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Executive Summary 
�
Looking back at our last QSO, markets have played out much as we expected: equities continued to 
struggle but emerging markets did relatively better, credit spreads came in a bit, domestic bonds rallied 
further, while the currency declined some more. This gives us little comfort. 
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Our views in summary 
�
Asset class Near-term view Medium-term view Current Position 

Global equities Likely to struggle on financial sector worries 
and global growth concerns Positive on current valuations  Underweight 

Australasian equities 
Slightly negative on heightened international 
risk aversion but rate cuts and currency 
depreciation offer some support 

Positive on current valuations Underweight 

Emerging equities 
Will track developed equities with some 
credit funding issues but should recover  
quicker when risk aversion abates 

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

Overweight 

Property & 
infrastructure 

Ongoing de-gearing should see subdued 
returns continue. Global property still looks 
the most at risk. 

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 wide 
credit spreads and hedging premium 
provides high running yield 

Attractive due to historically wide credit 
spreads and expected hedging premium Overweight 

Domestic bonds 
Government bonds offer some equity 
downside protection but large capital gains 
limited with yields at historic lows. 

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

Cash Further rate cuts anticipated but still a safe 
haven in the present environment 

Growth asset classes look more attractive 
over the medium-term but still too soon to 
take large Dynamic Asset Allocation 
Positions 

Overweight 

Currency Further declines possible on RBNZ rate cuts 
and current account concerns.   

Upside and downside risk more evenly 
balanced over the medium-term especially 
since USD devaluation looks increasingly 
necessary. 

Neutral  
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Themes 
�
�
Developed market recession is deepening 
�
A potted summary of 2008 goes something like this: 
2008 was the year in which the global financial system 
was brought to its knees; we questioned the basic 
tenets of capitalism and the developed world entered a 
deep and synchronised recession. 
�
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Global growth and imbalances 
�
It is somewhat ironic that the starting point for the 
current crisis was years of household over 
consumption, buoyed by a runaway housing market – 
and that the current policy response is to try and boost 
consumption. 
�
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Current Account Position: Year to December 2008
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Inflation or deflation? 
�
The other global fear doing the circuit lately has been 
the prospect of a 1930’s style period of global 
deflation. 
�
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New Zealand still to feel full effects 
�
Recession is becoming a way of life here in NZ.  We’re 
in the second of two back-to-back recessions.  The first 
was “the recession we had to have” – the payback for 
a number of years of housing excess, over 
consumption and loose monetary policy.  It’s the 
recession we were all resigned to having.  Even when 
we were in it in the early part of last year, we were 
comfortable with the view that monetary policy would 
ease to around neutral and that stimulatory monetary 
conditions were not required. 
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Vulnerable: Twin Deficits - Again

-10

-8

-6

-4

-2

0

2

4

6

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

%
 o

f G
D

P

Fiscal Balance (OBEGAL) Current Account Balance
�

"��
�� �"����	���	�G���H��������%
��	�
����J��/��
���� ���	��
	�
�
<�
� ��
	�	����� ��

���� �������� �������	� ����� 
���� � �
��
������
�������������
�����
�������������
���������
 	�������
����
������	��������

�����������������������	����	 ��������
	���� ����� ���	�� � %��� ����
������ ��	� 
���� 
�������
��	����	�
���	�	���
�������	���������
	�����
���
�� ����
���	�
�����	���������
�
$�����
������
������
�������������	��L���
���
����� ����

��� ���� ���	� ��� ����� �������	 � �����

���� ��	���� �� ��
�&��
���� �������	�� � ��� ���� ���	�� ��� �� ���
��� �
���� � �
�	�	�
����� ��	� 
�	������ ��� �� 	����������� 
��
������ ��� 
�	 ��� ���	� �	�
��������
�	�������������
�����
�	��
�
%��	� �	� ��
�� ��� ���� 
������ �������� ��� ���� G��� H���� ���
�����
���������	�����
�������
��	�������������
���� ��������
�	���	������
������
���
���
�����	�����������G���H� ������
�����
 � ����� �������	�� 
���		����� ����
� ����
�	�� 
� ��	�� �#��
����� ��� 
����
�
� ������� ����� ���� �&������� 
���� 	��
 ��
��	�����	���	�������������	���	���������������	���� 
�����������
��� ����!"0��	� ������ �%������� ����� ����	� ���� ���	�� � ��������

�	�	������	����������
M�
�
��� �	� ��	�� ���� ��	�� ����� ���� ���� �
�		�
�	� ��� ����
 �	�� 
���	�
�
�� ������ � ��� ���� 	��
�� ���� ��� ���� ������ ��
���� ��� �
��������� ��	�� 
���� ����� ������� 
�� ����
��� ��
���
�� 
���
�
�		�
�� ����� 
�� ����
�	� ��� 
���� �����	� ��
���
� ��� ���
���� ������ ��
��� �	� ���� ����
������ �		��	� ��
�� ��
�� ����
���	�� 
���� ��
���	�
	� ����� ��� 
�� 	����
��� 
���
���� ��
�
���� 
�	�� ��� ������� 	���
����� ��
�� ��� �� �����
�� ���� � ��



quarterly strategic outlook    themes 
 
 

  
March 2009      6 
© AXA Global Investors 2009 

��
	�	����� ��

���� �������� �������� ���� �� ����
��
�� ����
��	������	�������
�
"�� ����� ��� ���� � �	� ���
�� ���� ���� ���� ����
������ ��� �

��������	���������
�

�����%��
���	������
�
���<
� ���	�
�&�����	� ������ 
�� ��� 
������ 	�������� �
� ���
��	��

�������� � 7���� ������ 
�� ������
� �
��������� ���
	����
��������
��������������
�
��� ��
� ������ ����
�
�����	� ��� ���� G��� H�������
"���
����������2������	�� 
�� ��� ���	�� 
������� �
�� �� 
��
�
���
�
���� ���������� ��
� �� ��
���� ��� ������ � ��� ��� 	��
����
�
�����	� ��
�� ���������� ��
� 	��� ��
��� ���
	�� � ����
������
�	����������
�K6�
���������		���
�����
����� ���
�������
�
������������������������
�	���
�������	����������
� ������
������� ��� ������ ����� 	��	�� ��� �		��� ��
�� ��� ���� ��� ���
����� �������	�� � $�����
� ��� ���� ���	�� ��� �� ���
��� �
 �����
�
�	�	�������
��
������	��
�����
����������
���
�		 �
�����
����
�	��
���	�����������
������������
���������
�� ����������
�������
�
7��� ������ ����� ����� ��		� ��� ����� ����
�� 
���
�����	 ���
E�	�� � %����	� ��
�� ��� ���� �
���		� ��� ��'�	����� ��
� � ������
	�����
�	��������
���������
�����	����
	�������	��� �����
��
��		���
�
%��� /���
������ ����� ���	�� ���
� ���� �������	� ��� 	��� � ��
�������7������	�����	���������
��	������
���������& ������
���� 	���� ������ ����	����	� L� ����		���� ��� ���������� ��
�������	�����
�	�������
���
������
��L���������
��� ��������
����� 	������ ��		� ��� ���� ��������� ���� ��'�	����� ���� 
��
�&���������	���"���������	����
�	�L������������	��	 ���	���
�
.���@��
������ ��	��
� ��
�����G���H������� �������� �	 �
��� �&��
�� ��
��� � ���� ��� ��
� ������� ����
�	� ���� 
�	� �
��	�
��	��
�� ��
��������
��L����� ���� 	�������� 

����
� �� ���
���
��	�����
���������������
������
�
I��� ��� �&��
�� ��
��� � #�� 	������ ����� ���� � %��� �����
����
�����
��������	�������
�����
����������������� �����
�
�
�	��
�����
�
�

�
�
�
�
�
�
 
Bevan Graham 
Chief Economist



quarterly strategic outlook    asset strategy 
 
 

  
March 2009      7 
© AXA Global Investors 2009 

Asset Strategy 
�
�
International Equities 
�
Economic and earnings forecasts have been slashed 
since our last update which has seen global equity 
markets remain under some pressure.  To illustrate the 
magnitude of the earnings revisions, 2009 US profits 
were expected to grow 8% back in December but the 
latest estimates are for a contraction of 15%. Markets 
were holding up fairly well given the size of the 
revisions, but as this goes to press they’ve taken 
another turn for the worse.�
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GDP -5.8% -1.7%
Recession duration (quarters) 6 4
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Comparing Housing Busts
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Emerging Equities 
�
Emerging market equities outperformed developed 
markets over the last quarter despite financial troubles 
in Eastern Europe. This is because many of the 
countries experiencing difficulties, such as the Baltic 
States and Ukraine, are not in the MSCI emerging 
markets index while the Czech Republic, Hungary and 
Poland make up less than 3% combined. Russia has a 
5% weight in the index. 
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Australasian Equities 
�
Australasian equities followed global stocks lower over 
the latest quarter. The Australian market’s high 
exposure to banks and listed property more than offset 
the positive news of a hefty stimulus package (4% of 
GDP), another 2% of interest rate cuts and a large 
decline in the currency. In New Zealand, similar 
positive factors were overwhelmed by poor profit 
reports from a number of leading companies.  
�
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Property and Infrastructure 
�
Property and infrastructure continued their run of poor 
performance over the recent quarter with global and 
Australian property faring the worst. 
�
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Country P/NTA Leverage P/EBITDA Div Yield
US 1.4 2.4 3.0 11.9
Europe 1.3 2.6 2.8 4.5
Japan 0.8 2.0 7.3 10.0
Global 1.2 2.3 3.5 8.6

New Zealand 0.6 1.7 6.2 10.5
Australia 0.6 1.8 3.5 12.2 �
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International & Domestic Bonds 
�
It has been a good quarter for fixed interest markets, 
especially domestic bonds with NZ government yields 
reaching historic lows. International fixed interest also 
had a better quarter with credit spreads contracting 
even though the economic background deteriorated 
markedly.  
�
Outlook 
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Currency  
�
The NZ dollar weakened against the US, Euro and 
Japanese Yen over the quarter but held steady against 
the British Pound. The magnitude of the declines has 
moderated, with the MSCI weighted NZD down about 
5% since December 1st.  
 
Currency movements have not been all one-way, with 
the NZD actually rising 8% against the Yen over 
February following data showing Japan is experiencing 
a very sharp economic downturn.  
�
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Outlook  
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