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Editor’s NotE

CoNtributors

Welcome to the second 
issue of the University 

of Auckland Investment Club 
Bulletin for 2018.

We’re now well into the tail 
end of Semester 2 and I assume 
that many of our readers have 
assignments on the horizon. 
As unfortunate as this may be 
to some, we can all find solace 
in the fact that respite will fol-
low as we see the back end of 
this  New Zealand winter.

Over at the Investment Club, 
we have an all new team with 
Co-Presidents Ella Knoester 
and Georgina Niu taking the 
reins from Amy Davies and 
Ben Roberts. We’d like to 
thank Amy and Ben for all the 
time and effort they’ve put into 
running the club over the past 
year. The Investment Commit-
tee and Bulletin teams have 

also seen transitions in lead-
ership with Amaan Merchant 
taking up the Investment 
Committee chairman role and 
yours truly taking up the editor 
position at the UAIC Bulletin. 
I’d like to thank our departing 
Editor Charlie Barker for up-
holding the quality of content 
in the bulletin over the past 
year. My goal as the new edi-
tor of the UAIC Bulletin is to 
ensure that our articles are bal-
anced and contain actionable 
insights for our readers. 

In saying that, I’m pleased to 
inform you that we have a new 
writing team who have been 
hard at work contributing to 
this issue. You’ll learn more 
about them in the next section.

 I’d also like to take this op-
portunity to welcome all our 
new members to the Invest-

ment Club. You’ve taken the 
first step to becoming better 
informed and knowledgeable 
about the world of finance and 
investing, I hope to see you all 
participate in the multitude of 
events run by the UAIC.

In this issue of the Bulle-
tin, we primarily explore the 
trade landscape that has been 
at the forefront of investors’ 
minds. With tit-for-tat tariffs 
between China and the Unit-
ed States, countries across the 
globe have been caught in the 
crossfire. We take a look at to-
day’s trade environment from 
various perspectives and ex-
plore the effects that the trade 
concerns will have on global 
markets. 

 - Sid Perumbedu

Sid Perumbedu
Editor

Sam Simpson
Writer - The Trade War and New 

Zealand

Kallen Chan
Writer - Tensions in The Oil Market

Sam Jain
Writer - North American Free Trade

David Saul
Writer - Sino-American Trade 

Tensions

Marie Poff
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dEbriEf

Facebook has reported that up 
to 90 Million accounts may 
have been compromised due to 
a breach in the code for a func-
tion that allows users to view 
their own profiles from anoth-
er users perspective. Facebook’s 
stock closed down 2.6% after 
the anouncement was made in a 
blog post.

The US Treasury yield curve con-
tinues to flatten, pointing to a pos-
sible inversion in late-2019. Past 
inversions of the yield curve have 
proven to be effective indicators 
of impending recessions. Emerg-
ing markets are already showing 
signs of contraction, stoking fears 
of market contagion.

Bitcoin has lost over 62% of its 
value since reaching a record high 
of $19, 535 in December 2017. 
Several alternative cryptocurren-
cies have also significantly dimin-
ished in value, with a few ceasing 
to exist entirely. 

Lloyd Blankfein has left his po-
sition as CEO of Goldman Sachs 
after 12 years in the role. Part – 
time DJ, David Solomon will 
succeed him at the investment 
bank. Solomon joined the firm as 
a partner in 1999 and worked his 
way up through the Investment 
Banking Division on his way to 
the top job.

5The number of prime minis-
ters Australia has had in the 

last 10 years after Malcolm Turn-
bull was rolled on August 24 . 
Former Treasurer Scott Morrison 
has now taken the reigns.

38% The decrease in value of 
the Turkish Lira so far 

in 2018 due to sanctions imposed 
on Turkey by the United States as 
a result the imprisonment of an 
American pastor accused of aiding 
a coup against Turkish PM Tayyip 
Erdogan. 

NZX 50

9,313

 453 (5.11%)

Month Ending August 31, 2018

ASX 200

6,320

 44 (0.07%)

Month Ending August 31, 2018

S&P 500

2,902

 89 (3.1%)

Month Ending August 31, 2018

The CFA institute which admin-
isters the Chartered Financial 
Analyst designation has added 
Cryptocurrencies to its Level 1 
and Level 2 curriculums, the first 
exams to incorporate questions 
on the subject are expected to ap-
pear in 2019. The pass rate of the 
most recent CFA Level I exam 
was 43%.

$250 Billion, The total 
value of Chinese 

goods on which the USTR im-
posed tariffs as a result of the 
claimed unfair trade practices 
and intellectual property theft by 
China. The latest $200 Billion has 
an initial tariff rate of 10% which 
will increase to 25% in January 
2019.
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fuNd updatE

The new investment committee for the 2018/19 term was appointed at the start of the semester, and have since 
met to consider pitches on Lendlease Group, Electronic Arts Inc, Spark New Zealand Ltd, Seeka Ltd, Skycity 
Entertainment Group Ltd, Celgene Corporation and Goldman Sachs Group Inc.

The committee has voted in favour of purchasing shares in both Seeka Ltd and Spark New Zealand Ltd, pending 
the outcome of a valuation of each company. Brief overviews of each pitch and the key reasons for confidence in 
each company are outlined below.

Seeka Ltd (NZE: SEK):

Seeka is an Australian/New Zealand fruit producer and exporter that mainly focuses on kiwifruit. They have four 
business divisions, namely orcharding, post-harvest, retail services and Australian operations. The bulk of their 
revenue (52%) comes from post-harvest, which involves processing and exporting the fruit they receive from more 
than 700 orchards.

One of Seeka’s key strengths was seen as being their ability to brand their kiwifruit as New Zealand-grown, which 
gave them an edge in the export market. Additionally, due to the complicated nature of processing kiwifruit and 
Seeka’s expertise in doing so, it was determined that the threat of competitors in the post-harvest space is low.
However, as with any fruit and vegetable grower, a key risk Seeka faces is unpredictable natural disasters such as 
heavy storms or earthquakes.

The committee’s view was that Seeka had a favourable outlook and was well-positioned in the agriculture export 
space in New Zealand.

Spark New Zealand Ltd (NZE: SPK):

Spark is an NZ telecommunications provider that offers phone, in-
ternet, mobile and IT services around NZ through its two main 
brands, Spark and Skinny. Their three biggest divisions by revenue 
are mobile (33%), IT services (22%) and broadband (19%), with IT 
services experiencing the largest year on year growth. 

Spark has been able to maintain leading market share in the broad-
band space, as well as strong market share in the mobile market, 
with the most growth in market share from 2012/13 to 2016/17 
compared to its main competitors Vodafone and 2degrees. This was 
identified as being due to Spark’s determination to keep up to date 
with the latest network technologies such as 4.5G and the upcom-
ing 5G. Furthermore, in an industry notorious for customer dissat-
isfaction, Spark have successfully repositioned themselves as being 
customer-centric following the Telecom demerger.

The committee sees Spark as a strong New Zealand telco with es-
tablished market share, that has the potential to experience modest 
growth in a relatively saturated industry.

By The UAIC Investment Committee

If you have any investment ideas for the committee to consider, email investments@uaic.co.nz.
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uaiC EvENts

Throughout Semester Two, we’ve held some incredibly exciting events that have ensured we’ve engaged both the 
Executive and general members of the club. We have also focused on increasing representation of women in the 
club. A bit more on each event:

Intro Night

One of the highlights of each semester is always the Intro 
Night – an opportunity to meet our general members and 
discuss upcoming events and workshops that we’re hosting. 
It’s also a great chance to answer any questions prospective 
members have and helps to create executive-general member 
relationships to ensure everyone has a familiar face when they 
come to events later in the semester.

Fireside Chat Series: Amy Adams

As our first educational event of the semester, we hosted our 
Fireside Chat Series, part one featuring Amy Adams. We 
covered topics such as past vs. present business confidence, 
Fletcher Building and the construction industry as an entire-
ty, and her opinion on Labour’s introduction of free tertiary 
education.

Fireside Chat Series: David Parker

We hosted Part 2 of our Fireside Chat with David Parker - 
Minister for Economic Development, Trade and Finance, and 
the 31st Attorney-General of New Zealand.
Many important questions were answered and we discussed 
topics such as why trade is a necessity, how Parker believes 
the tax system should be reformed and the resulting benefits.

 
Stock Investing Starter Pack

This was a new educational event catering for students with all levels of knowledge, including those with no 
prior financial or commerce background. We took attendees through all the basics of starting their own in-
vestment portfolio with a focus on value investing and how to conduct initial research of companies, includ-
ing basics from choosing the stock from a range of industries and how to understand financial lingo includ-
ing the difference between growth and dividend stocks. There was also a practical live example ensuring the 
session was interactive and all attendees could take some useful information away.

Upcoming Events

Semester Two isn’t quite over and we’ve still got a few more events coming up, including our Stock Pitch 
competition, ‘Investing 102’ with Raymond Webb, and a ‘Get the Offer’ session.
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ident Donald Trump’s policy 
against Iran is likely to keep up 
support for higher prices, pos-
sibly even sending them to new 
highs. Sanctions on the world’s 
third largest oil producer are 
going to create a hole in the oil 
market that simply can’t be filled 
without a significant effect on 
prices. With the upcoming US 
congressional elections, to keep 
the US economy stimulated, 
Donald Trump and the Repub-
lican party are desperate to bring 
down price surges as a result of 
its Trump’s own Iranian policy; 
the proverbial shot in the foot. 

With the Iran sanctions threat-
ening to backfire on the domes-
tic economy, Trump has instead 
turned to OPEC to pin the 
blame for rising oil prices. In July 
2018, Trump lashed out against 
the OPEC ‘monopoly’ demand-
ing that they reduce their pric-
es. Saudi Arabia, a passionate 
supporter of Trump’s sanctions 
against its largest Middle East 
rival, has been happy to fill up 
the supply gap. Ahead of the 
upcoming sanctions, Iran has 
also seen many of its customers 
switching to the relatively sim-
ilar Iraqi crude. Despite Saudi 
Arabia’s willingness to pump out 
more oil, it seems to be clear to 
everyone but President Trump 
that the rest of OPEC simply 
doesn’t have the spare capacity 
to replace the loss of Iranian ex-
ports. In fact, Saudi Arabia’s June 
output boost was almost entirely 
offset by falling output in Vene-

tENsioNs iN thE oil MarkEt

By Kallen Chan
Since 2016, oil prices have been 
on a strong rally, breaching the 
$80 per barrel mark. Robust 
demand, renewed sanctions on 
Iran and production uncertain-
ty across OPEC nations such as 
crumbling output in Venezuela 
and Libya are leading to tighten-
ing oil markets. 

Strong oil demand continues 
to eat quickly through OPEC 
spare capacity and OPEC sup-
ply growth is likely to remain 
highly constrained. In June 2018, 
OPEC ministers agreed to ease 
off restrictions on oil output, 
serving to partly undo an oil 
supply cut that has sent the price 
of crude oil surging since 2016. 
In 2014-2016, excess production 
across OPEC, slowdown of eco-
nomic growth in China and the 
rapid growth of US shale ‘frack-
ing’ production triggered oil 
prices to plunge in the largest oil 
price decline since 1986. In late 

2016, OPEC agreed to tighten oil 
production to boost sagging prices. 

Strong compliance among OPEC 
producers throughout 2017 and 
2018 resulted in oil prices rising 
ahead of schedule, and OPEC 
members have been looking to 
capitalise on the favourable oil 
prices to support their worsening 
budget deficits. Both Saudi Arabia 
and Russia have agreed that about 
1 million barrels a day would be 
added to the market. World oil 
supply continued to expand in July 
on the back of surging Russian 
production. OPEC is set to meet 
again in Algeria next month to 
detail how the production increase 
would be split among OPEC and 
its allies. 

Other key factors behind the 
OPEC decision include the antic-
ipated loss of Iranian oil from US 
sanctions and plummeting output 
in Venezuela. However, US Pres-
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zuela and Libya. 

The Venezuelan oil sector remains 
in shambles, with the EIA fore-
casting a fall in oil production to 
less than 1 million barrels per day 
by the end of 2018, and to 700,000 
barrels per day by the end of 2019. 
Fortunately, Washington has so far 
held back on imposing sanctions 
on Venezuela’s oil, with rightful 
concerns that it would aggravate 
an already serious humanitarian 
crisis. Despite tensions with the 
United States, Venezuela has iron-
ically seen its exports of oil to the 
United States increase. This has 
perhaps explained Trump’s resis-
tance to take more drastic measures 
against the Venezuelan oil sector 
because of the potential impacts 
on US gas consumers. However, 

as of late August, the option of oil 
sanctions could be once again on 
the table as Trump vows a ‘strong 
and swift’ response to Maduro’s 
election. In fact, large US refiner-
ies have already been substituting 
away from Venezuelan crude in 
anticipation of potential political 
developments. 

Upward pressure continues to 
build on oil prices, but trade ten-
sions have offered a brief source of 
relief to oil prices, in fear of reduced 
demand from slower economic 
growth. Trade worries returned to 
the markets in early September, 

bringing down Brent Crude by 0.5% 
to $77.42 a barrel. Looking ahead to 
2019 and 2020, OPEC forecasts de-
mand for its crude to slow as global 
growth slows and rivals such as the 
United States pump out more. The 
drop in demand would reduce the 
strain on producers such as Saudi 
Arabia making up for supply losses 
from Venezuela and Iran, perhaps 
even prompting the return of an oil 
market surplus. 

Despite production bottlenecks, the 
United States is expected to lead 
the world’s oil supply growth, with 
high oil prices bringing a surge of  
US shale, as well as increasing out-
put in Canada and Brazil. According 
to OPEC figures, non-OPEC pro-
duction is expected to grow at 2.13 
million barrels per day in 2019, sur-

passing global demand growth of 
1.64 million barrels per day. Led by 
Saudi-Arabia, OPEC attempted to 
derail the U.S. oil industry, rapidly 
increasing production throughout 
2014 and 2015 and sending prices 
well below U.S. producers’ break-
even points. The attempt nearly 
worked. Despite hundreds of oil 
producers declaring bankruptcy, the 
U.S. oil industry has most impor-
tantly survived; the few producers 
remaining having drastically low-
ered their production costs.

The growing prominence of the US 
oil sector, combined with Saudi-Iran 

in anticipation of the upcoming 
sanctions, could potentially see a 
drastic shift in the power dynam-
ics within OPEC. The balance of 
power within OPEC has tipped 
indisputably in favour of Saudi 
Arabia and its closely aligned Gulf 
Arab allies, while side-lining Iran, 
Libya and Venezuela. Saudi Ara-
bia would now be likely to have 
a free hand in negotiating with 
non-OPEC members, particular-
ly Russia. According to Reuters, 
the most important negotiations 
are no longer between individual 
OPEC states, but between OPEC 
and the resurgent Russia. With 
Saudi Arabia threatening to take 
over Iran’s market share, there is no 
doubt that this would exacerbate 
OPEC’s internal fractures. On 
31 August, Iran’s military threat-

ened to close off the Persian Gulf ’s 
Strait of Hormuz, potentially cut-
ting off the flow of a third of the 
entire world’s oil. Already, we have 
seen the first shots of a price war 
that some analysts say could break 
apart OPEC. 

Overall, the real impact of the 
Iran sanctions won’t be known 
until November. For the time be-
ing, however, it seems clear from a 
basic demand and supply analysis, 
that there is only upside potential 
in store for the crude oil market.
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obor - thE NEw silk road?
By Lim Yang
The OBOR initiative is one 
most well defined by the Chi-
nese government – a bid to en-
hance regional connectivity and 
embrace a brighter future. In late 
2013,  Xi Jinping unveiled the 
project and was later supported 
by the then Premier Li Keqiang; 
it took the media by storm. Ini-
tially, focus was on infrastruc-
ture, investment, education, 
construction, railway/highway, 
transport, real estate, utilities 
and minerals. China intended to 
use this initiative to addresses an 
“infrastructure gap” and at the 
same time accelerate economic 
growth across Asia Pacific and 
Europe. Essentially, this initia-
tive calls for the integration of 
the region via building infra-
structure, increasing cultural ex-
changes, and broadening trade. 

Geography

In order to execute such a move-
ment, this initiative would be 
split into 2 major parts; namely 
the Silk Road Economic Belt 
and the 21st Century Maritime 
Silk Road. This economic belt 
includes a host of trade and in-
frastructure projects stretching 
from China to Europe while the 
maritime silk road encompasses 
a sea-based network of shipping 
lanes and port developments 
throughout Asia and the Pacif-
ic. Collectively, they are known 
as One Belt One Road or rather, 
the New Silk Road. 

The entire initiative would take 
place across countries situated 
on the original Silk Road. They 
include, Central Asia, West 
Asia, the Middle East, and Eu-

rope; thus, making up 4 belts. 
Apart from this, another area ru-
moured to be included is South 
Asia and Southeast Asia. A total 
of nearly 70 countries would be 
involved with an estimated com-
pletion in 2049 and an estimated 
valuation of 2 to 3 Trillion US 
Dollars.

Institutions and Funding

China intends to carry out this 
via several avenues. Firstly, the 
Silk Road Fund and its infra-
structure expertise is expected 
to play a key role in the OBOR 
initiative. In addition, The Asian 
Infrastructure Investment Bank 
(AIIB) which began in 2013 is 
a development bank dedicated 
to lending for projects regard-
ing infrastructure. Its prima-
ry objectives are to address the 
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expanding infrastructure needs 
across Asia, enhance regional 
integration, promote economic 
development and improve public 
access to social services. 

This bank will get the majority of 
its capital from Asian and Oce-
anic countries with China being 
the largest individual stakeholder. 
As for the Silk Road Fund, it is 
estimated to be around USD 40 
Billion. Its role will be to invest in 
business rather than offering tra-
ditional loans. Lastly, China plans 
to capitalize on its infrastruc-
ture know how; such that other 
countries may also benefit when 
it comes to embarking on infra-
structure-based developments. 
China is also using the Belt and 
Road Initiative to address excess 
capacity in its own industrial sec-
tors, with the hopes that produc-
tion facilities may eventually be 
migrated out of China and into 
the Belt and Road Infrastructure 
countries.

Pushback

However, there has been back-
lash; with some stating that polit-
ical motivations are behind Chi-
na’s plans to build ports, roads, 
railways and other forms of in-
frastructure in underdeveloped  

Eurasia and Africa rather than real 
demand for such infrastructure. 
With China’s economic growth 
slowing in recent years, it has 
suffered from widespread over-
capacity in heavy industries such 
as steel, cement and aluminium. 
Thus, some have even opined that 
China is looking to use OBOR as 
a means to ship its own domestic 
overproduction offshore and that 
by leveraging its own capital to 
help others get wealthier, partici-
pating countries can become cus-
tomers of Chinese products.   

Also, a few ratings agencies have 
expressed concern over the Chi-
nese banks’ ability to control risk 
due to their past record of being 
unable to allocate resources ef-
ficiently. This may lead to un-
foreseen problems as most of the 
funding comes from large Chinese 
institutions. The prevalent shadow 
banking situation also exacerbates 
this predicament. Fortunately for 
China, this move opens new mar-
kets for Chinese goods, shoring up 
the country’s economy against any 
potential slowdown in demand 
from EU or US. 

Overall, OBOR might come 
across as a tool to mask China’s 
political agenda and interest in 
influencing the rest of the world. 

Though they stand to reap major 
benefits from OBOR projects, it 
is also footing a significant pro-
portion of the risks entailed with 
them. Many key countries tar-
geted by OBOR in Central Asia, 
Africa and Southeast Asia are 
prone to economic and political 
instability and corruption; exam-
ples include those in Sri Lanka, 
Myanmar and Malaysia most re-
cently. 

Just last month, newly elected 
Malaysian Prime Minister Ma-
hathir Mohamad announced a 
renegotiation and perhaps even 
a cancellation of billions of dol-
lars’ worth of Chinese-invested 
projects due to its entanglement 
in domestic graft probes. This was 
primarily due to unpopular Chi-
nese projects authorized by for-
mer premier Najib Razak where 
he courted Chinese investment 
and was a cheerleader for China’s 
“One Belt, One Road” (OBOR 
is also known as Belt and Road) 
initiative in Southeast Asia. Thus, 
it is unclear how much of an eco-
nomic rationale is behind this 
initiative for China. 

In light of the above, many de-
veloping countries will stand to 
reap massive benefits by cooper-
ating with China, but that would 
undoubtedly restore its historical 
status as Asia’s dominant power 
despite being an informal and 
largely economic one, posited on 
cash and held together by massive 
infrastructure. But if successful, 
OBOR could see China supplant 
the US as the main superpower 
in much of the world unlike what 
we used to know. It would be 
foolish however, to remain oblivi-
ous that given the vast size of this 
initiative, there could be a major 
blight on the Chinese if things go 
wrong. 
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thE tradE war aNd NEw ZEalaNd

By Sam Simpson

A lot has been said about the po-
tential trade war between China 
and the United States, particularly 
with new tariffs being introduced 
on a frequent basis. This has now 
proliferated with other nations 
coming on board, including the 
European Union. Less has been 
said about the potential impact 
on the New Zealand economy as 
a whole, something that is topical 
with the NZX hitting fresh highs 
recently.

Any economist will tell you that 
tariffs and other trade barriers are 
detrimental to the global econo-
my. An understanding of Ricar-
do’s theory of comparative ad-
vantage will soon convince most 
people of that conclusion. But 
taking a step back from the theo-
ry, one can see that the age of glo-
balisation partly allowed through 
technological advances in trans-
port has drastically increased 
most economies’ GDPs. The few 

that have not taken part, such as 
North Korea, have notably fall-
en behind in many aspects. The 
countries making up the USSR 
suffered from similar problems 
until they broke free.

Naturally, one might then ask - 
why has trade protectionism be-
come popular once again? This 
is a difficult question to answer, 
however I believe it has to do 
with the fact that attacking free 
trade is good politics, but poor 
economics. A large proportion of 
the general public, who are often 
the most prone to losing their 
jobs through globalisation (e.g. 
steel manufacturers in the US), 
do not understand adequately the 
benefits of free trade. This has en-
abled leaders like Trump to take 
advantage of the lack of under-
standing through anti-trade rhet-
oric to win votes.

New Zealand, a small open econ-

omy, is faced with this unfortu-
nate trend. The fact that we are a 
small economy far away in geo-
graphical terms from China and 
the US might give an illusion that 
we are safe from a potential trade 
war. However, this is far from the 
truth. One thing is clear – there 
will be no winners from a trade 
war.

As a small open economy, we 
are reliant on exporting to access 
large markets which we do not 
possess ourselves. Our key indus-
try, dairy, makes this apparent. If 
it weren’t for the free access to 
the Chinese market, both Fon-
terra and A2 Milk, two of the 
largest companies in New Zea-
land, would undoubtedly be a lot 
smaller. Our economy as a whole 
feeds off our exporting industries, 
and their success is therefore vital 
to everyone.

One key reason that a trade war 
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could impact New Zealand neg-
atively is the threat to the World 
Trade Organisation (WTO). The 
WTO, on which small trading na-
tions rely so much for dispute res-
olution, often against much larger 
countries, would almost certainly 
be caught in the crossfire. Trump 
has been publicly unsupportive 
of the WTO, and recently threat-
ened to pull the US out. Our apples 
wouldn’t be in Australia without the 
WTO’s disputes system, and our 
beef wouldn’t be in South Korea. 
The threat to the WTO’s existence 
is therefore of great concern, partic-
ularly to a small country like New 
Zealand. The former New Zea-
land Prime Minister Mike Moore, 
who has led the WTO in the past, 
warned that Trump’s threatened 
levies could trigger not just a trade 
war but also a global recession, cit-
ing the importance of the WTO.

Rising protectionist policies also re-
duces business confidence, which is 
something that is clearly evident in 
New Zealand currently. For exam-
ple, in August 2018 a net 50 percent 
of 369 firms surveyed in the ANZ 
business outlook survey for August 
expected general business condi-
tions to deteriorate in the coming 
12 months, 5 points lower than 
July’s result. There are many causes 
of this, including domestic policies, 

however a large part of this is the 
multilateral tariffs being imposed. 
Businesses employ people, so a fall 
in confidence does not bode well for 
employment estimates for the future. 
Furthermore, with low confidence, 
investment in crucial areas such as R 
& D is likely to fall.

Listed companies on the NZX that 
could be hit harder than others in a 
trade war include A2 Milk, Fisher 
& Paykel Healthcare, Fonterra and 
all the banks. These are some of our 
largest companies, raising further 
concerns.

In this unfortunate situation, New 
Zealand has become a bit of a sit-
ting duck. Retaliating with count-
er-tariffs would not be the right 
solution. New Zealand’s influence in 
the world is based on the idea that 
we are a small, advanced and open 
economy that advocates against the 
very kinds of measures that Presi-
dent Trump is taking. For us to join 
this unhelpful retaliation would send 
a very bad signal to the rest of the 
world. We are essentially at the whim 
of the US, China and Europe. Over 
the last few weeks there has been one 
sign of good news, in the form of a 
negotiation between the US, Canada 
and Mexico of a new North Atlantic 
Free Trade Agreement (NAFTA). 
However, this news has been plagued 

by new bilateral tariffs between 
China and the US. Thus, the situ-
ation is in a state of flux.

There are a few things that New 
Zealand can do to help protect 
ourselves from the negative ef-
fects of a potential trade war. The 
first is to actively promote new 
free trade agreements with other 
nations, as well as to improve and 
retain existing ones. An analogy 
to a diverse portfolio of invest-
ments can be made. In the case 
of investments, a diverse portfolio 
decreases risk from the decrease 
in value of any one asset. With 
many free trade agreements, if re-
lations deteriorate with only one 
nation, then the overall impact on 
GDP and employment would not 
be so great as would be the case if 
we only traded with that one na-
tion or a small number.

Therefore, New Zealand is in a 
difficult position in the current 
economic environment. The ef-
fects of a trade war would be felt 
hard here, which requires a bit 
of forward thinking. Reducing 
our debt to GDP levels, and pro-
moting free trade agreements can 
help protect us for the future.
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tuMultuous tiMEs ahEad for North 
aMEriCaN frEE tradE

By Sam Jain
In the recent weeks,  big de-
velopments have emerged re-
garding the future of the North 
American Free Trade Agree-
ment or NAFTA for short. 
While a deal between the 
United States and Mexico was 
reached on the 27th of August, 
with Mexico submitting to 
Donald Trump’s demands, on-
going trade disputes with Can-
ada who refuse to submit, are 
causing tensions in the fabric of 
the trade bloc. 
 
The deal, which has been the 
subject of recent debate due to 
the president’s hard-line pro-
tectionist stance, came into ef-
fect in 1994. It created a trade 
bloc comprised of Canada, The 
USA and Mexico which was 
and still is the largest trade zone 
in the world by GDP valued at 
around $22 Trillion USD. The 

agreement secured the elimina-
tion of the majority of tariffs and 
barriers which set the founda-
tions for economic prosperity and 
growth in the continent and for 
closer ties between the trio.
 
The deal was relatively unchal-
lenged and enjoyed support across 
all three countries and their major 
parties, and it seemed it would 
last for decades more, until a busi-
nessman turned populist politi-
cian decided to run for the high-
est office in the United States. 
Donald Trump and his firebrand 
speeches struck the right chord 
with the American heartland. He 
argued that NAFTA was unfairly 
penalising the United States and 
giving privileges to Mexico and 
Canada that widened the trade 
deficit that the US had with those 
two countries.  He further em-
phasised the loss of jobs as a result 

of manufacturing operations 
moving to Mexico. His argu-
ment was that forcing a revised 
set of rules would bring em-
ployment and wealth back into 
the US. Because of this rheto-
ric, the blue-collar communi-
ties that had suffered greatly as 
a result of the outsourcing that 
agreements such as NAFTA 
had allowed, saw Trump as an 
economic messiah.  His zealous 
advocacy of protectionism and 
his promises of bringing back 
industry and increasing em-
ployment won him the support 
of the American working class, 
who then gave him the victory 
in the 2016 US election. That 
election shook up the tradition-
al US political establishment as 
they prepared for the first out-
sider politician since Reagan.
 
Immediately after his election, 
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Trump immediately started re-
negotiating the deal. He pre-
pared a list of changes he would 
like seen in the treaty, with the 
reduction in the trade deficit 
being the foremost priority. An-
other issue listed was the ability 
of Canada and Mexico to impose 
tariffs on US imports while lim-
iting the ability of the US to do 
the same. US business analysts 
and spokespeople immediately 
stated their concerns with the 
rhetoric Trump was proposing. 
John Murphy the vice president 
of the US Chamber of Com-
merce stated how “A number of 
the proposals that the United 
States has put on the table have 
little or no support from the US 
business and agriculture com-
munity”. Initially, Trump target-
ed Mexico, with his emphasis 
on the Auto Industry. Howev-
er, soon Trump started chang-
ing his target to Canada, firing 
up his supporters in the various 
rallies he held about the damage 
that the Canadian dairy indus-
try is causing the United States. 
Furthermore, the Mexican gov-
ernment was more willing to 
concede due to the election of 
Andres Manuel Lopez Obrador 
a prominent far-left candidate as 
President-Elect of the Mexican 

Republic. 

 After months of discussion and 
negotiation, on the 27th of August 
a breakthrough was finally made 
between the United States and 
Mexico. President Trump spoke 
with Mexican President Enrique 
Pena Nieto to discuss trade. A bi-
lateral deal was reached with a 
modified and updated NAFTA 
agreement. The provisions includ-
ed major changes for auto manu-
facturers. With the new agreement 
stating that auto companies must 
manufacture at least 75 percent of 
the car’s value in North America, 
this is a large increase from the 
62.5 percent as agreed upon before. 
At least 40-45% of the car must be 
made by workers earning at least 
$16 USD an hour. The deal would 
also have updated rules on intel-
lectual property rights and labour 
negotiations. US president Donald 
Trump spoke with Mexican presi-
dent Enrique Pena Nieto regarding 
Canada’s future in this agreement. 
Trump discussed the possibility 
of the US pulling out of NAFTA 
and signing a bilateral trade agree-
ment with Mexico (effectively end-
ing NAFTA), if Canada does not 
accept the terms Trump has set. 
Trump has also threatened to place 
tariffs on Cars coming into the US 

from Canada, in order to try to 
force Prime Minister Trudeau 
into his deal. However, President 
Nieto has insisted that Canada is 
kept in any deal that the Mexi-
co and US sign. On the phone, 
with President Trump, he insist-
ed that Canada must be brought 
to the negotiating table, and in a 
social media video released fol-
lowing the bilateral agreement, 
he re-emphasised the impor-
tance of the three partners in the 
negotiations. Recent statements 
by Mexican President-Elect 
Obrador also suggest he intends 
to follow in his predecessor’s 
policy of inclusion. On top of 
that, Lawrence Herman, a To-
ronto based international trade 
lawyer stated in a tweet “Trump 
has no authority from Congress 
to end NAFTA and do a bilater-
al deal with Mexico as he threat-
ens. I suspect lots of political 
pushback and, importantly, legal 
challenges to any such attempt”. 
Furthermore, Thomas Donohue 
President of the US Chamber of 
Commerce issued a statement 
that stressed a trilateral agree-
ment, highlighting how neither 
Congress nor the US business 
community would support aban-
doning Canada’s involvement. 
Others suggest that Trump 
could whip up Congress into ac-
cepting his proposal, especially 
given his growing popularity in 
the approval ratings.

Whatever happens with Canada, 
one thing is certain. NAFTA, if 
it survives, will be radically dif-
ferent to the agreement that was 
in place before and something 
that is in line with Trumponom-
ics rather than the traditionally 
established arrangements.
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tradE CoNCErNs wEigh oN iNdiCEs

By Suvarn Naidoo
Over the past few months, the 
trade war between the United 
States and China has unsettled 
global markets after their im-
pressive rally through 2016 and 
2017. The S&P 500, the Dow 
Jones Industrial Average and 
the Nasdaq composite have all 
been shaken by trade concerns, 
although they have still man-
aged to continue their long-
term rally. Higher bond yields 
and inflation, reinforced by the 
strong January U.S jobs data 
raised fears that the Fed would 
tighten monetary policy sooner 
than expected. The months that 
followed saw the three indices 
consolidate as a result of uncer-
tainty from the trade conflict.

Despite the constant tit-for-
tat with the trade war and the 
tightening of interest rates, 
both of which are at the fore-

front of people’s minds, the S&P 
500 and Nasdaq reached new all-
time highs during August. The 
boost was primarily driven by 
tech stocks, particularly Amazon 
and Apple, which both recent-
ly reached $1 trillion in market 
capitalization. However, the Dow 
Jones Industrial Average closed 
22 pips down for the month with 
the losses of Boeing and Goldman 
Sachs offsetting gains by Apple 
and Nike. A high degree of uncer-
tainty lingers around US equities 
amidst sporadic trade tensions, 
relationships with the EU and the 
renegotiation of NAFTA. There’s 
no doubt that a more Hawkish 
than expected Fed would negate 
the effects of Trump’s stimulus 
package and possibly slow down 
growth across sectors. For now, 
US indices seem to be in a period 
of consolidation that could easily 
be followed by high levels of vol-

atility. 
 
The FTSE saw gains in ear-
ly September in response to 
recent comments by the EU’s 
top Brexit negotiator Michel 
Barnier regarding U.K Prime 
Minister Theresa May’s pro-
posals for Brexit. The resulting 
sell-off of the pound strength-
ened the FTSE main board as 
many multinational companies 
in the index generated a signif-
icant proportion of their sales 
in foreign currencies. There are 
however growing fears of U.K. 
producers losing competitive-
ness. With import costs rising 
in light of the potential loss of 
Britain’s tariff-free trade, ana-
lysts are becoming increasingly 
watchful of what this arrange-
ment would mean for domestic 
production, inflation and jobs 
within the U.K. 
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Effect on Indices

There is a risk of London being 
displaced as the base of oper-
ations for financial institutions 
in the EU, this could result in 
a significant economic loss to 
the UK as it may lead to high 
income bankers and other pro-
fessionals following their firms 
to other European nations. This 
is already evident, with a large 
number of banks saying they 
will shift their headquarters out 
of London. Deutsche bank has 
indicated that they intend to 
shift almost half of their Euro 
clearing house out of the UK 
while creating an additional 
4,000 jobs in Frankfurt. HSBC 
is following this trend, shift-
ing 1,000 jobs from the UK 
to Paris. Goldman Sachs and 
JP Morgan have also started 
moving their operations from 
London to various cities across 
Europe. The fact that these 
firms are moving their opera-
tions out of the UK seems to be 
an indicator of the future trend 

of other businesses within the 
UK which likely to have flow on 
effects on consumption and ulti-
mately on the performance of the 
FTSE 100.
 
Impact on NZX 50

The NZX 50 has continued to 
see strong performance in 2018. 
The strength of the index relies 
heavily on New Zealand’s pri-
mary industries, the tourism sec-
tor, the construction sector and 
the relative depreciation of the 
New Zealand dollar. The index 
started 2018 strong and contin-
ued its post GFC rally, however 
it followed global markets lower 
during the volatility induced cri-
sis in February of this year.

While New Zealand has thus far 
been spared the brunt of the US-
led trade war, the NZX nonethe-
less felt its spillover effects due 
to New Zealand’s heavy reliance 
on trade conditions abroad. The 
NZX 50 saw gains in anticipa-
tion of increased earnings, par-

ticularly with regards to key 
primary sector companies.  
Revenue growth expectations 
were largely driven by this 
year’s depreciation of the NZD. 
The NZD reached new lows 
against the USD amidst Fed-
eral rate hikes and the Reserve 
Bank’s accommodative policy 
statement.

Despite becoming more price 
competitive, New Zealand ex-
porters are still highly exposed 
to the costs of their inputs as 
a result of tariffs as well as a 
risk of falling global demand 
growth as a consequence of 
protectionist policies across the 
globe.

Indices across the world have 
been rallying to all-time highs. 
However, it seems clear that 
the shifting trade paradigm to-
wards protectionism will bring 
continued volatility across the 
market.
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sustaiNablE iNvEstiNg 
ESG IS SHAPING THE FUTURE

By Marie Poff
Attitudes towards sustainabil-
ity have undergone a drastic 
shift in the past decade, fol-
lowing a widespread acknowl-
edgement within business and 
political spheres of the harm 
being caused by unsustainable 
practices. While we don’t typi-
cally associate Wall Street with 
morality, there is an increasing 
demand for more conscientious 
investment decisions. Asset 
owners have begun to look at 
a manager’s experience in inte-
grating ESG strategies, and the 
issue of sustainability is com-
monly raised in investment dis-
cussions. Consumers have also 
influenced the way the world 
does business, with retail inves-
tors now pushing products that 
recognise the ever-evolving so-
cial and environmental back-
drop of the investment world. 
With thoughtful implemen-
tation, sustainable investing 
strategies will favour long term 
financial performance, while 

also playing a crucial role in de-
termining the world that future 
generations will inherit. 
 
Environmental, Social and Gov-
ernance (ESG) criteria are a set 
of standards that help to screen 
potential investments. These stan-
dards look into whether a compa-
ny has environmentally sustain-
able policies and a positive impact 
on their communities, as well as 
an internal structure which is fair 
to all shareholders. Using these 
standards is a generally accurate 
way to determine which invest-
ments align with your own values 
and has fundamentally changed 
the way Wall Street operates. 

However, the landscape for sus-
tainable investing is changing 
rapidly, making it hard to navigate 
long-term sustainability when 
creating a portfolio. While there 
are still challenges to be over-
come, demands for an increase 
in transparency among other 

changes are helping investors 
make the right decisions.  

The ESG Landscape: factors 
and types of funds 
 
Perhaps more so than any other 
type of investment, ESG in-
vesting is strongly influenced 
by the global consensus around 
certain issues affecting sustain-
ability. Despite the emergence 
of an anti-globalisation move-
ment, most regions have ad-
opted similar policies in terms 
of consumer protection, labour 
rights and governance stan-
dards. For example, the 2015 
introduction of modern slavery 
legislation in the UK allowed 
for a closer look at supply 
chains, kickstarting similar ap-
proaches being adopted by oth-
er countries such as Australia.    
 
From an environmental stand-
point, it’s recognised interna-
tionally that the concentra-
tion of greenhouse gases is at 
an all-time high, with global 
temperatures on an upwards 
slope. While President Trump’s 
withdrawal from COP21 was 
a shock, it has also strength-
ened the resolve of US and 
other companies to take action. 
A complex issue like climate 
change is not easily captured, 
but awareness has encouraged 
discussions with resource com-
panies about how to create 
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long-term value, despite enor-
mously disruptive structural 
change. It’s clear that political 
leaders and legislation are a 
leading factor in strengthen-
ing the standards expected to 
be upheld for everyone’s ben-
efit. For investors looking to-
wards the future, issues such as 
climate change, demograph-
ic shifts, population growth, 
natural resource scarcity and 
extreme poverty have been im-
perative factors in creating a 
sustainable portfolio. 
 
Since its beginnings as a way 
for people to align their port-
folios with their moral and 
personal beliefs, ESG invest-
ing is now an industry worth 
$22.8 trillion. According to a 
report from the Morgan Stan-
ley Institute for Sustainable 
Investing and Morgan Stan-
ley Investment Management 
Inc, 84% of asset owners have 
either already taken to sustain-
able investments or are cur-
rently weighing the options. 
The figure above demonstrates 
how broad the umbrella of 
“sustainable investment” is, 
with investments such as ESG 
Integration and Impact Invest-
ing defining two ends of the 
spectrum. 

In the US in particular, institu-
tional investors such as Black-
Rock Inc., Vanguard Group 
Inc. and State Street Global 
Advisors Inc. have been using 
their influence to sway compa-
nies’ decisions on issues ranging 
from climate change, to social 
issues such as gender equality 
and gun control. There’s little 
surprise that a large portion of 

ESG investment flows go into 
exchange traded funds (ETFs). 
With the aforementioned is-
sues in mind, investors have 
been moving away from coal, 
petroleum cars, uranium, and 
other non-sustainable invest-
ments. Most funds will avoid 
“sin stocks” such as tobacco, 
alcohol and the weapons in-
dustry. More than this, there 
has been a rise in the number 
of funds geared specifically 
towards a certain focus. The 
SSGA Gender Diversity Index 
ETF (or SHE) tracks an index 
of companies who tackle gen-
der equality, by encouraging 
the advancement of women to 
high ranking leadership po-
sitions within the firm. Social 
responsibility, low carbon tar-
gets, and being fossil fuel re-
serves free, are other examples 
of ETF and mutual funds with 
a focus on sustainability and 
impact investing. 
 
Growing pains to giant leaps: 
growth and setbacks
 
From what could be called a 

standing start 12 years ago, 
sustainable investing has been 
a reflection of changing priori-
ties in the financial communi-
ty. Ethical or impact investing 
is booming; in countries like 
Australia it began with a fund 
in 1984 nicknamed ‘Brazil’ be-
cause it was insane to invest in 
it, but from 2004 to 2007 the 
market grew from $4.5 billion 
to $17.1 billion, according to 
the Responsible Investment 
Association of Australasia. 
Now almost all large asset 
managers champion their com-
mitment to sustainable invest-
ing; there is a public show of 
support with nine out of ten of 
the world’s largest fund man-
agers having signed the UN’s 
Principles for Responsible In-
vestment (PRI). 
 
Unfortunately, issues sur-
rounding sustainable investing 
have been omnipresent. A ma-
jor issue is the doubt surround-
ing whether ESG investments 
can outperform other mutual 
funds. However, academics 
such as Gregor Dorfleitner, 
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have found in long-term anal-
yses that it does pay to be a 
“good” investor. According to 
ETF.com, sustainable ETFs 
tend to cost less, and have a 
higher return. Looking at the 
year leading up to mid-June, 
the median total return for 
ESG-focused ETFs was 12%, 
whereas the total median re-
turn for all ETFs in the same 
period was 7.5%. In the U.S. 
the median total returns were 
8.6% according to an S&P 
Global Market Intelligence 
analysis of Bloomberg LP data 
published by the U.S. Forum 
for Sustainable and Respon-
sible Investment. Compared 
to the 7.1% median returns of 
all mutual funds according to 
Thomson Reuters Corp. data, 
ESG funds are outperforming 
other mutual funds. This can 
be attributed to a number of 
factors, a main one being that 
technology stocks have grown 
rapidly, which are typically 
weighted more heavily in ESG 

funds.  

 There is also doubt surrounding 
passive ETF’s and open-ended 
funds, who have been accused of 
exploiting investors’ preference 
for low-cost solutions, without 
providing the expected financial 
or sustainability outcomes. The 
doubt is focused on the ESG in-
dicators, which are determined 
not through the usual objective 
measures such as market cap-
italisation, but through a series 
of analysis that can vary signifi-
cantly. Confusion lies in that 
there is not much in common 
between different ESG ratings, 
as methodologies have been 
kept vague until recently.  
 
Despite asset managers remain-
ing sceptical of the long-term 
viability of the ESG regulatory 
landscape, investors continue to 
increase their demand for sus-
tainable and other ESG invest-
ments.  
 

Focus: Green Bonds Market
 
A recent success story for sus-
tainable investment has been 
the boom in green bonds, 
which have acted as proof to 
investors that good returns can 
be gained from environmental-
ly beneficial projects. The green 
bond market has been experi-
encing “record growth” accord-
ing to Andre Severino, global 
head of fixed income at Nikko 
AM. According to Standard 
and Poor’s, in December 2017  
the green bond market was 
worth $372bn, with growth 
expected to continue. 

In a forecast by Nordic bank 
SEB, green bond issuance 
in 2018 is estimated to hit 
$185bn, with the bank public-
ly announcing 17 green bond 
fundraising drives by the end 
of year, including issuers from 
the international community, 
such as the US, Mexico, India 
and South Korea. They re-
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ported in a July market update 
that $47bn was raised through 
green bonds in the second 
quarter of 2018, the second 
highest quarterly figure on 
record. Concerns were raised 
surrounding the international 
trade tensions, but any decrease 
in growth was attributed to an 
overall slowdown of the bond 
market in 2018. 

This growth shows how ex-
panded investment options 
are allowing investors greater 
access to sustainable markets, 
which in turn provides capital 
to a range of environmentally 
beneficial projects worldwide. 
With green bonds showing the 
finance industry that growth 
isn’t negated by sustainable 
investments, demand will con-
tinue to grow in this invest-

ment market. 

New Zealand Focus: provid-
ers change to reflect investor 
demand

With New Zealand’s reputa-
tion as a clean, green country, 
it’s to be expected that investors 
would push for sustainable in-
vestments. Despite a slow start, 
this has been increasingly true 
in recent years, as NZ investors 
have started to place priority 
on not only attaining financial 
goals but doing so in such a way 
that it aligns with their values. 

Awareness grew specifically in 
2016, when KiwiSaver mem-
bers and politicians found that 
KiwiSaver had invested funds 
into cluster munitions, land-
mines and tobacco. As investors 

reacted, so did providers. In just 
a year between 2016 and 2017, 
ESG filtered funds in NZ in-
creased from 78.7 billion to 
131.3b. KiwiSaver responded 
to customers by changing their 
investment methodologies to 
create a more sustainable in-
vestment portfolio. According 
to the Financial Markets Au-
thority (FMA), there was lit-
tle switching of providers by 
consumers, instead providers 
changed themselves.

This demonstration of in-
vestors influencing providers 
shows a change in priorities 
and could be a continued pat-
tern in investment going for-
ward. It all goes to show that 
with better investment deci-
sions, you do have the power to 
make an impact. 
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siNo-aMEriCaN tradE tENsioNs

By David Saul
President Trump has long been 
critical of China’s trade practises, 
making comments regarding the 
matter dating back to his presi-
dential run in 2016. In calling 
for action to be taken on China’s 
supposed currency devaluation 
and their requirement for foreign 
companies operating there to 
share intellectual property, whilst 
also pushing to bring production 
and jobs back to America, it is 
with little surprise that heavy tar-
iffs have been imposed on China 
in recent months.

It was in July 2018 that the 25 
percent tariffs came into effect on 
$34 billion worth of Chinese im-
ports, with a further $16 billion 
added to the list soon after. China 
reciprocated these tariffs, bring-
ing the total worth of goods tar-
iffed on either side to $50 billion.

Interestingly enough, the USA’s 
trade deficit with China in-
creased, largely due to the in-
crease in imports as a result of 
continuously strengthening USA 
economy. With the USD roughly 
6% stronger against the Chinese 
Yuan since the tariffs were first 
announced in June, the effect of 
the tariffs has been somewhat 
offset, to the benefit of Ameri-
can consumers. Also, as expected, 
there has been an overall margin-
al effect on exports.

On the other side of the equation, 
China’s reciprocation involved 
tariffs being set on American 
agricultural products, including 
soybeans, the USA’s largest ag-
ricultural export which accounts 
for roughly 10% of their total 

exports to China. Their soybean ex-
ports fell 16.2% in July alone and 
the price per bushel dropped rough-
ly 20%, but it is expected to recov-
er this month as Brazil runs out 
of soybean export stock. However, 
while soybean farmers may escape 
relatively unharmed, many other 
American farmers will find it hard 
to recover from the Chinese tariffs 
in the coming months, prompt-
ing President Trump to offer a $12 
billion ‘bailout’ for them. The issue 
with this is that it is a short-term 
solution to a potentially long-term 
problem, assuming the trade dispute 
is not quickly resolved.

When assessing President Trump’s 
goal of returning production to the 
USA, it is interesting to see that 
Ford’s North America Product 
Communications Director has re-
cently tweeted the following, imply-
ing that the tariffs on Chinese prod-
ucts will not lead Ford to produce 
the Ford Focus locally.

Because of these tariffs, Ford chose 
to stop selling its Focus line in the 
United States altogether. This essen-
tially represents the issue that many 
producers face, whereby it can be 
more profitable for them to forfeit 
sales than to localise production.

Many economists are now warning 
that the American consumer will be 
the most hurt by the introduction of 

the tariffs. This is due to Ameri-
can producers being able to raise 
prices due to the elimination of 
low-price foreign competition 
for many goods from China, 
with the burden falling on con-
sumers. This could essentially 
lead to a decrease in already high 
consumer spending and an in-
crease in inflation, but if major 
companies do not return their 
production to the United States, 
unemployment may even be un-
affected specifically by the tariffs.

Looking forward, there is now 
an additional $200 billion worth 
of tariffs being imposed on Chi-
na by the USA. Major US stock 
indexes were negatively affected 
after the announcement, show-
ing the uncertainty of the po-
tential effects to come. The move 
would increase US tariffs on 
China roughly eightfold which 
suggest the effects would be 
significant, including higher in-
flation, decreased GDP growth 
and decreased consumer spend-
ing for both nations if China is 
to retaliate.

Ultimately, the tariffs look to be 
more self-destructive than help-
ful and will hurt the everyday 
consumer in both countries. The 
worry is if these tariffs remain in 
place long-term and no mutually 
beneficial trade deal is reached, 
which is unlikely to be the case 
if the negative effects are seen 
to be profound in the coming 
months.
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