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Executive Summary 
�
2010 will provide the next chapter in the unfolding story of the recovery from the Global Financial Crisis.  
The themes of 2010 will be the strength of the recovery, especially in developed markets, and whether we 
see progress on the much needed structural changes in the global economy to make that recovery 
sustainable.  
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Our views in summary  
 
Asset class Near-term view Medium-term view Current Position 

Global equities 
Positive but returns are moving to a lower 
trajectory. Emerging markets look more 
attractive. 

Positive on current valuations.  Overweight 

Australasian equities Should largely track developed equities. 
Australia expected to do better than NZ. 

Positive on current valuations. Australia’s 
higher growth potential translates into higher 
earnings potential.  

Overweight  
(over AUS/ under NZ) 

Emerging equities 
Expect relative outperformance to continue, 
but will be susceptible to any renewed bouts 
of risk aversion.  

Should do very well on the back of relatively 
high GDP and earnings growth, plus lower 
leverage. 

Overweight 

Property & 
infrastructure 

Increasing investor risk appetite could see 
further positive returns but questions are now 
being asked on listed property valuations.   

Asset class looks fully valued, especially 
global listed property. Expect returns to be 
below other growth assets.  

Underweight 

International bonds 

Government yields look expensive but 
relatively wide credit spreads plus hedging 
premium makes this the most attractive 
income asset. 

Further spread contraction will be harder to 
come by and low government bond yields 
will see more modest returns over the 
medium-term.  

Underweight 

Domestic bonds 

Government bonds offer some equity 
downside protection but the market is more 
worried about OCR hikes next year and 
doubling of supply. 

Unattractive due to low long-term 
government bond and swap yields. 

Underweight 

Cash Rates are at historical lows and it will be 
some time before we see ‘neutral’ again. 

Growth asset classes look more attractive 
over the medium-term.  

Underweight 

Currency The high correlation with global equities and 
commodities appears to breaking down. 

The NZD looks overvalued, particularly 
against the USD and GBP. 

Below benchmark 
hedge (MSCI basket) 
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Themes 
�
�
Global growth outlook 
�
As we move into 2010, the worst of the Global 
Financial Crisis (GFC) is behind us.  Perhaps the 
biggest surprise of 2009 came late in the piece when 
many of the countries hardest hit by the crisis reported 
such strong growth. 
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The world's developed economies have 
been in a deep and synchronised 
recession.
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Fixing global imbalances 
�
For the global economic recovery to build and to 
become sustained, we need to see a reduction in 
global imbalances.  That requires a co-ordinated effort 
amongst countries. 
�
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2010: the year of the “Great Unwinding”  
�
If 2008/09 was the “Great Recession”, then 2010 will 
the “Great Unwinding”.  Huge stimulus, both 
conventional and unconventional, was put in place as 
the GFC was playing out and authorities around the 
world feared a period of debilitating global deflation. 
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Central Bank Balance Sheet Expansion
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Long-term fiscal challenges 
�
Even before the GFC, many countries, mostly 
developed, were facing growing fiscal challenges.  This 
was most notably from the aging of the baby-boomer 
generation.  This was projected to lead to an increase 
in the proportion of the population in retirement, and 
therefore a decrease in the proportion of the population 
in productive employment. 
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Public Debt
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The changing geo-political landscape 
�
Being long-term investors, we are thinking beyond just 
2010.  The GFC has been the biggest economic event 
since the Great Depression.  While the worst of it may 
well be behind us, it seems to us that the global 
economy is now on a pathway to somewhere different.  
In this context, it’s up to us here at AXA GI to work out 
what “different” means. 
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Asset Strategy 
�
�
International Equities 
�
Global equities continued to rise over the quarter, 
though at a much lower trajectory.  Better than 
expected earnings and economic growth contributed to 
the gains.�
�
Outlook 
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US Financials Sector Writedowns v Profits
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Emerging Equities 
�
Emerging market equities maintained their 
outperformance versus developed markets over the 
quarter, supported by strong growth in China and India 
plus higher commodity prices.  
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Australasian Equities 
�
Gains in Australasian equities have eased off over the 
last quarter.  Rate hikes in Australia, expectations of 
hikes in NZ, and stronger currencies in both has 
weighed on the markets.     
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Property and Infrastructure 
�
Faced with rising vacancies and falling property 
revaluations, most of the major global property markets 
lost ground since our last update.  US listed property 
was one notable exception. 
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US Real Estate Prices
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International & Domestic Bonds 
�
Global credit spreads have contracted a little further 
since our last QSO, offsetting slightly higher 
government yields, resulting in reasonable returns from 
global bonds.  Domestic fixed interest returns have 
been more modest, with bond yields rising in 
anticipation of rate hikes by the Reserve Bank of New 
Zealand.  
�
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US Credit Spreads (BBB rated)
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US 10Yr Treasury Yield and 5Yr Nominal GDP
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Barclays Capital Aggregate US Bonds  
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Currency  
�
The NZ dollar has risen a little further against the major 
currencies since our September update, though it is 
down about 5% from its October high. 
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Keith Poore 
Head of Investment Strategy 

Recent High 2007 High Difference
NZD/USD 0.7582 0.8176 8%
S&P 500 1111 1564 41%
CRB Index 284 473 66%
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