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The world that was:  
A review of the quarter

Key themes 
for the period: The quarter ending December 2016 witnessed an increase 

in global interest rates and the start of a ‘great rotation’ 
out of global bonds into global equities. Estimates suggest 
that a staggering $US3 trillion moved from global bonds to 
global equities from mid-November to the end of the year. 
This trend has continued over early 2017.

The rotation from bonds to equities is something many 
market strategists have been warning was “just around the 
corner” for the past several years. The catalyst, however, 
was something very few indeed picked - the election 
of Donald Trump, and perhaps much more importantly 
for explaining the market reaction - a Republican party 
controlled Congress and Senate. Under this configuration 
for the US government, markets assess that the bi-
partisan policy log jam has finally been removed, enabling 
fiscal policy to play a much larger role in supporting US 

The business cycle is back! 
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•   As Trump takes over the US Presidency it is seen 
as potentially attractive for markets in the short 
term   

•   Interest rate rises are finally with us therefore it is 
likely to be lean for bonds in the shorter term 

•   Economic activity in the developed world 
continues to be positive

•   Emerging markets grow against the expected 
trend

•   There will be risks with Brexit and Trump effects 
but seen to be manageable

(and global) growth. On the table is a huge, and much-
needed, ramp up in US infrastructure spending, as well 
as deregulation and corporate tax reforms. Current US 
corporate tax rates are higher than other advanced industrial 
economies, and Trump’s proposal is to simplify and bring 
headline rates in line with the relatively low UK levels. These 
policies are expected to be positive for corporate earnings. 
As a consequence, US business confidence is riding at its 
highest point this decade. This presents upside risk to US 
and global growth given how weak corporate investment 
spending has been since 2008.

The market’s assessment of better times ahead is not, 
however, just based on the outlook for US fiscal policy, or 
expectations. Indicators of economic activity in the US, 
other OECD economies, and emerging markets in general, 
have also continued to tick up over the course of 2016. This 

EMERGING MARKETS GROW AGAINST 
EXPECTED TREND

Figure 1: The great rotation is underway Figure 2: US business confidence is at its highest point this decade
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water on the need for any further rate cuts – the next move 
is likely to be up. The on-going strength of the NZ economy, 
bolstered by record tourist numbers, reinforces this view. 
In short, over the December quarter evidence mounted 
that the ‘hunt for yield’ may finally be ending. Markets are 
becoming more convinced that a normal business cycle, 
and its attendant monetary policy tightening, is underway.

Market returns have been in line with the theme of a 
resurgent business cycle, led by the US. The US dollar 
strongly rallied by around 13% against its trading partners 

is against the trend expected by economic forecasters such 
as the International Monetary Fund, who as discussed in 
our previous update, had marked-down global growth to 
sub-par levels for the year ahead. This was particularly so 
in Europe and the UK, where a dim view had been taken 
on the economic effects of Brexit. The reality is that for 
now the economic forces of recovery in Europe (including 
ultra-accommodative monetary policy and the pay-off of 
earlier reforms) continue to matter more than the threat of 
Brexit or other potential political disruptions. In addition, 
key emerging market economies continue to grow relatively 
well, with India leading the pack. 

While these economic developments are positive for global 
growth they add to inflationary pressures, particularly in 
economies like the US and New Zealand with relatively low 
unemployment levels and spare capacity levels. In line with 
this, US Federal Reserve communication has shifted away 
from stressing downside risks, to stressing risks to inflation 
and the need for rate hikes. In New Zealand, the Governor 
of the Reserve Bank, Graeme Wheeler, has poured cold 

over the December quarter, and around 5% against the NZ 
dollar. The US equity market returned 3.5% over the quarter 
(and around 12% for the year). While the MSCI All Country 
World Index, which contains over 8,500 stocks across 
developed and emerging markets, increased only around 
2% in USD terms for the three months ended December, 
this is an impressive result considering the strengthening of 
the US dollar (e.g. European Equities returned around 6% 
for the quarter in Euro currency terms). Within the broad 
MSCI index, the ‘riskier’ end of the spectrum out-performed 
large developed market stocks, continuing the trend seen 
over much of 2016. Value stocks increased around 5.5% 

Figure 3: The expansion in activity is global Figure 5: US dollar has outperformed since the US election
A reading over 50 indicates an expansion in manufacturing activity from the month before

Figure 4: Bond yields are still extremely low in many nations

59.20%

56.80%

53.40%

50.80%

49.80%

49.00%

43.90%

43.30%

42.60%

23.10%

11.60%

0.00%

0.00%

germany

netherlands

sweden

japan

switzerland

austria

denmark

finland

france

belgium

spain

italy

u.k.
norway

THE US DOLLAR STRONGLY RALLIED BY AROUND 5% AGAINST THE NZ DOLLAR



OUR CORE INVESTMENT BELIEF IS THAT DIVERSIFICATION IS THE PRIMARY AND BEST  
WAY TO MANAGE UNCERTAINTY AND MARKET RISKS
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(and around 13% over the 2016 calendar year), while small 
cap stocks increased 2.7% (and around 13.3% for the year) 
in USD terms. 

In contrast to these performances, bonds and ‘bond like’ 
defensive assets such as utilities and property stocks 
fared poorly over the December quarter. Global investment 
grade bonds fell around 3%, with long dated government 
bonds fairing particularly poorly given the market’s revision 
upwards of future interest rates (e.g. US long-dated treasury 
bonds fell around 11%). Global REITs declined around 6% 
over the quarter (in USD terms). The NZ equity market, 
which is dominated by the energy utility companies, also 
fell by around 6% for the December quarter (in NZD terms). 

Tilts to global value and small cap stocks versus the market 
are long-standing features of our client’s portfolios. We can’t 
predict the outperformance seen over 2016 will continue 
each and every quarter, but external valuations suggest 
that value and emerging market stocks remain compelling. 

Our globally oriented portfolios also helped diversify the 
NZ market underperformance over the December quarter, 
something that we had expected to occur at some stage 
given the NZ market’s very strong run over the past 
couple of years, and its ‘bond like’ characteristics. The 
performances of our bond exposures have also been better 
than global bond market indexes given our New Zealand 
and global bond managers have taken less duration (interest 
rate sensitivity) risk in their holdings than the market as a 
whole, in large part because they have minimal holdings of 
European and Japanese bonds that have negative implied 
interest rates. 

Will the great rotation continue?

The ‘consensus’ view of over 200 global influential investment 
professionals (chief investment officers and asset allocation 
specialists) is that the business cycle upswing will continue, 
as will the rotation out of bonds as interest rates are hiked 
in the US over 2017. If this is the case we should expect 
to see stocks continue to outperform bonds, with higher 
risk cyclical, small cap and value stocks outperforming 
‘defensives’. But if 2016 has taught us anything it is that we 

should not take the views of ‘experts’ as gospel! As always, 
there are material risks to the economic outlook, as well as 
the scenario of equities necessarily outperforming bonds. 

A particular risk is that while markets have ‘priced in’ a 
higher growth outlook due to the election of Republican 
Party-controlled government, there is little doubt that 
Donald Trump remains a wild card. Geo-political indicators 
of uncertainty continue to ramp higher, in part due to 
Trump’s anti-globalisation views, and in part due to the 
global rise in popularity of anti-establishment parties. 
There is no guarantee markets will continue to look through 
the heightened geo-political and policy uncertainty that 
this represents. In relation to this point, macroeconomic 
forecasters to date are much less impressed with the US 
election result than equity markets. Macro forecasters warn 
that any increase in US growth from increased infrastructure 
spending could be more than offset from the US pursuing 
protectionist trade policies, especially if it sparks a trade 
war. 

Our core investment belief is that diversification is the 
primary and best way to manage uncertainty and market 
risks. This remains the case heading into 2017.

Figure 6: Will the divergence between global economic policy uncertainty 
and equity market volatility persist?



Special Feature: 
NATIONALISM AND GLOBALISATION

Rutherford Rede Limited. 52 College Hill, PO Box 147 246 Ponsonby, Auckland, NZ.  Tel +64 9 361 3670
Portfolio’s assets are held on your behalf by the nominee and custodian, Aegis, a 100% owned subsidiary of the ASB Bank. Assets are held via a bare trust structure with ownership being retained at all times by the owners of the portfolio.Valuations are independently sourced and recorded by Aegis.

Geneva-based economist Richard Baldwin, well-known 
in academia for his recent works on globalisation studies, 
concluded in his latest book that “not even the future is what it 
used to be”. This simple statement, written just before the US 
election, grapples with the idea that globalisation, the process 
and ideology that has left almost no part of life untouched in 
the 21st century is taking a turn we didn’t expect. This is the 
responsibility of nationalism, a contrasting ideological force 
to globalisation. Globalisation will reckon with it, subdue it, or 
compromise with it.

Globalisation occurs when the restraints of geography on social, 
cultural and economic arrangements dissolve. The biggest 
enabler of globalisation has been through the advancement of 
technology and communications; ideas can flow easily and we 
are not bound by distance and time to discuss arrangements 
with those in other nations. This has led to our world becoming 
‘smaller’. Free trade agreements are perhaps one of the most 
evident signs of globalisation impacting economies and 
societies. The ability to form labour contracts offshore is also a 
major impact of globalisation. 

There are many opinions on whether globalisation challenges 
state sovereignty. Evidence of such could be the formation of 
the European Union and the United Nations, where political 
establishments have formed showing the union of states. 
Questions also arise on whether globalisation is not the joining 
of the world, but rather the spread of capitalism and the western 
world asserting its influence. Globalisation has, in the western 
world at least, been seen as a sign of the world growing as 
one, maximising our potential as a global society and bringing 

Oxymoron or Collaboration?

peoples together. However, 2016 has shown us that in actual 
fact, globalisation is not wanted by everyone. Perhaps the 
scholars who thought that globalisation forces people to look 
to themselves and protect their culture and identity are right.

China is a great example of what can be, for the sake of 
explanation, termed ‘selective globalisation’. The country has 
basically optimised globalisation only for economic benefit, 
protecting itself from western cultural influence. China’s political 
independence and strength is maintained; the nation is seen 
as the challenger to the USA. Globalisation thus forces nations 
to look inward, to ensure they are getting the benefit of their 
nation their ancestors have built and protect their home. This is 
nationalism. Thus, full globalisation in terms of a unified society, 
culture and movement of peoples has definitely not occurred 
just yet, and it might not because of nationalism.

Nationalism is an ideology based on devotion, protection 
and loyalty to one’s country. It assumes state sovereignty as 
the global structure and believes that countries should work 
for their own benefit. This is obviously in direct contrast to 
globalisation and it is exactly what we have seen in America 
and Britain in 2016. Donald Trump, President-elect at the time 
of writing, heralded nationalism in his campaign motto “make 
America great again”, and the voted departure of the UK from 
The European Union is a step back to state sovereignty and 
protection of their own. Why is this? Not everyone has benefited 
from globalisation.

Capitalism, which has gone hand in hand with globalisation, 
has meant the wealth gap has grown and many people are 
worse off economically. We see more wealth amongst fewer 

people. We see labour being outsourced to foreign nations with 
cheaper labour and resources, meaning those in America are 
out of work or have to upskill in an oversaturated labour market. 
Because the majority are not the elite at the top of the wealth 
gap, and because these nations are democratic, disapproval 
of globalisation occurs. People remember the good ol’ days 
before a factory could be built in Vietnam for products to be 
sold in their hometown. So then they vote for nationalism (aka 
Trump).

In sum, nationalism is the string tugging the helium filled 
balloon of globalisation down, restricting its movements, 
but not yet popping it because it has pretty elements. We 
will still see globalisation impact further than today, through 
culture, immigration, and of course still through economics as 
going back on what has already been implemented would be 
extremely difficult and have negative consequences. Maybe we 
are not ready for complete globalisation (it is not even a century 
since World War 2, where nationalism and patriotism was 
roaring). Maybe we aren’t ever going to get full globalisation. 
Maybe we are seeing the natural restraint of globalisation by 
nationalism, and we will have to call this form of ideology that 
combines the two something else. Maybe the world will use 
globalisation selectively, like China. There a lot of ‘maybes’, but 
one thing for certain is that Baldwin is right – “the future is not 
what it used to be”.

THE BIGGEST ENABLER OF 
GLOBALISATION HAS BEEN THROUGH 
THE ADVANCEMENT OF TECHNOLOGY 
AND COMMUNICATIONS



Kate Sutton, client of Rutherford Rede, works and lives in Malawi. She, along with her business partner, set up the 
company Thrive. We ask her about the work she does, and the difference the company has made in the third world 
nation. To find out more and for contact details, visit their website: www.thethrivepartners.com 
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Q & A with 
Kate Sutton
Q.1
In brief, what does Thrive do and what does it aim to 
achieve?

Thrive is a business and development consultancy with a 
specific focus on growing the private sector in developing 
economies, through investment, business and trade.  We 
provide a range of business growth consultancy services 
with a focus on working to accelerate and scale the profit 
and impact of businesses.  Our business is driven by the 
belief that every country and nation deserves a place in 
the world marketplace and that supporting companies 
to grow is a way to make the world more equal and 
prosperous and eliminating poverty once and for all. 
We see a future that is bright when businesses have 
international reach and investment is strong.

Q.2
What inspired the inception of Thrive, and how did you 
decide this was what you wanted to do? 

My business partner Tim Doole and I both completed 
an MBA at Cranfield School of Management (UK) in 
2013/2014. I attended all the usual MBA recruitment 
drives in ‘the city’ and decided that although I was driven 
by business success, I was mainly driven by impact 
and using business as a force for supporting people 
out of poverty, I wanted to make more of an impact 
in people’s lives. We had visited Malawi as part of our 
MBA to complete some consultancy work and I had also 
been to Ghana to write a business plan for a commercial 
aquaculture project which also engaged communities 
so I felt I understood some of the opportunities and 

challenges on the continent. My job prior to leaving New 
Zealand was supporting Pacific-based businesses to 
export to New Zealand so I knew what could be achieved 
in developing economies. So we decided to give setting 
up our own business a shot. Looking back on it, it was a 
very audacious plan – we arrived in February 2015 with 
4 suitcases and a bike and have built the business from 
scratch

Q.3 
You are based in Malawi. Is most of the work Thrive 
does focused in Malawi alone?

As we have been based in Malawi most of our work has 
been here, having day to day on the ground experience 
is very valuable. We have worked with companies and 
organisations that have a presence across sub-Saharan 
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Africa particularly in Southern Africa. As our work has 
moved more into the Impact Investment capacity building 
and brokerage space, we have found ourselves needing 
to travel more to be where the money and decision 
makers are. However, our grassroots experience means 
we have a real world view of how business works here.

Q.4 
You also work closely with governments and Non-
Government Organisations (NGOs). What level of 
involvement do these two sectors have with you and 
your work?

We have worked closely with the Malawian Government 
to support their investment promotion agency. I was 
lucky enough to accompany the President of Malawi 
to London in December 2015 to support him to court 
UK investors into Malawian businesses, which was 
a great step for our business. The NGO community is 
very important in Malawi however it can ‘crowd out’ 
some Malawian entrepreneurs and we have worked 
closely with NGOs to try and integrate Malawians into 
their supply chains. Most of our work in the beginning 
was directly for donors (UKAID, GIZ etc.) as they are the 
largest spenders in the country and support the private 
sector through their programmes. Now most of our work 
is direct to the private sector.

Q.5
How does initiating contact with the private sector 
work, and how do you raise awareness in this sector?

Networking! All our business has come from networking 
and client referrals, also saying ‘yes’ to every business 
problem and challenge that has been thrown our way! 
We started working for donors and branched out from 
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All returns are expressed in NZD. We assume Australian shares and international property are 
invested on an unhedged basis, and therefore returns from these sectors are susceptible to 
movement in the value of the NZD.

New Zealand Shares: The New Zealand share market 
peeled back last quarter giving up some of the spectaular 
gains enjoyed domestically over the past 5 years. Source 
of Figures: NZX 50 Index

New Zealand Fixed Interest: Domestic bond prices fell 
as some investors opted for riskier assets as they chased 
returns and yield. Markets are factoring in expected 
shorter term rises in interest rates, the reality of which is 
good for very short bank deposits. Source of Figures: NZX 
A Grade Corporate Bond Index

New Zealand Property: New Zealand Property sector had 
negative returns for the quarter after enjoying significant 
gains over the prior 4 years. In fact this sector has been 
the outstanding performer year-on-year for some time. The 
spectre of interest rate rises has taken the gloss from this 
sector for the short term, as property costs are expected to 
rise with lifting mortgage interest rates. Source of Figures: 
New Zealand Property Index

Australian Shares: The Australian market has performed 
well, reflecting more recovery in economic growth post 
the downturn that followed the end of the mining boom. 
The New Zealand dollar relative to the Australian dollar has 
remained somewhat stable. Source of Figures: S&P ASX 
200 Index

International Shares: With markets having rationalised 
the impact of Trump and digesting Brexit, they are now 
showing that in actual fact Trump might have positive 
effects in the short term and returns have reflected this. 
Returns are marginally up on last quarter with the US 
strongly performing, despite fluctuations in November. 
Source of Figures: MSCI World ex-Australia Index

Emerging Markets: The December quarter showed 
positive returns for Emerging Market economies, following 
the expected market trend. The International Monetary 
Fund and other agencies see the influence of Emerging 
Market economies on world economic growth as rising. 
Source of Figures: MSCI Emerging Markets Index

International Fixed Interest: The slight decrease in 
international Fixed Interest assets in the December Quarter 
is reflective of the shift of investors to riskier assets in the 
low-interest-rate environment. Some recovery occurred 
in late December, reflecting expectations of improving 
economic growth. Source of Figures: Citigroup World 
Government Bond Index 1 – 5 Years (hedged to NZD)

International Property: International property growth 
remains stagnant, and is slightly negative in NZD terms 
following several years of excellent growth in both 
net operating income for the sector and the sheer 
numbers of Real Estate Investment Trusts listed on 
international markets. Source of Figures: S&P Developed  
REIT Index 

there. We are now supporting several businesses to 
bring in equity and debt investment in agri processing, 
financial services, solar technologies and construction 
technologies. Impact investment is a growing area where 
investors want to be doing good for people, communities 
and the environment and doing well with their money, and 
we whole heartedly support this.  We work with small and 
medium sized enterprises to access larger supply chains 
which is also a growing area where large corporates want 
to try to be more inclusive. This is an exciting sector to be 
in and can really make an impact on poverty.

Q.6
What has been an encouraging progression of late in 
terms of your impact in Malawi?

Thrive are the mentors in residence at the Blantyre 
Entrepreneurship Hub, a co-working space, that we 
supported to set up here in Blantyre, Malawi. The Hub 
provides opportunities for entrepreneurs to get started 
in business, we offer training and support for the crucial 
first steps or the all-important growth phases.  With the 
support of the New Zealand High Commission in South 
Africa we are now setting up a second Hub in Blantyre 
and we are going solar on both our buildings which is 
fantastic as we have weeks of 12-14 hour black outs. 
It’s been great to support the growth of entrepreneurship 
here in Malawi and we have worked with several 
entrepreneurs that have businesses and social 
enterprises in construction, reusable sanitary pads, web 
design, brick making and cheese making, for example, 
that have grown from strength to strength. It has been 
rewarding to be part of it all.

What do you think of our publication? What would you like to read more of?  
Let Amy McDonald at the office know. Email amcdonald@rutherfordrede.co.nz , or call 09 361 3670


