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Executive Summary 
�
The global economic recession is rapidly drawing to a close, but a return to robust sustainable growth is not 
yet guaranteed.  Productivity and innovation will be the key drivers of growth going forward.  The countries 
that do these best will be the new economic success stories.  
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Our views in summary  
Asset class Near-term view Medium-term view Current Position 

Global equities 
We don’t expect recent returns to continue 
but stocks could go higher yet. We still think 
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. Underweight NZ 

Overweight AUS 

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 

An increase in investor risk appetite could 
see further positive returns but ongoing de-
gearing and capital raisings will pull in the 
other direction. 

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 and 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 medium-
term.  

Underweight 

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

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

Cash Rates 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 

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

As the NZD approaches 70 US cents 
downside risk starts to play a larger factor. 

Below benchmark 
hedge (MSCI basket) 
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Themes 
�
�
Recession coming to an end 
�
The global recession is rapidly coming to an end.  
That’s a significant improvement on nine months ago 
when the general consensus was the world was 
coming to an end. 
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The world's developed economies have 
been in a deep and synchronised 
recession.
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Inflation and Output Gaps 
�
Thankfully, fears of deflation are receding and markets 
are starting to become preoccupied with the prospect 
of inflation. 
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Exit Strategies – The “Great Unwinding”  
�
With conditions improving in most of the world’s 
developed economies, it is timely to start thinking 
about exiting the massive amount of stimulus that has 
been pumped into the global economy in recent 
months. 
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Official Interest Rate Changes  

 Jun-08 Aug-09 bps 

USA 2.00% 0.25% -175  

EU 4.25% 1.00% -325  

UK 5.00% 0.50% -450  

Japan 0.50% 0.10% -  40  

Australia 7.25% 3.00% -425  

New Zealand 8.25% 2.50% -575  

China 7.47% 5.31% -216  

India  6.00% 3.25% -275  

Brazil* 11.75% 8.75% -300  

Russia ** 10.50% 10.75% + 25  
* Brazil lifted interest rates in late 2008 to a high of 13.75% 
** Russia lifted interest rates in late 2008 to a high of 13.00% 
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New Zealand in the new world 
�
After five quarters of economic contraction and most 
likely a sixth in the June quarter (not yet reported) the 
New Zealand economy is now bottoming out.  But as 
with the rest of the world, the outlook for the 
subsequent recovery is subdued. 
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Asset Strategy 
�
�
International Equities 
�
Global equities continued to rise over the quarter. 
Further improvements in financial conditions, better 
than expected earnings results and signs of a turning 
in the US housing market all contributed to the positive 
momentum.�
�
Outlook 
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S&P 500 (2009 Q2) EPS Versus Sales Versus

Growth Expected Growth Expected
Oil & Gas -67% 1% -47% 7%
Basic Materials -72% 52% -33% -4%
Industrials -34% 12% -16% -3%
Consumer Goods -7% 15% -17% 1%
Health Care 2% 6% 3% 1%
Consumer Services -10% 6% -3% -1%
Telecommunications -17% 9% 2% 0%
Utilities -5% 6% -14% -10%
Financials -34% 18% 15% 5%
Technology -17% 13% -13% 0%
Total -30% 10% -15% 1% �
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US Recessions and Recoveries
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US P/E Ratio*
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Emerging Equities 
�
Emerging market equities have risen broadly in-line 
with developed markets since June, which has seen 
their 30% relative outperformance maintained for the 
year-to-date.  

Global Stock Markets
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Australasian Equities 
�
Australasian equities have followed global markets 
higher over the last quarter with Australia stocks 
performing relatively better than New Zealand.     
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Property and Infrastructure 
�
An increase in investor risk appetite has seen listed 
property stocks perform very well over the last three 
months, despite a background of weakening 
fundamentals. 
�
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NZ Producer Price Margins v  Earnings (YoY%)  
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International & Domestic Bonds 
�
Global credit spreads have contracted further since our 
last QSO, while government yields have been 
relatively steady, resulting in healthy returns from 
global bonds.  Domestic fixed interest returns have 
been more modest however, with short-term bond 
yields rising in anticipation of eventual rate hikes by the 
Reserve Bank of New Zealand.  
�
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Currency  
�
Like all other ‘risky assets’, the NZ dollar rally 
continued over the last 3 months.  
�
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