
 
 

 

 
 
quarterly strategic outlook  
june 2009 
 
 
 
 
  

contents  
 are things better, or less bad? 

global growth outlook 
monetary policy dilemma 

 the pathway to fiscal sustainability 
here at home 

asset strategy 
 



quarterly strategic outlook    executive summary 
 
 

 

 
June 2009      1 
 
Disclaimer      
The investment views in this publication do not constitute specific advice (whether of an investment, legal, tax, accounting or any other nature) to any person.  The 
information has been published in good faith and has been obtained from sources believed to be reliable and accurate at the time of preparation.  The opinions contained 
in this document reflect a judgement at the date of publication by AXA Global Investors and are subject to change without notice. 
The information in the document was finalised on 28 May 2009.  © AXA Global Investors 2009 

Executive Summary 
�
Clear signs of more positive global economic news have emerged in recent weeks.  But rather than 
proclaiming imminent economic recovery, we prefer to think of the outlook, at least initially, as looking “less 
bad” than it did a few months ago. 
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Our views in summary  
�
Asset class Near-term view Medium-term view Current Position 

Global equities 
A base may be forming but downside risk is 
far from over. Emerging markets look more 
attractive. 

Positive on current valuations.  Underweight 

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

Positive on current valuations. Underweight 
(overweight Australia) 

Emerging equities 
Positive momentum has returned to EM and 
relative outperformance should continue, but 
will be volatile.  

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

Overweight 

Property & 
infrastructure 

Ongoing de-gearing and capital raisings may 
see subdued returns continue for a while yet.  

Gradual reduction in sector risk aversion 
bodes well over medium-term, but returns 
will be below other growth assets.  

Underweight 

International bonds 
Government yields look expensive but still 
wide credit spreads and hedging premium 
provides decent running yield. 

Will become less attractive as spreads 
contract. Low government bond yields will 
see more modest returns over medium term.  

Overweight 

Domestic bonds 

Government bonds offer some equity 
downside protection but the market more 
worried about doubling of supply and an end 
to OCR cuts. 

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

Cash Rates at historical lows and expected to stay 
there for some time. 

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

Underweight 

Currency 

Reduced global risk aversion should 
continue to win the battle over domestic 
current account concerns, but sentiment 
could change quickly. 

Upside and downside risk look evenly 
balanced over the medium-term. Neutral  
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Themes 
�
�
Are things better, or are they just less 
bad? 
�
The global economy is in a deep and synchronised 
recession.  Recent International Monetary Fund (IMF) 
forecasts have once again revised down the growth 
outlook for both developed and emerging economies, 
with the global economy now expected to contract 
1.3% in 2009 and grow only 1.9% in 2010. 
�
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Japan Exports
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Global growth outlook 
�
For us the big unanswered global growth question is 
the source and strength of future final demand. 
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The monetary policy dilemma  
�
You will recall that while acknowledging the risks, we 
have been of the view that policy makers were doing 
enough to prevent the world from slipping into a 1930’s 
style period of global deflation. 
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The pathway to fiscal sustainability 
�
Fiscal policy has been a key part of supporting 
aggregate demand over the last few months, and is 
indeed one of the key reasons for our expectation that 
the global recession will diminish in intensity over the 
remainder of 2009. 
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Meanwhile, here at home…  
�
New Zealand remains mired in recession.  We have 
now had four consecutive quarters of economic 
contraction, and it looks increasingly likely that the 
March quarter just completed will be the fifth and worst 
– so our recession intensified into the early part of 
2009.  This was largely due to weak consumption. 
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Asset Strategy 
�
�
International Equities 
�
Global equities have performed very well since our last 
update.  This can be put down to a number of positive 
developments, including improvements in some 
leading economic indicators, better than expected 
earnings results, rising inflation expectations and 
recovering credit markets.�
�
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Emerging Equities 
�
Emerging market equities have risen 40% from their 
lows in early March and are up more than 20% for the 
year to date.  Continued signs of growth in China, 
reduced emerging market funding risk and improved 
investor sentiment have all played a part in the gains. 

Global Stock Markets
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Factor   Impact   

Exports E  = higher impact, e = lower  
Foreign funding  F  = higher impact, f = lower  
Commodity prices  C  = higher impact, c = lower  
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GDP Forecasts Country Negative 
Factor 2009 2010 2011 

China ef 6.5 7.5 10.2 

India ef 4.5 5.6 6.9 

Korea Ef -4.0 1.5 5.3 

Taiwan Ef -7.5 0.0 3.0 

Brazil efc -1.3 2.2 3.0 

Mexico Efc -3.7 1.0 4.7 

Russia EFC -6.0 0.5 3.4 

South Africa efc -0.3 1.9 3.9 
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Australasian Equities 
�
Australasian equities have rallied strongly from the 
lows in early March.  In a reversal from the previous 
quarter, Australia outperformed NZ, fuelled by strong 
gains in resource and banking sector stocks.     

Australasian Stock Markets
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Key Indicators 2007 2008 2009 2010
GDP Growth
Australia 4.0 2.1 -1.4 0.6
NZ 3.2 0.3 -2.0 0.5
Current Account
Australia -6.3 -4.2 -5.8 -5.3
NZ -8.2 -8.9 -7.8 -7.0
Government Balance
Australia 1.6 0.1 -2.3 -3.5
NZ 2.6 0.1 -2.8 -4.5
Population Growth
Australia 1.5 1.3 1.2 1.3
NZ 1.0 0.9 1.1 1.1 �
�
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Property and Infrastructure 
�
A reduction risk aversion contributed to strong returns 
from global listed property since our last update.  This 
wasn’t enough to lift domestic listed property, with 
dilutive equity raisings coming as a surprise to most in 
the market.  Australasian infrastructure posted solid 
returns for the quarter to date. 
�
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International & Domestic Bonds 
�
Credit spreads have contracted further since our last 
update, resulting in healthy returns from global bonds.  
Domestic bonds have struggled however, despite 
additional cuts in the Official Cash Rate.  
�
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NZ Short & Long-term Yields
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Credit Spreads & S&P500 Implied Volatility

0

10

20

30

40

50

60

70

80

90

Jul07 Sep07 Dec07 Mar08 Jun08 Sep08 Dec08 Mar09

0.0

1.0

2.0

3.0

4.0

5.0

6.0

US Credit Spreads 
(RHS, %)

VIX index 
 (LHS, %)

 
)�����!�7	���	�
�C	���	���7����������#M#�.���	��4���
 ���
�
�

���	���
������������	����
������������
��������
��� ������
����	�� ����
� ���� ���� ���� ������ ���� ��
���� ��
�� ���
���	
���������
��
�
�	����������	
��	�
�	��
������� ��������
�	��
������
���	�������	��������
�
K������������� ��������������������
�	������������� �����

����� ��
���� ��� ���
�� ��� ������ ������ ����� �����
� 	 ���
��������� ���	��	����� ��� ��������� �	����
�� � ����()� 	 ���
(>� 	��� ������ "�
�� ���
�� ����+�������� 	
	�,� 
���� �� ��	��
�����
��������2�<1�����������
�
���� �	����� �
� 
��
��� 
	����� ��� ��� ���� ()� ����	��
���	��	�����
������
�	���������������	
���������
�� ��������
��������������������	��������
��	�������	�����
���� �����
&��� 	��� ���� 7	��� ��� 8���	��� 	��� ������� �����������
����
�� ���� �����
� ������ ��� ���������� ��� ���� C����
� �
����������
������&�����	��������������	��������	�	� ��
�	���
�����
������ ����������� ����
�� � )������ 
�� 	������	�� �
�������������	������
�	
�
�������	
������
��������� �
���
	

��
�
�
�
Currency  
�
The NZ dollar has rallied strongly against all the major 
currencies, except the Australian dollar, since our last 
update.  Lower global risk aversion, higher commodity 
prices, and diminished confidence in the US dollar, 
have all combined to push the Kiwi higher.  
�
Outlook  
�
���� ()� ����	�� ���������� �	

������ ������� ���� ���	�� �	��
���
�
� ���� ��� ���� ������ �� 
	����� ��	���� �F������� �	���� ���
��
�
���
�������
���	��	
��������
�
�������
������� �EL�
����	�� 
����� ��
��� � 4�� 
	
�5�� 
�� ������
� 	�� ���� ��� ��

��������������������
���������� ������	����	����
	
 ��
�
�����	
�� ���� ��������� ������ ���<�1��	��� �	
�� ��	��? 
����
���� EL'� 
	
� 	�� <:� ()� ����
@� 	��� ����� ��� �������� ��� �
�����
����-	������
�
����� ����EL� ����	�� ��
� 	������0�� ()� ����
�?
����� �
 �
����	

�

���������	����	���@��	�<�1�������
������� ��
�����
������ ��	��� ��� ���� �D�� ���� 
�����E�
�L�	�	��5
� ���� ����
	����������������
�
���������������	���	�
�	������� �������
�
�����	�������������������
�����D������������
�����
 ���������
��
�� 	���
���� ��� ��	��	���� ������� ����� ����� 	���
���������������
������
������������
�

NZ Dollar & Commodity Prices
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