporate Bond Index
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INTERNATIONAL SHARES  
The year concluded with similar themes to those prevalent for 
much of the year - strong performance in spite of uncertainty. 
US/China trade relations continued to dominate the headlines, 
including negative earnings impacts from previously imposed tariffs, 
and a potential phase one trade deal struck in December. Late in 
October the Federal Reserve cut rates for the third time in 2019. 
Despite the unknowns, major US indices hit record highs through 
the quarter and the S&P 500 ended 9.1% up (in USD), to close 
out a phenomenal 31.5% year - the second best calendar year 
return since 2000. In Europe, the UK’s withdrawal from the EU 
progressed with an agreement nearing finalisation. The current 
deadline for a deal to be struck is 31 January; over 3½ years since 
the Brexit referendum. This weighed on returns with the UK up 
only 2.3%, to close out a 16.5% year. The rest of Europe was 
stronger, up 5.3% for the quarter and 27.5% for the year. Despite 
protests continuing in Hong Kong, its domestic stock market 
delivered a solid 6.7% return for the quarter, although it ended 
the year up only 9.9%, making it one of the poorer performing 
developed markets in 2019. In a reversal of the previous quarter, 
the New Zealand dollar strengthened, which detracted from 
the returns of unhedged securities. For the year (in NZD) the 
developed markets index was up 26.8% in hedged terms and 
27.4% in unhedged terms. This ended a decade where the hedged 
index tripled its value (an annual return of 11.9%), a rewarding 
period to take equity risk. Source: MSCI World ex-Australia Index 
(net div.)

 (hedged  
to NZD) 
+1.1% 

(unhedged)
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EMERGING MARKETS SHARES  
Emerging market shares generally outperformed their developed 
market counterparts in the quarter. A favourable reaction to the 
ongoing US/China trade talks and a weakening US dollar were 
both helpful. China was strong, advancing 14.0% in local currency 
terms. Of the bigger emerging nations, Taiwan (14.0%) and Russia 
(12.7%) were the strongest performers, and both ended the year 
over 30% higher in local currency terms, comfortably outpacing 
the 18.5% gain across the wider emerging markets. In aggregate, 
this quarterly asset class return was very strong in local currency 
terms, however, the relatively strong New Zealand dollar meant 
returns to unhedged investors were reduced. Source: MSCI 
Emerging Markets Index (gross div.)
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NEW ZEALAND SHARES  
The New Zealand share market continued its strong run. Another 
quarter in excess of 5% meant the year finished a remarkable 
31.6% higher than it started. This completed a perfect ten - 
every calendar year in the 2010-2019 decade was positive, 
for an average return of 15% per annum. Healthcare was the 
standout sector for the quarter and year (up 55.2%), with Fisher 
& Paykel Healthcare rallying on the back of an earnings upgrade 
in October, following clearance to sell a sleep apnoea treatment 
device in the US. The company gained over 20% (as did fellow 
healthcare firm Ryman) and made 73% for the year. At the other 
end of the scorecard, electricity retailers' returns were poor 
(Contact Energy -16.5%, Genesis -9.0%, Mercury 0.8%) with 
Rio Tinto announcing they are considering closing the Tiwai Point 
aluminium smelter (which consumes about 12% of New Zealand's 
electricity). Even so, the utilities sector index ended 40.6% up 
for the year. Z Energy cut their earnings forecast due to falling 
margins, and signalled a cut in dividends. This led to a -18.5% 
return for the quarter and closed out a negative year. Energy was 
the only sector that posted a loss in 2019. Source: S&P/NZX 50 
Index (gross with imputation credits) 

Key Market Movements 

Unless otherwise specified, all returns are expressed in NZD.  We assume Australian shares and emerging market shares are invested on an unhedged basis, 
and therefore returns from these asset classes are susceptible to movement in the value of the NZD.



Outperform 99% of Your Neighbours

Investor behaviour 
matters a lot. In fact, it 
probably matters more 
than skill. To understand 
why this is true, first you 
need to understand one 
fundamental concept: 
investment returns and 
investor returns are almost 
always different.

In 1999, I was working diligently doing my 
job as an investment adviser or financial 
planner (I was never sure what to call 
myself back then). As far as I understood it, 
my job was to search for investments that 
would generate above average returns for 
my clients. That’s what the entire industry 
was built on, and really, that’s what clients 
thought they hired me to do. 

Above average returns is called “alpha,” 
and finding even a little of it was worth 
any trouble. The search for alpha was 
why investment firms hired bright people 
and gave them bigger computers than the 
“other guys”. As I was searching for a little 
alpha anywhere I could find it, I ran across 
a little annual study done by Dalbar1. This 
study attempts to find out how investors 
did compared to the average investment. 
You see, investment returns are not the 
same as investor returns. 

Investment returns that you see in the 
paper, or in marketing material, are based 
on the assumption that you invest a lump 
sum at the beginning of the period, and 
then you leave it alone. You do not buy 
or sell. You do not change your mind and 
trade to another fund. You just buy once 
and hold. 

Investor returns measure your real life 
return. The return you earn as you buy 
and sell your investments, or switch from 
one investment to another in your search 
for the next hot thing (remember our 
search for alpha?). 

Well, for as long as Dalbar has been doing 
their study, the result has been shocking! 
A recent update is not much different 
from the one I read back in 1999. The 
study uses the S&P 500 as a proxy for 
the “average investment”. For the 20 
year period ending 2016, the average 
investment return was 11.96%. The 
average investor return was 7.26%.

Now think about this for a moment: the 
entire industry is based on the idea that 
their job is to find the best investments, 
and in the process, they are killing the 
patient. The well-intentioned search for 
alpha is resulting in the average real life 
person underperforming the S&P 500 by 
over 4%. That is crazy stuff. 

When I realised the implications, my entire 
job changed. I realised that investment 
success is not about skill — it is about 
behaviour. I could not figure out why this 
story was not being told anywhere. I even 
remember reading an issue of Consumer 
Reports that went into great detail about 
how to save a percent on fees by buying 
no-load mutual funds. Then, buried in the 
article was one sentence that mentioned 
the Dalbar study and warned people 
about this 4% problem. 

Three pages devoted to saving a percent, 
one sentence that mentioned a massive 
problem but offered no ideas for solving 
it! I started telling the story everywhere 
I could. I drew this sketch on the 
whiteboard in every client meeting and at 
every public speaking engagement.

1 Dalbar, Inc. Quantitative Analysis of Investor Behavior (QAIB)



Outperform 99% of Your Neighbours

It turns out my job was not to find great 
investments, but to help create great 
investors. If all you had to do was buy 
good (versus great) investments and 
then behave correctly, that changes 
everything. I decided that the search for 
alpha didn’t matter (turns out it’s a fool’s 
errand anyway, but I didn’t know that at 
the time) if you lost 4% in the process just 
because of bad behaviour. I decided to 
leave the complex task of finding the best 
investment to the smart guys with the big 
computers; I was going to focus on the 
simple problem of helping people behave 
correctly. 

The lesson is that 
investment success 
isn’t about skill. 
It’s about behaviour.

Author: Carl Richards 
www.behaviorgap.com
Text edited for NZ market

It turns out that outperforming your 
neighbour is not about finding better 
investments, it is about behaving better. 
Wow, if this is true, think of what it does 
to your life. No more investment gurus, 
no more late nights after work trying to 
find the next Xero. 

If this is true (year after year, studies tell 
the same story), then the focus is really on 
the few things that you control. 

If this is true, your relationship with a 
financial planner should be based on trust.

If this is true, we can focus on the simple, 
but not easy, task of becoming a better 
investor.



Disclaimer

Information contained in this newsletter does not constitute personalised financial advice 
because it does not take into account your individual circumstances or objectives. You 
should carefully consider whether the Synergy investment portfolios are appropriate for 
you, read the applicable offer documentation, and seek appropriate professional advice 
before making any investment decision. 

The information in this newsletter is of a general nature only. Investors should be 
aware that the future performance of the Synergy investment portfolios may differ from 
historic performance. Details are correct as at the date of preparation and are subject to 
change. The investment objectives and strategies of the Synergy investment portfolios 
may change in the future. 

While every care has been taken in its preparation, Consilium NZ Limited (‘Consilium’) 
makes no representation or warranty as to the accuracy or completeness of the 
information in this newsletter and does not accept any liability for reliance on it. 

The capital value, performance, principal, and returns of the Synergy investment 
portfolios are not guaranteed or secured in any way by Consilium, or any other person. 
Investments in the Synergy investment portfolios do not represent deposits or other 
liabilities of Consilium and are subject to investment risk, including possible loss of 
income and principal invested. 
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info@synergyinvestments.co.nz 
www.synergyinvestments.co.nz
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Auckland 
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