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Key themes 
for the period: 

This year is shaping up to be the first since 2007 where all 47 
countries that make up the world’s main equity markets will be 
in synchronised expansion (figure 1). The OECD forecasts global 
growth to be around 3.5% for this calendar year, around its long-
term trend, and 3.7% for 2018. With global inflation still mild and 
interest rates still very low this is as good as it gets with regards the 
macroeconomic backdrop for global growth assets. It has boosted 
corporate earnings and the outlook is very solid, with double digit 
earnings growth rates expected for end of 2017 in all the main 
regions. In addition, market volatility continues to be exceptionally 
low, with the VIX measure of implied volatility (colloquially  
known as the “fear gauge”) touching its lowest level since it began 
in 1990. 

Given this backdrop, it is perhaps not surprising that global 
developed market equities (as represented by the MSCI All Country 
World Index) reached an all-time high in the September quarter. 
Within global equities, global small cap stocks outperformed 
the market over the quarter, while value stocks slightly lagged. 
Emerging markets stocks have also fared very well, with returns 
around 23% in the year to September 2017. This has led to a 
material outperformance of these markets compared to developed 
markets over the past 18 months or so (figure 2), although over 
longer 3 and 5 years horizons emerging markets still lag. 

NZ equities also had another good quarter returning a little over 
4%, but on an annual basis performance remains relatively weak 
at around 7.5%. As has been discussed in previous reports, our 
market is dominated by defensive “bond-like” stocks (e.g. the 
‘gentailers’) which are currently out of favour compared to more 
growth-oriented stocks. This in part explains why on the NZX 
we have seen stand-out performances from growth oriented 
companies such as Xero and A2 Milk. Somewhat bucking the 
global trend, Australian equities had a weak quarter, returning 
around 0.5% in Australian dollar terms. Returns for the year have 
been solid though at around 13%.

On the flip-side of the coin to the rally in risk assets, fixed 
income has struggled. NZ fixed interest (as represented by the 
ANZ index of investment grade bonds) returned 1.0% for the 
quarter and international fixed interest (NZD hedged) returned 
1.2%. On an annual basis, returns were lower still at around 1%.  
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•   Synchronised positive global growth drives 
quarter’s performance

•   The joys of MMP as parties negotiate the road 
to power

•   NZ Dollar decline adding to international returns

•   Emerging markets (China, Brazil, India, Russia 
etc.) advance strongly with solid growth outlook

EMERGING MARKETS CONTINUE WITH 
SOLID GROWTH OUTLOOK 

The world that was:  
A review of the quarter

Figure 1: All together now

Source: IMF Economic Outlook and MSCI data
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Figure 2: Emerging markets time in the sun

Source: I / B / E / S, MSCI Inc. and Datastream
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major currencies. This boosted NZ dollar returns to offshore assets 
further than their already solid local currency returns. The decline in 
the NZ dollar did not reflect bad economic news – on the contrary 
June quarter GDP growth was strong at 3.2% (annualised) and 
most short-term indicators to September were also strong. While 
some of the NZ dollar decline could be put down to increasing 
evidence that our housing market has turned a corner, the main 
culprit very likely reflects election jitters. The leadership change in 
the Labour Party to Jacinda Ardern gave a huge boost to Labour’s 
fortunes, and the risk that long-serving National Party could lose 
its ruling position. This creates uncertainty around New Zealand’s 
economic settings and priorities, which currency traders have 
penalised. It is notable that general NZ business confidence also 
took a dive in September (figure 4).

At the time of writing negotiations were underway between NZ 
First and the main parties to arm wrestle for who will form the 
next government. Regardless of who wins, promises made in the 
run-up suggests that fiscal spending and the growth “impulse” 
that this gives to the NZ economy is likely to materially increase 
(e.g. via bringing forward large-scale infrastructure projects and 
housing developments, and through boosting household incomes 
through tax cuts or increased transfer payments). This could 
increase GDP growth well over the 3% levels the economy has 
been experiencing. The downside risk to this rosy scenario is that 
some of the policy changes signalled, including large declines in 
immigration levels, increased restrictions on foreign ownership, 
and the introduction of capital gains taxes, could negatively affect 
prices and household and business spending. While we could 
argue that some of the changes in this laundry list are desirable 
from an inter-generational and inequality perspective, the 
execution risks are material given New Zealand’s housing market 
remains amongst the most expensive in the world. Time will of 
course tell.

Figure 3: But EM debt build up is a concern

The silver lining is that markets have now factored in materially 
higher rates, even in Europe, meaning that the risk of capital 
losses from unanticipated increases in interest rates has lessened. 
Returns over the September quarter were in-line with the yields 
on bonds. And as rates rise (via both central banks increasing 
rates and through market expectations) the running yields on fixed 
income and term deposits will also in time increase. 

Data was generally favourable in all the major economies. GDP 
growth for the second quarter came in stronger than expected at 
over 3% in the US, and unemployment rates have now reached 
their lowest level in 16 years. The US Federal Reserve has put a 
firmer timeline on ending its asset purchase program (quantitative 
easing) and is still widely expected to increase interest rates further 
in December. The political theatre between Donald Trump and his 
administration remains a side show.  

On the other side of the pond, second quarter Euro area GDP came 
in at 2.3%, again ahead of expectations, whilst earnings-per-share 
for listed European companies came in very strong at around 14% 
on an annual basis. The supply-side reforms that have been put in 
place in many Euro area countries following the GFC are now really 
starting to bear fruit, with Italy for example having its best growth 
performance in years. Japan Inc. also fared well. GDP growth was 
2.5% for the second quarter, unemployment reached 22-year 
lows, and corporate earnings growth was around 20% in the year 
to September. Finally, Australian GDP growth accelerated to 3.2% 
(annualised) in the June quarter, underpinned by strong business 
investment growth. 

Global trade has also accelerated over 2017, and this has 
supported emerging market economies. In China, growth is 
around 6.5% and is expected to remain at this level into 2018. 
Concerns remain around the rapid debt build up the economy has 
experienced over the past several years, and the scale of non-
performing loans in the Chinese banks (figure 3). In response, 
Chinese authorities are attempting to “re-set” their banking system 
by taking off banks around $300 billion in bad loans into a state 
controlled “bad bank”. This points to the fact that the Chinese debt 
problem is not internationalised – ultimately Chinese households 
rather than international lenders will face the consequences of its 
poor lending practices. Elsewhere within emerging markets, GDP 
growth in India is still well over 7% per annum whilst growth in the 
other two “BRIC” economies, Brazil and Russia, is accelerating 
out of the recessionary conditions these economies experienced 
in 2016. 

Probably the main area of surprise in markets over the quarter 
were in currencies. The US dollar depreciated against the Euro by 
around 3.5%. Not to be outdone, the NZ dollar fell even further, 
declining by around 5% versus the Australian dollar and 3% versus 

Credit to non-financial sector, in % of total EME GDP

Source: OECD, BIS

Figure 4: NZ business confidence takes a hit

Source: NZIER, ANZ
PROMISES MADE IN THE CAMPAIGN 
SUGGEST A FISCAL SPENDING INCREASE
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Success as an investor starts with the key questions of why, 
what, where, when and how. Why are you investing? What 
are your priorities? Where is your destination? When do you 
hope to get there? But it’s the ‘how’ that’s often overlooked. 
‘How’ relates to process. It’s not just what you invest in, but 
the approach you take to investing. This means adopting set 
guidelines to deal with whatever financial markets, and life 
generally, might throw at you on the way to where you’re going.

Process is critical for several reasons. Here are seven:

•   First, process means setting pre-agreed rules with your 
advisor to keep you focused on your goals. Without rules, 
you may be more likely to act on emotion triggered by the 
headline of the day or whatever other distraction everyone 
is talking about.

•    The second advantage of having a process is that it can 
be tied to broad principles. For instance, agreeing that 
diversification improves the reliability of outcomes may 
leave you less prone to chasing the latest hot new stock 
or sector.

•   Third, having a process keeps you focused on elements 
within your control – like dividing your wealth between 
stocks, bonds, property and cash, diversifying within  
those categories, rebalancing regularly, and watching 
costs and taxes.

•   Fourth, process is repeatable. The focus is on skill and 
execution, not on luck or providence. Of course, things will 
always happen that you didn’t anticipate. But your reliance 
on chance is less with a set process than when you are 
just winging it.

•    Fifth, a process acts as a yardstick. When news breaks, 
having a process can give you pause for thought. “This 
news is interesting and diverting, but is it sufficient to 
change how you are proceeding?” your advisor may ask. 
The answer is usually no.

•   Sixth, a process can be personalised. Each person is unique, 
with different tastes and preferences and risk appetites. 
Perhaps you feel more comfortable with a larger cushion 
of cash that can be replenished at regular intervals. If this 
process keeps you on track and helps you better live with 
volatility then it most likely is a good process.

•   Finally, a process does not have to be set in stone. 
Circumstances change. Needs evolve. A single process 
can never incorporate every eventuality. The key point is 
that the process can be reviewed and adjusted based on 
experience and what is happening in each individual’s life, 
not to what is going on externally.

Of course, processes work best when they are integrated. 
Otherwise, a minor change elsewhere can throw you off 
track. Think of what happens in a restaurant if attention to the 
quality of ingredients, menu and execution in the kitchen is not 
matched by attention to quality of service in the dining room. 

Likewise, an investor who has agreed with her advisor  
on following strong processes around her individual plan 
will not be served well if those managing her money are 
not delivering on what they said they would do. In contrast, 
integrated processes that share and maintain a single vision 
tend to reinforce each other.

Ultimately, process provides structure for your investment 
journey. The world will always be complex and uncertain, and 
there will always be a host of potential distractions. But just 
having a structure in itself can deliver you a level of reassurance.

With a process, you are less likely to pursue the uncontrollable 
or unrepeatable – whether wasting time and money trying 
to second-guess markets or chasing last year’s winners or 
switching your investment strategy based on whatever is 
fashionable at any one moment.

Instead of trying to ride your luck or intuition, you are methodically 
and steadily following a repeatable and defensible process that 
your advisor has designed with your goals, circumstances and 
preferences at heart.

Ultimately, paying attention to process makes your destination 
more achievable.

Special Feature:  
THE SEVEN VIRTUES  
OF PROCESS
JIM PARKER, OUTSIDE THE FLAGS 

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.What do you think of our publication? On what subjects would you like to read further?  

Let Phil Ashton at the office know. Email pashton@rutherfordrede.co.nz , or call 09 361 3670

How the markets fared

+4.2%

+1.0%
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(to 
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+9.3%

+1.2%

+6.6%

Quarterly 
Return

Asset 
Class

New Zealand Shares: The New Zealand market rallied around 
4.2% for the quarter as ‘growth’ stocks such as Xero and A2 
milk had a particularly strong run. Over the past 3 years New 
Zealand’s equity market remains a stellar performer returning 
around 14.7% per annum. Source of Figures: NZX 50 Index

New Zealand Fixed Interest: New Zealand Fixed Interest 
mildly rallied over the quarter returning around 1% for the 
quarter and around 0.9% for the year ended September. Bonds 
have stuggled over the past year as markets have became 
convinced that monetary policy normalisation is underway. 
Source of Figures: NZX A Grade Corporate Bond Index

Australian Shares: The Australian share market had a weak 
quarter in AUD terms, returning 0.4%. This reverses large 
gains in previous quarters as the commodity complex has 
rallied. NZ dollar returns from Australian equities were healthy 
at around 4% given the large depreciation of the NZ dollar 
over the period, in part a function of election jitters. Source of 
Figures: S&P ASX 200 Index

International Shares: International equities had another 
strong quarter given economic data that generally exceeded 
expectations, increasing conviction of global expansion, and 
a strengthening in reported corporate earnings. The political 
circus in Washington remains a sideshow. The NZ dollar 
depreciated on an MSCI weighted basis, boosting the return 
from unhedged exposures. Source of Figures: MSCI World ex-
Australia Index

Emerging Markets: The theme of rising global growth and 
corporate earnings supported emerging market equity returns, 
which were around 6.3% in local currency terms and over 9% 
in NZ dollar terms. Over the past year emerging markets have 
been the standout performer, returning around 23%. Despite 
this rally they are still regarded as relatively good value- 
returns still considerably lag developed markets over 3 and 5 
year horizons. Source of Figures: MSCI Emerging Markets Index

International Fixed Interest: Global bonds had a reasonable 
quarter with rate increases slightly pared back, despite the 
strong economic data. Some commentators put this down to 
volatility associated with North Korea, but in the event we did 
not see this translate to equity markets. Over the past year 
returns have been weak at around 0.9%. Source of Figures: 
Barclays Global Aggregate (hedged to NZD) Source of Figures: 
Citigroup World Government Bond Index 1 – 5 Years (hedged 
to NZD)

International Property: International Property stocks had a 
strong quarter (aroud 3.6% in US dollar terms), particuarly in 
NZ dollar terms given our currency depreciation. That said, 
over the past year returns have been weak (around 5.8%) as 
the sector has “bond like” characteristics and has struggled 
as investors have rotated holdings from defensive to growth 
assets. Source of Figures: S&P Developed REIT Index 


