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The best time to have a fi re drill is when the building’s not already burning. 

The reason is simple, because any mistakes made during a drill are much less 
expensive than mistakes made during the real thing.

Why do we mention this? 

Because if we can extend this analogy to investment markets, the markets were 
defi nitely not ‘burning’ in the second quarter of 2026. Far from it. Investors in fact 
have plenty of reasons to be very pleased about returns over the recent 
few months. 

That’s what makes this a good time to have an impromptu fi re drill for investors. 

Of course, when the markets inevitably hit their next diffi  cult patch, it won’t be a 
building you are looking to vacate, what you might be considering is exiting the 
markets themselves. 

Don’t. For genuine long-term investors, the best thing you can do is... not panic. 
Also, never assume that scary headlines will always have a negative impact on 
investment markets. 

They might, but news gets rapidly assimilated into securities prices and forward-
looking markets can be surprisingly quick to move on.    

We were reminded of that once again last quarter.  

A stalemate in the Strait
The war in Iran departed from the script the US had initially imagined. It was 
not the quick 4-5 week confl ict they expected when bombing began in late 
February. While the conventional military phase was largely completed within that 
timeframe, the broader confl ict didn’t end. It morphed into a diff erent type of 
war, where military strength mattered much less than time, politics, and 
local resistance.
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In that phase, Iran’s remaining leverage wasn’t its army, it 
was geography – specifi cally its control over the Strait of 
Hormuz. By threatening any ships wanting to navigate this 
chokepoint for global oil supply, Iran was able to maintain 
signifi cant supply uncertainty and send global energy prices 
sharply higher.

In that sense, after Iran’s military was largely defeated, the 
Strait itself became the primary economic battlefi eld. As 
long as safe passage through the Strait remained uncertain, 
the confl ict couldn’t truly end from a market perspective.

This development, largely unanticipated by the Trump 
administration when the war began, was the collateral 
damage that spilled over into the global economy.   

Accelerating infl ation 
Prior to the confl ict, the world economy was experiencing 
moderate economic expansion and improving sentiment. 
This was a welcome development given the trade 
uncertainty and tariff -related price pressures that had 
characterised much of 2025. 

However, the Middle East confl ict dimmed the lights on 
the burgeoning economic recovery through its impact on 
commodity markets and infl ation expectations. With a new 
energy shock pushing infl ation expectations back up, the 
domino-eff ect was an abrupt sentiment change across 
major central banks. 

While many central banks had previously been signalling an 
intention to continue reducing interest rates to encourage 
growth, the confl ict caused many of these rate plans to 
quickly be put on ice. In some cases, consideration was even 
given to increasing interest rates. 

As investors priced in a higher likelihood that interest rates 
would remain elevated for longer, global bond yields rose 
and bond prices fell.

The paradox of share market returns
As the second quarter progressed, it became clear that the 
balance of global economic risks had changed. 

The world was observing hostilities in the Middle East 
that showed no signs of resolving quickly and this was 
contributing to higher oil prices, and a deteriorating 
infl ation outlook. 

None of this would generally be considered ‘good news’ for 
share markets.

However, in the face of these headwinds, investors 
demonstrated resilience. Share markets, which are often 
more inclined to go down when global risks increase, 
decided to throw a party.

The US S&P 500 (total return index) went up by 15.2% 
during the quarter, Australasian share markets went up 
5-6% and the MSCI Emerging Markets (gross index in USD) 
went up by a stunning 24.1%.

It’s returns like these that torpedo the idea that market 
forecasting is the pathway to investment outperformance. 
Even if someone could have accurately predicted the 
Iran war, oil price spike and rapidly changing infl ation 
expectations, they – most likely – would have believed that 
selling out of shares would have been the best approach.

It’s not enough just to be right about the economic 
information that will arrive in the future. To be successful, 
you would also need to correctly predict how markets 
will react.  

Why were these share markets so strong over the last 
three months?

The most likely reasons were a combination of:

• Still strong underlying corporate earnings (i.e. 
businesses remained profi table even though sentiment 
was weaker), 

• Continued heavy global investment in technology, 
infrastructure and defence spending (generally 
considered to be supportive for share markets),

• Share markets are themselves ‘forward looking’. They 
focus less on the headlines of today, and far more on 
longer term market prospects (i.e. a return to pre-
confl ict oil prices and growth rates). 
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The New Zealand perspective 
In the middle of the second quarter the Reserve Bank of 
New Zealand’s (RBNZ) monetary policy committee met for 
its scheduled 27 May review of the Offi  cial Cash Rate (OCR).

Immediately before the Iran war (on 28 February) interest 
rates in New Zealand were expected to be held at the 
existing level of 2.25% for some time, to assist with the 
fl edgling economic recovery underway. 

At the following meeting (8 April), just six weeks after 
hostilities commenced, the RBNZ decided to hold interest 
rates steady, but explicitly warned that rate rises could soon 
be required. 

By the 27 May meeting, the decision had reduced to coin-toss. 
The RBNZ ultimately held rates steady again, albeit by a split 
vote of three to three. Interestingly, the three internal members 
of the committee all voted to keep the OCR unchanged, 
while the three external members favoured a 0.25% increase. 
Governor Anna Breman broke the deadlock with her casting 
vote ultimately delivering the ‘on-hold’ decision. 

While there was disagreement amongst the committee on 
the appropriate timing of a hike, there was broad agreement 
that further interest hikes were now imminent, and the 
market moved to price an interest rate hike in July as a 
near certainty.

This eventuated immediately after the end of the quarter 
when, in their 8 July meeting, the RBNZ lifted the OCR by 
0.25% to 2.50%. 

In spite of a rapid decline in oil prices following the late June 
de-escalation of the Middle East confl ict, the RBNZ observed 
that the eff ects of the earlier oil price rises would linger 

and that the outlook for medium-term infl ation remained 
uncertain. They also stated that some “further reduction 
in monetary stimulus is likely to be required”, leading 
most local economists to project the OCR fi nishing 2026 
somewhere between 2.75% and 3.00%.     

Voting with their feet
Migration statistics are regularly reported in the media with 
the data often being used to comment on whether New 
Zealanders are generally happy to stay and live here or see 
greater opportunities overseas. The data is also relevant to 
certain sectors of the economy. For example, new migrants 
can bring much needed skills, and positive net migration 
can often result in increased demand for residential housing 
and higher house prices. 

However, like all statistics, migration data can easily be 
interpreted to suit a particular social or political narrative. 

In recent times, media commentary has focused on “why are 
so many Kiwis leaving?” It seems a fair question when the 
statistics show that permanent emigrants (people leaving) 
increased from around 50,000 in March 2021 to over 
110,000 in March 2026. That’s a sizable increase, but it’s also 
not the full picture. 

New Zealand’s population has steadily grown over time, and 
it’s reasonable that the average number of people arriving 
and leaving in any year will naturally grow over time as 
well. It’s only when we look at the number of permanent 
emigrants as a percentage of the population that we can get 
a better perspective. 

The annual percentage of the total population leaving 
New Zealand is highlighted by the solid black line in the 
chart below.
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New Zealand's emigration trend in the 21st century
(permanent leavers as a % of total population)

% of population leaving average % leaving (excluding 2.5 yrs post-covid)

Source: Population and migration (M12) - Reserve Bank of New Zealand - Te Pūtea MatuaSource: Population and migration (M12) - Reserve Bank of New Zealand - Te Pūtea Matua
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The blue dotted line shows annual average percentage of 
the population leaving. When calculating this average, we 
excluded the data from March 2020 and September 2021 
(the period highlighted in the shaded circle). We have 
removed this period because this was when the world was 
first locked down, and subsequently recovering from, the 
Covid-19 pandemic. Emigration was artificially much lower 
then because of a combination of border closures and 
greater limitations on international travel.

When emigration is assessed as a percentage of the 
underlying population, New Zealand’s data now looks 
entirely reasonable. Contrary to some of the recent 
headlines, New Zealanders aren’t suddenly leaving the 
country in droves. 

Over the 21st century so far, New Zealanders have 
permanently left our shores at an average rate (excluding 
covid) of 21 people per 1,000. The very latest government 
statistics to the end of March 2026, showed that over the 
prior 12 months the emigration rate was also 21 people  
per 1,000. 

This means New Zealand’s current emigration rate is  
bang on its long run average. Completely, utterly, and 
boringly, normal. 

It’s also worth noting that new migrants over the last 12 
months outpaced emigrants by just over 24,000 so the New 
Zealand population continues to grow. Taken together, these 
trends confirm that New Zealand remains a highly desirable 
place to live, by global standards. Stable emigration and still 
positive net migration also underpins the future economic 
growth and prosperity of New Zealand Inc.  

No secret recipe
Colonel Sanders may have a secret formula for  
fried chicken, but as we have stated many times in these 
market updates, there is no secret recipe when it comes  
to investing successfully.

Investing requires us to take risk. How much risk we take is a 
personal choice and is often a function of our individual risk 
tolerance and investment time horizon. 

But one thing we have learned over many years is that 
risk never plays out as neatly as a projection graph in an 
investment plan might imply. 

Sometimes, markets are benign, almost boring. Sometimes 
they are rising strongly and, every once in a while, they can 
fall uncomfortably quickly. It’s in those moments that we 
often learn the true meaning of risk tolerance. 

It’s preparing for, and managing our response to those 
difficult times, that allows us to endure them. And if we can 
be resilient, or even brave, in the face of turbulent markets, 
the powerful advantage is that it allows us to be present and 
fully invested when the markets move our way. 

Of all the potential ‘secrets’ to good investing, not allowing 
emotions to overrule a sound strategy is right up there with 
the best of them. 

Although the second quarter of 2026 delivered great  
returns to most investors, this tells us almost nothing about 
what to expect next quarter. Ultimately, one quarter’s results 
don’t matter too much when your investment journey is 
measured in a multiple of years. What matters is that you 
stay the course. 

Remaining invested through good times and bad is how 
long-term investors get suitably rewarded for the risks they 
bear and the persistence they display during difficult times.   
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
+25.5%
(net div.)

Emerging markets shares
Emerging market shares delivered an exceptional second quarter of 2026, with the MSCI Emerging Markets Index returning 
+25.5% in NZD terms, taking it’s twelve month return to a staggering +54.0%. These are the highest returns from this index over 
any 3 or 12 consecutive month period since early 2006. The performance was overwhelmingly driven by the technology-oriented 
markets of South Korea and Taiwan, both of which benefited from the powerful AI investment theme.
South Korea was the standout performer of the quarter. The KOSPI Index gained 68% over the three months, with index 
heavyweights SK Hynix and Samsung Electronics delivering extraordinary share price gains as demand for AI memory chips and 
semiconductors surged. Taiwan similarly delivered, with TSMC and other semiconductor and electrical equipment companies 
driving the Taiwanese market materially higher as investor demand for AI-exposed shares remained intense.
China's market underperformed the broader emerging market index over the quarter. Weakness in the retail and auto sectors 
weighed on sentiment, and the broader domestic consumption recovery remained uneven. The MSCI China index lagged the 
group materially, in contrast to the strong performance seen across Northeast Asian technology markets. 
The divergence between China and its technology-heavy peers underscored that emerging market gains during the quarter were 
concentrated, driven predominantly by AI and semiconductor exposure rather than widespread economic optimism across the 
asset class.

Source: MSCI Emerging Markets Index (net div.)

The second quarter of 2026 delivered exceptional returns across most major equity markets, with both developed and emerging 
markets posting some of their strongest quarterly gains in recent years. Two themes dominated the period: the AI investment boom 
and the gradual de-escalation of the Middle East conflict. Risk sentiment improved materially as the price of oil, which had peaked 
sharply in April, began to retreat following a ceasefire agreement announced in June. This eased supply disruption fears that had 
weighed on markets and pushed inflation expectations higher for much of the year. Against this improving backdrop, global corporate 
earnings proved resilient, with the US first-quarter earnings season delivering strong results and the AI capital expenditure cycle 
continuing to underpin broad earnings revisions higher across several sectors.


+13.6%  
(hedged  
to NZD) 

 
+15.3% 
(unhedged)

International shares
International developed market shares delivered outstanding gains over the second quarter of 2026, with the MSCI World ex 
Australia Index returning +13.6% hedged and +15.3% unhedged. The divergence between the hedged and unhedged returns 
reflects a continued weakening of the New Zealand dollar relative to the basket of major currencies over the period, which 
added to the returns for investors with unhedged foreign currency exposure.

US shares posted strong gains, supported by the robust earnings season and the AI capital expenditure narrative. The Federal 
Reserve held its benchmark federal funds rate steady at 3.50%–3.75% at its April and June meetings, acting on its dual 
mandate in an environment of solid economic activity but elevated inflation. Despite the more cautious policy outlook, the 
earnings and AI investment cycle proved sufficient to sustain equity market momentum through the period.

European shares also rallied strongly over the quarter as energy supply concerns eased and consumer confidence recovered 
from April lows. UK shares lagged other developed market regions due in part to the British share market’s relatively large 
exposure to the energy sector, whose earnings prospects were weighed on by the decline in oil prices.

Japan's equity market continued its recovery, supported by the beneficial effect of the weaker yen on Japanese exporters' 
earnings. The Bank of Japan raised its policy rate by 25 basis points to 1.0% in June in response to persistent yen weakness 
and growing concerns that higher energy cost pressures were feeding through to broader producer prices. While the yen 
strengthened marginally on the announcement, it remained at historically weak levels, continuing to provide a competitive 
tailwind for Japanese exporters.

Source: MSCI World ex-Australia Index (net div.)
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
+5.6%

Australian shares
Australian shares delivered a positive second quarter of 2026, with the S&P/ASX 200 Total Return Index gaining +5.6% in NZD 
terms. Like New Zealand, the Australian market lagged its international peers materially, given the Australian market’s heavier 
weighting toward resources, financials, and other value-oriented sectors that were less directly exposed to the technology rally 
driven by AI investment that powered global returns during the quarter.

The Reserve Bank of Australia left its cash rate target unchanged at 4.35% at its June meeting, pausing after three consecutive 
rate increases earlier in 2026 that had reversed the easing cycle delivered in 2025.

The financials sector was the largest positive contributor to Australian market returns. Australian banks benefited from the 
global trend toward AI-driven capital markets activity and demonstrated resilient earnings, with credit quality remaining broadly 
stable despite the higher rate environment. The information technology sector was also among the better performers on the 
ASX, albeit comprising a relatively low proportion of the market. This was a reflection of the same AI-related tailwind that drove 
technology shares globally. Energy and materials sectors delivered mixed outcomes. While the initial spike in oil prices in April 
benefited energy producers, the subsequent decline as ceasefire expectations emerged removed some of that tailwind, and the 
sector's contribution to overall returns was modest by quarter-end.

Source: S&P/ASX 200 Index (total return)


+5.6%

New Zealand shares

The New Zealand share market posted a solid second quarter of 2026, with the S&P/NZX 50 Index (Gross with Imputation) 
returning +5.6%. While this represents a healthy gain in absolute terms, local market returns lagged those of developed and 
emerging international markets, reflecting New Zealand's limited exposure to the AI and technology themes that dominated 
global investor attention during the period. The index reached record highs over the course of the quarter, extending the 
recovery that has been underway since 2025.

The domestic economic backdrop provided a mixed but broadly supportive environment for New Zealand shares. The Reserve 
Bank of New Zealand (RBNZ) held the Official Cash Rate (OCR) steady at 2.25% at both its April and May review meetings, 
although has subsequently increased the rate at their 8 July meeting. The stable OCR during the second quarter provided a 
predictable backdrop for sectors most affected by interest rates, including utilities, real estate, and infrastructure companies, 
which represent a significant portion of our local share market.

New Zealand shares continue to offer a relatively defensive and income-oriented return profile compared to international 
markets, and the modest underperformance versus global peers during the quarter reflected the structural difference in sector 
composition rather than any deterioration in domestic conditions. 

Source: S&P/NZX 50 Index (gross with imputation credits)


+0.5% 

(FTSE World 
Government 
Bond Index 
1-5 years, 
hedged to 

NZD)

International fixed interest

Global bond markets delivered modest positive returns in the second quarter of 2026, with the FTSE World Government Bond 
Index 1–5 Years (hedged to NZD) returning +0.5% and the broader Bloomberg Global Aggregate Bond Index (hedged to 
NZD) returning +1.0%. Elevated inflation, driven largely by the sharp rise in energy costs during the Middle East conflict, kept 
central banks cautious and prevented yields from declining materially.

In the US, government bond yields were broadly stable through the quarter, with the 10-year bond moving mildly higher to 
4.42%. The Fed's decision to hold rates steady at 3.50%–3.75% in June was broadly anticipated, but its policy stance remained 
cautious while inflation stayed above target. Despite this, the labour market remained relatively stable, limiting the concern 
that wage-driven inflation would compound the energy price shock.

In Europe, the European Central Bank’s decision to raise its deposit rate to 2.25% was well-flagged and well-received by markets. 
European government bonds performed slightly better than their American counterparts, with falling inflation expectations – as 
oil prices began to retreat from their April highs – and a weaker growth outlook providing support for bond prices.

The most significant development in global fixed income came from Japan. The Bank of Japan's (BOJ) June rate hike to 1.0% 
- the highest policy rate since 1995 - drove Japanese Government Bond (JGB) yields materially higher. JGBs underperformed 
the broader global bond index over the quarter, as persistent yen weakness, rising producer prices, and the BOJ's clear 
commitment to policy normalisation contributed to upward pressure on yields.

In credit markets, spreads tightened across both investment grade and high yield bonds globally, supported by the strong 
corporate earnings environment and improving risk sentiment, which partially offset duration-related pressures.

Source: FTSE World Government Bond Index 1-5 Years (hedged to NZD), Bloomberg Global Aggregate Bond Index, hedged to NZD


+1.0% 

(Bloomberg 
Global 

Aggregate 
Bond Index, 
hedged to 

NZD)
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
+2.5%
(S&P/NZX 
A-Grade 

Corporate 
Bond Index: 

+2.5%)

New Zealand fixed interest

New Zealand fixed interest delivered solid returns in the second quarter of 2026, outperforming the major international bond 
indices. The S&P/NZX A-Grade Corporate Bond Index returned +2.5%, reflecting a combination of stable short-term rates, the 
residual benefit of the RBNZ's completed cutting cycle, and continued investor demand for investment-grade domestic credit.

The RBNZ held the OCR unchanged at 2.25% at both the April and May meetings during the quarter. This was consistent with 
Governor Breman's late 2025 guidance that the OCR was likely to remain at this level for some time if economic conditions e 
volved as expected. Yields drifted down over the quarter leading to strong returns from domestic debt, especially securities with 
longer duration. 

The New Zealand corporate bond market benefited from continued investor appetite for domestic credit. Corporate bonds 
outperformed government bonds over the quarter, as tighter credit spreads amplified returns relative to the risk-free curve.  
New Zealand companies continued to issue debt into a receptive market, with strong domestic demand for investment-grade  
fixed income securities. 

The higher return from corporate bonds relative to cash and international fixed income reflected both the additional credit spread 
available on domestic investment-grade issuers and the relatively modest change in the underlying New Zealand yield curve 
through the quarter.

Source: S&P/NZX A-Grade Corporate Bond Index

Table 1: Sector class returns to 30 June 2026

Unless otherwise specified, all returns are expressed in NZD. We assume Australian shares and emerging markets shares are invested on an 
unhedged basis, and therefore reported returns from these asset classes are susceptible to movement in the value of the NZD. Index returns are 
before all costs and tax. Returns are annualised for time periods greater than one year.

Sector Class Index Name 3 
months

1 
year

3 
years

5 
years

10 
years

International shares

MSCI World ex Australia  
Index (net div., hedged to NZD) 13.6% 21.4% 18.8% 11.5% 13.2%

MSCI World ex Australia  
Index (net div.) 15.3% 30.4% 22.5% 16.3% 15.9%

Emerging markets 
shares

MSCI Emerging Markets  
Index (net div.) 25.5% 54.0% 26.2% 11.7% 12.6%

New Zealand shares S&P/NZX 50 Index 
(gross with imputation credits) 5.6% 8.8% 5.4% 2.3% 8.0%

Australian shares S&P/ASX 200 Index 
(total return) 5.6% 19.8% 15.0% 10.6% 11.2%

International fixed 
interest

FTSE World Government Bond Index  
1-5 years (hedged to NZD) 0.5% 1.8% 4.0% 1.6% 1.9%

Bloomberg Global Aggregate Bond  
Index (hedged to NZD) 1.0% 1.7% 3.6% 0.2% 1.7%

New Zealand fixed 
interest

S&P/NZX A-Grade Corporate 
Bond Index 2.5% 5.1% 6.3% 2.7% 3.2%

New Zealand cash New Zealand One-Month Bank 
Bill Yields Index 0.6% 2.7% 4.3% 3.7% 2.5%
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If you had invested in the US share market over the 
past century, you would have participated in one of the 
greatest wealth creation stories ever recorded.

A dollar broadly invested in the US share market 100 
years ago would have compounded by a staggering 
1,500,000% over the course of the century.  
It’s an extraordinary statistic. 

At a glance, it looks like success must have been a sure 
thing for US share market investors. 

But beneath that amazing headline return sits a result 
that is far less intuitive. Most individual shares did not 
deliver strong outcomes for investors and would have 
underperformed even very low risk alternatives. That 
dichotomy between strong market outcomes and weaker 
results for individual shares, is one of the most important 
ideas for investors to understand.

What the data actually shows

The following insights are based on research by Hendrik 
Bessembinder, who studied 29,754 individual shares 
listed in the US between 1926 and 2025¹.

Two findings from Bessembinder’s work stand out:

1.	 The number of shares not producing any wealth.

•	 About 60% of the companies failed to create 	
wealth for investors relative to US Treasury 		
bonds, which are about the safest investment	  
going in the US. 

2.	 The very small number of shares that produced the 	
	 majority of the wealth.

•	 	The 1,500,000% compound return is heavily 		
	influenced by a small number of 			 
	exceptional performers. 

These results are not unusual, it’s just that 100 years of 
data makes the results really stand out. This gap between 
the ‘average’ and ‘typical’ outcomes is the normal way 
equity markets work. 

The few companies that drive the market

Let’s dig into the Bessembinder’s findings in more 
detail. Over the full century, total shareholder wealth 
increased by approximately $91 trillion US Dollars. That is 
$91,000,000,000,000! 

But this wealth was not created evenly. Out of nearly 
30,000 listed companies, just 46 accounted for half of that 
total wealth creation. 

The graphic below illustrates this using 1,000 dots 
to proportionally represent the nearly 30,000 listed 
companies in the US share market which created this 
$91,000,000,000,000 of wealth. Based on ratios, just 2 of 
the 1,000 dots created half of this wealth, 408 dots had 
returns better than Treasury Bills and 590 dots had returns 
lower than Treasury Bills. 

That’s an extraordinary level of concentration. It means 
the overall success of the share market was not driven by 

1000-dot view of 100 years of US stocks  
Approximation based on firm-level results from Bessembinder, 1926 to 2025

Exact study statistics: 29,081 firms total; 46 firms created 50% of 90.96 trillion in net shareholder wealth; 59.00% of firms fell short of Treasury bills.

      2 dots - firms that created half of total shareholder wealth
      408 dots - other firms that beat Treasury bills
      590 dots - firms that fell short of Treasury bills

8
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widespread success across thousands of companies. It was 
driven by a very small number of exceptional businesses 
that delivered sustained, long-term growth.

Everything else… the successes, the failures, the companies 
that went nowhere… is secondary.

A useful way to picture this is to imagine a winning cricket 
team where one player scores 300 runs while the rest 
contribute very little. The team score looks impressive 
on paper, but the result is driven almost entirely by 
one standout performance. That’s how equity markets 
work. Over the long term, a small number of companies 
deliver extraordinary outcomes, and those few successes 
dominate the result for the entire market.

The implication for investors

This creates a simple but uncomfortable reality. If you are 
investing in individual shares, the odds are not naturally in 
your favour.

At any point in time, you are selecting shares to own from 
a pool where the majority of outcomes will be mediocre or 
poor, and only a very small proportion of companies go on 
to deliver truly exceptional results.

The challenge is not just identifying those companies. The 
challenge is also owning them for long enough to benefit 
from their success, while avoiding, as much as possible, the 
large number of companies that will disappoint.

In hindsight, the winners are easy to identify. Apple, 
Microsoft, Amazon and others appear obvious today. But 
before their extraordinary runs, their eventual success was 
less obvious. Who would have bet on Microsoft against 
IBM? Who would have thought Apple of the late 1990’s 
would overtake Microsoft?

This is what makes successful share picking so difficult. It 
is not just about being right. It is about being right early, 
staying right through uncertainty, and avoiding being 
wrong in the much larger number of cases where things do 
not work out. A contrarian spirit is also required because 
if everyone agrees with you, the share price will already be 
high, diluting the potential big gains. 

Why diversification matters

Once you understand this market characteristic, the role of 
diversification becomes much clearer.

Diversification is often described as a way to reduce risk, 
and that is true. But that description misses something more 
important. Diversification is how you guarantee having 
exposure to the small number of companies that actually 
drive long-term returns without having to know in advance 
who they are. It acknowledges that markets are uneven, 
outcomes are uncertain, and success is concentrated.  
Don’t search for the needle. Buy the haystack. 

9

Diversification is how you guarantee 
having exposure to the small 
number of companies that actually 
drive long-term returns without 
having to know in advance who 
they are.
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The gap between theory and behaviour

Despite this evidence, many investors in New Zealand 
remain drawn to concentrated portfolios. This is 
understandable when stories that dominate headlines 
are the outliers. The natural impression is that identifying 
winners is easier than it actually is. 

In our experience, concentrated portfolios feel purposeful 
to investors. They create the illusion that large gains are 
possible for those ‘in the know’. They give a sense of 
control and follow the common-sense narrative, “why buy 
the junk?”

In contrast, diversification can feel boring. It does not 
produce dramatic individual success stories or bragging 
rights. It does not generate the same sense of excitement. 
But, diversification aligns much more closely with how 
wealth is actually created in markets over time, and it 
automatically gives you exposure to the companies that 
will drive future performance, including those we haven’t 
yet heard of.

What this means for portfolio construction

When you accept that returns are driven by a small 
number of companies, portfolio construction is more 
straightforward.

The objective is not to predict which companies will 
succeed. The objective is to ensure exposure to the full 
opportunity set. That means building portfolios that are 
globally diversified, spread across sectors, and structured 
to capture market returns over time.

This is the philosophy that underpins our approach. Rather 
than attempting to pick individual winners, the focus is on 
constructing portfolios that reflect the broad market and 
allow the strongest companies to contribute naturally as 
they emerge.

This approach removes the need to be consistently correct 
about the prospects of individual companies. Instead, it 
relies on a process that captures the aggregate outcome of 
markets, which, as the data shows, has been both resilient 
and powerful over long periods.

¹ Hendrik Bessembinder, One Hundred Years in the U.S. Stock Markets (2026), extending his 
earlier work, Do Stocks Outperform Treasury Bills? (2018).

The adviser’s role in getting this right

For advisers, this insight is particularly valuable when 
engaging with clients as questions can often focus on 
specific opportunities. “Should I buy this company?”, “What 
about this sector?”, “Is now the right time for a particular 
investment?”

Those are natural questions. But the more important 
conversation is about structure rather than selection. The 
key is ensuring the portfolio is positioned to benefit from 
the few companies that will drive long-term returns. This 
shifts the focus from prediction to probability, reinforcing 
diversification and helping clients stay invested through 
volatility because the strategy is grounded in how markets 
work overtime rather than short-term outcomes.

A final perspective

There is a simple way to think about all of this.

If you were told that most individual options in a system 
would fail, but if you buy the entire system and you are 
very likely to be highly successful, the logical response 
would be to buy the system. 

That is effectively what diversification achieves. It buys 
capitalism despite the ‘survival of the fittest’ nature of it.  
It removes the need to identify the few companies that will 
succeed and instead ensures that you benefit from the $91 
trillion success story.
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