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1) ά¢ŜƭƭƛƴƎ ŎƭƛŜƴǘǎ ǘƻ ǎǘƛŎƪ ǘƻ ǘƘŜƛǊ {ǘǊŀǘŜƎƛŎ !ǎǎŜǘ !ƭƭƻŎŀǘƛƻƴ ǘƘǊƻǳƎƘƻǳǘ ǘƘŜ ŎȅŎƭŜ ƛǎ ǊƛŘƛŎǳƭƻǳǎΦέ 

Professor Ron Bird, School of Accounting, Economics and Finance, University of Waikato, @ 
Investment Research Seminar, Waipuna, 2nd Oct., 2017 

2) έNothing makes individuals more willing to take risks that the sight of other people getting 
ǊƛŎƘΦέ  

Buttonwood, The Economist, Sept 16th, P64. [written of investing in Bitcoin, but also more 
widely applicable ς Ed]. 
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Key to DiversifiedΩs process is responding to anticipated macroeconomic 

developments. Strategies attempt to position portfolios ahead of likely events in one-year to 18-

months. Shorter-term decisions and trading opportunities are generally delegated to the active 

managers selected. In operating a one-year to 18-month horizon particularly for macro-economic 

parameters strategies are formally reviewed quarterly.  
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1. The broad consensus among mainstream Forecasters is that the synchronous global 
economic reflationary phase will most likely to continue for the next year or so.  

2. Recovery in Commodity producers (notably Russia & Brazil), constitutes a 
synchronous, if unexciting, global economic upturn 

3. The aggregate pace of growth is a little higher in 2017 over calendar 2016, and is 
projected to accelerate gently again in 2018; 

4. We identify wage growth and oil prices ς already inching up in leading economies ς as 
perhaps more virulent forces than is in-the-market. The risk is of inflation surprising 
to the upside.  

5. At least one source predicts the current global Reflationary cycle may terminate in a 
Recession, commencing maybe as soon as late in our tactical horizon.  

6. A monetary tightening cycle ς from the very, very low starting point prevailing ς is 
underway. While it is expected to broaden, the onset is widely expected to be very 
slow and gradual. Nevertheless, the tail-wind behind interest-rate sensitive 
investments since 2008 has ceased. It is being replaced by a head-wind.  

7. Bonds are expensive, boring, carry capital risk and are unlikely to contribute 
ƳŀǘŜǊƛŀƭƭȅ ǘƻ ƳŜŜǘƛƴƎ ƛƴǾŜǎǘƻǊΩǎ ǊŜǘǳǊƴ ŜȄǇŜŎǘations. 

8. Equities remain the preferred asset class, supported by a robust environment for 
corporate earnings; by gathering reflation in Europe and by the recurring prospect of 
tax reforms in USA. 

9. Equity valuations generally are elevated, though nowhere near as precarious as in 
2000.  2017 has been good, but the now lengthy Bull Market will inevitably wane. 
Market cap-weighted indices are not advisable; rather, actively managed, defensive-
capable, professional managers are preferred.   

10. Industrial metals offer brighter prospects warranting a tactical position. Continuing 
global reflation on essentially static supply, benefits producers. The beaten down 
sector has rebounded, but remains well off earlier cycle-highs yet.  

11. We continue to caution that the exceptional level of Portfolio returns this past three 
years is unsustainable. Astute investors will equally recognize that the best defence 
against potential downside market volatility, is to capture gains as a buffer.      

12. With most Asset Classes now highly priced, portfolio returns may be subdued for 
several years  

13. Short-term market volatility is likely to accompany any perceived signal that the 
global reflation may be ebbing. When markets eventually roll-over from now rarefied 
heights, it is less easy to see where even adequate levels of return might come from 
over the medium and longer-term. (Maybe precious metals?) 

14. As ever, the future is inherently unknowable. Systematic diversification by issuer, 
industry, region, asset sector & class, & of investment style, remains worthy. 

 

SUMMARY 
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I)   MACROECONOMIC SETTING  

THE ECONOMIC SITUATION ς AGGREGATE GROWTH FORECAST LIFTED SLIGHTLY  

Reversing earlier patterns of forecasts following the Global Financial Crisis (GFC) of 2008, trailing 

actuals are now marginally exceeding projections.  Global GDP growth is now forecast at 3.5% this 

year and 3.7% in 2018 ς up from the 3% achieved in 2016.  

Recent forecasts have marginally lifted expectations for OECD nations, and slightly reduced those for 

some key Emerging Markets. 

Importantly for investment strategy, OECD characterise the nature of aggregate global growth ahead 

as insufficient to secure strong and sustained medium-term global growth.  

KEY ECONOMIC PARAMETERS ς OECD ECONOMIC OUTLOOK, REAL GDP, Y-ON-Y % 

   
Source: OECS Interim Economic Outlook, 20th Sept, 2017 

Growth expectations for EǳǊƻ !ǊŜŀΣ wǳǎǎƛŀ ŀƴŘ /ŀƴŀŘŀ ƘŀǾŜ ōŜŜƴ ƛƴŎǊŜŀǎŜŘ ǎƭƛƎƘǘƭȅΣ ǿƘƛƭŜ LƴŘƛŀΩǎ 

ƎǊƻǿǘƘ ƛǎ ǇǊƻƧŜŎǘŜŘ ǘƻ ōŜ ǎƭƛƎƘǘƭȅ ƭŜǎǎ ƎƭƻǊƛƻǳǎ ǘƘŀǘ ŜŀǊƭƛŜǊ ŜȄǇŜŎǘŀǘƛƻƴǎΣ ŀƴŘ .ǊŀȊƛƭΩǎ ǊŜōƻǳƴŘ ŦǊƻƳ 

recession slightly weaker.  

 

OUTLOOK GOOD BUT PRECARIOUS 

The OECD cautions that aggregate business investment is stirring, but along with trade remains yet 

too weak to sustain healthy productivity growth, and that Emerging Market Economies require 

deeper reform for strong future growth.  

INDUSTRAIL PRODUCTIOI & TRADE                EMERDLbD 9/hbha¸Ω{ w9![ GROWTH 
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Source: OECS Interim Economic Outlook, 20th Sept, 2017 

The OECD also notes that inflation has been held in check to date by low wages. [We would add by the drop in 

energy prices ς Ed] 

GOOD GROWTH IS DEPENDENT ON CHINA & Ψh¢I9wΩ 

As with the whole post-GFC recovery, the happy projected pace of GDP growth ahead is critically 

ŘŜǇŜƴŘŜƴǘ ƻƴ /ƘƛƴŀΩǎ ŎƻƴǘƛƴǳƛƴƎ ǇǊƻǎǇŜǊƛǘȅ ς and that of many Emerging Market economies which 

ŀŘƻǇǘŜŘ ϧ ŜȄŜƳǇƭƛŦȅ /ƘƛƴŀΩǎ ǇƻƭƛŎȅ ǎǳŎŎŜǎǎŜǎΦ  

GLOBAL GROWTH CONTRIBUTIONS BY REGIONS ς Y-ON-Y, REAL GDP 

 
Source: OECS Interim Economic Outlook, 20th Sept, 2017 

Key Points: 

The current global economic expansionary cycle is 8.5 years old among Advanced 

Economies. Growth has broadened to include Russia and Brazil.  

The probability is that an aggregate pace of growth near current or slightly 

greater, will continue for at least our one-year to 18-month, tactical horizon. 

Inflationary pressures and growth pace are of a pace to allow the still 

stimulatory Fiscal & Monetary stimuli in place, to be only very gradually 

withdrawn   

The global economic setting is supportive of corporate earnings. 

¢ƘŜ ΨǎǿŜŜǘ ǎǇƻǘΩ ŦƻǊ 9ǉǳƛǘƛŜǎ ϧ ŦƻǊ Ǌƛǎƪ ŀǎǎŜǘǎ ƛƴ ƎŜƴŜǊŀƭ ǊŜƳŀƛƴǎ - but risks are 

elevated.  
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USA ς LEADING THE ADVANCED ECONOMIES  

 

The USA economic cycle is most advanced amongst the !ŘǾŀƴŎŜŘ όŀƪŀ Ψ5ŜǾŜƭƻǇŜŘΩύ ŜŎƻƴƻƳƛŜǎΦ At 8.5 years 

from the GFC, unemployment is again very low, wage growth is resuming and price inflation is bubbling. The 

US Federal Reserve Board is correct to continue its journey toward normal monetary setting. 

UNEMPLOYMENT & WAGE GROWTH   USA INFLATION TRENDS 

 
Source: OECD Economic Survey on US, July, 2017 

 

While [9LΩǎ Řƻ ƴƻǘ ȅŜǘ ƛƴŎƭǳŘŜ ǘƘŜ ƛƳǇŀŎǘ ƻŦ ǊŜŎŜƴǘ ƘǳǊǊƛŎŀƴŜǎΣ ǘƘŜ ǳǇǿŀǊŘ ǘǊŀƧŜŎǘƻǊȅ ŎƻƴǘƛƴǳŜŘ ƛƴ WǳƴŜΣ Wǳƭȅ 

and August. This impeccable recession indicator signals solid underlying growth in flagship USA ς and maybe a 

moderate pick-up - through at least the next half year. The prospect of Fiscal stimulus (tax reforms) stands to 

offset dampening trends. 

CONFERENCE BOARD LEADING ECONOMIC INDEX 

 

 
Source: Conference Board, Sept 21st, 2017 

 

The US Federal Reserve Board pledged to begin reducing its US%4.5 trillion, swollen asset base from this 

month, by allowing maturing issues it holds to be cashed up at a measured pace over several years. Whilst 

monetary liquidity will be withdrawn, it is the least influential of the four measures (the others being 

Corporate liquidity, financial market liquidity and lending liquidity.  

¢ƘŜ ¦{ CŜŘΩǎ ǘŜƴǘŀǘƛǾŜ ǊŜŘǳŎǘƛƻƴ ƻŦ ƳƻƴŜǘŀǊȅ ƭƛǉuidity reflects that extraordinary measures are no longer 

required.   

Key Points:  

The mighty USA economy remains key to broad global prosperity;  

Leading Economic indicators signal the growth outlook for the USA is solid. 
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The justification for Extraordinary measures by the US Federal Board has 

palpably passed. Methodical reduction in its Balance Sheet, and more 

normalized, administered cash rates are in order and proceeding. 

Economic risks are about equally balanced ς geopolitical shocks vs successful tax 

reform. 

CHINA ς EXEMPLAR TO EMERGING ECONOMIES 

The table above depicts /ƘƛƴŀΩǎ pace of economic growth to persist at 6.8% this year followed by 6.6% in 2018. 

LŦ ŦǳƭŦƛƭƭŜŘΣ /ƘƛƴŀΩǎ ŜŎƻƴƻƳƛŎ ŜȄǇŀƴǎƛƻƴ ǿƛƭƭ ƘŀǾŜ ǎǘŀōƛƭƛǎŜŘ ŀǘ ŀƴ ŜƴǾƛŀōƭȅ ƘƛƎƘ ǇŀŎŜΦ 

TREND IN REAL GDP 

 
Source: OECD Economic Survey on China, July, 2017 

bŜƛǘƘŜǊ ƛǎ /ƘƛƴŀΩǎ ŜŎƻƴƻƳȅ ǿƛǘƘƻǳǘ ŎƘŀƭƭŜƴƎŜǎΦ ! ƻƴŎŜ contentious Current Account Surplus is moderated by 

Services deficit offsetting Goods Surplus. Topical, excessive ΨŎƻǊǇƻǊŀǘŜΩ indebtedness among Chinese 

enterprises is primarily a problem of the State-owned sector, rather than wider.  

CURRENT ACCOUNT BALANCE   LIABILITIES-TO-EQUITY 

 
Source: OECD Economic Survey on China, July, 2017 

Key Point: 

/ƘƛƴŀΩǎ ƎǊƻǿǘƘ ǊŀǘŜ Ƴŀȅ ƘŀǾŜ ǎǘŀōƛƭƛȊŜŘ ŀǘ ŀƴ ƛƳǇǊŜǎsive level above 6.5% p.a. 

Widespread concerns [not ours] in 2016 over ChinaΩǎ ώŀƴŘ ǘƘŜ ǿƻǊƭŘΩǎϐ ŜŎƻƴƻƳƛŎ 

growth pace has dissipated;  

/ƘƛƴŀΩǎ ŜŎƻƴƻƳȅ ƛǎ ǎǘǊƻƴƎΣ ǘƘƻǳƎƘ ǘƘŜ ǊŀǘŜ ƻŦ ŀƴƴǳŀƭ ƛƴŎǊŜŀǎŜ ƛǎ ǘŀǇŜǊƛƴƎ, it is on 

a higher base, and; 
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Market cap-weighted indices, and investments which mimic them, are poor 

avenues through which to invest in the Chinese economy. 

EUROLAND ς PACE OF RECOVERY THE SURPRISE OF 2017 

After several years of hesitant, if any, growth, the Eurozone is comparatively booming. From lacklustre, long-

term trend growth near 1.2%, the Eurozone id projected to achieve 1.8% growth in 2017, and 1.7% in 2018. 

Labour markets have improved, interest rates remain very low and lending has loosened. Consumer 

Confidence is buoyant & Private Sector sentiment (a minority in much of Euroland) is soaring. 

EUROZONE ECONOMIC SENTIMENT  

  
Source: Euromonitor, Sept 22nd, 2017 

Key Point: 

GDP in Euroland is exceeding low expectations; 

Emerging Europe with freer economies stands to prosper from the uplift 

The aggregate is overall encouraging, but masks wide disparities & challenges 

among individual members of Euroland. 

 

AUSTRALASIAN ECONOMIES ς OZ LIFTING OVER 2017; NZ MAY BE PEAKING 

 
Australian Exports are being boosted by the solid rally in commodity prices over 2017. 

AUSTRALIAN EXPORTS RESURGENT CONTRIBUTION TO GDP  

 
Source: Westpac Market Outlook, Sept., 2017 
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AUSTRALIAN ECONOMY ς SLIGHTLY IMPROVED OUTLOOK  

 
!ǳǎǘǊŀƭƛŀΩǎ ŜȄǇŜŎǘŜŘ ƎǊƻǿǘƘ ǇǊƻŦƛƭŜ Ƙŀǎ ōŜŜƴ ƭƛŦǘŜŘ ōȅ Ƴƻǎǘ ŦƻǊŜŎŀǎǘŜǊǎ - but not sufficiently to alarm central 
banks. Projected unemployment has been significantly reduced by Westpac Economics in consequence. 

AUSTRALIA ς MAJOR ECONOMIC PARAMETERS 

 2017 2018  

 NAB Westpac NAB Westpac 

   Growth (GDP) 2.5% 2.5% 2.9% 3.0% 

   Inflation (CPI) 2.2% 2.0% 2.5% 2.5% 

   Unemployment 5.6% 4.7% 5.3% 4.6% 

Source of Data: NAB Economic Forecast, 5th Oct, 2017: Westpac Aust & NZ Weekly, 9th Oct, 2017 

 

!ǳǎǘǊŀƭƛŀΩǎ ƎǊƻǿǘƘ ǇǊƻŦƛƭŜ ƛǎ ƴƻǿ ƭŜǾŜƭ-ǇŜƎƎƛƴƎ ǿƛǘƘ b½ΩǎΦ  

NEW ZEALAND ς FISCAL POLICY IN LIMBO 

b½Ωǎ ƘŜŀŘƭƛƴŜ ŜŎƻƴƻmic growth is pleasing but is attributable to immigration. Per capita growth is negligible. 
The size of government is a dampener of growth in NZ. Alas it seems destined to expand. Early indications are 
of lifting wages in the public sector is Labour succeeds to government. 

NZ ECONOMIC PROJECTIONS ς CALENDAR YEAR  

Westpac & ANZ forecasts both anticipate robust GDP growth ahead. 

 2017 2018  

 ANZ Westpac ANZ Westpac 

   Growth (GDP) 2.9% 2.6% 3.0% 2.9% 

   Inflation (CPI) 1.3% 1.8% 2.1% 1.3% 

   Unemployment 4.7% 4.7% 4.4% 4.6% 

Source of Data: Westpac Aust., & NZ Weekly, 9th Oct., 2017: ANZ Mkt Focus of 2nd Oct., 2017 

PREDICTIVE POWER? 

! Ǌƻōǳǎǘ ǊŜƭŀǘƛƻƴǎƘƛǇ ƛǎ ŘŜƳƻƴǎǘǊŀǘŜŘ ōŜǘǿŜŜƴ !b½ΩǎΣ ǇǊƻǇǊƛŜǘŀǊȅΣ CƛƴŀƴŎƛŀƭ /ƻƴŘƛǘƛƻƴΩǎ ƛƴŘŜȄ 

advanced 12 months, and GDP groǿǘƘΦ /ǳǊǊŜƴǘƭȅ ǘƘŜ C/L ƛǎ ƛƴŘƛŎŀǘƛƴƎ b½Ωǎ D5t ƎǊƻǿǘƘ ƛǎ ƭƛƪŜƭȅ ǘƻ 

remain around 2.5% through 2018,  

b½ D5t ϧ !b½Ω{ C/L !DVANCED BY 1-YR 

 
Source: ANZ Mkt Focus of 2nd Oct.,. 2017    

 

Key Points:   

1) AustraliaΩǎ ŦƻǊŜŎŀǎǘ ƎǊƻǿǘƘ Ƙŀǎ ōŜŜƴ ǊŜǾƛǎŜŘ ƳŀǊƎƛƴŀƭƭȅ ǳǇΤ b½Ωǎ ǾŜǊȅ 

marginally down; 



Diversified  10 

 

Diversified Investments 

 

C
o

n
fid

e
n

tia
l 

2) b½Ωǎ ŦƻǊŜŎŀǎǘǎ ŀǊŜ ŀƳƛŘǎǘ ŀ ǾŀŎǳǳƳ ŀǎ ǘƻ ǿƘƛŎƘ ǇŀǊǘƛŜǎ ŀƴŘ ǇƻƭƛŎƛŜǎ ǿƛƭƭ 

succeed as govt; 

3) Irrespective of #2, additional fiscal stimulus is inevitable. Wage pressures 

may also be fomenting.  

4) Solid but unexciting growth near respective sustainable rates, is the forecast 

setting for both of Australia & NZ. 

SUMMARY ς ²I!¢Ω{ ΨLb ¢I9 9/ONOMIC MARKET? 

{Ŝǘ ƻǳǘ ōŜƭƻǿ ƛǎ ǘƘŜ !hb 9ŎƻƴƻƳƛǎǘΩǎ ǎǳǊǾŜȅ ǊŜƎŀǊŘŜŘ ŀǎ ŀ ΨŎƻƴǎŜƴǎǳǎ ŜȄǇŜŎǘŀǘƛƻƴΩ ŦƻǊ ƪŜȅ ŜŎƻƴƻƳƛŎ 

parameters from a NZ perspective - & therefore largely in markets.   The survey was conducted during July 

2017, and includes the views of BNZ, Nikko Asset Mgmt, NZIER, Salt Funds Mgmt and UBS NZ. 

¢I9 !hb 9/hbhaL{¢Ω{ SURVEY 

 
Source: Investment Surveys, AON Hewitt (NZ), July 2017 

 

GLOBAL MACROECONOMIC RISKS  

GLOBAL INFLATION ς SCOPE FOR UPSIDE SURPRISE 

As US data demonstrates, growth leads inflation, not the other way around. From currently loose settings, 

Central Banks should be expected to react quickly to any sign of rising inflation; notably wage inflation. 

GROWTH LEADS INFLATION ς US DATA 

 

 
Source: The Bank Credit Analyst, Oct., 2017. 
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Wages and Oil prices are broadly perceived to be contained, but either could surprise.  Against the general 

expectation of stasis, Oil prices may trend back toward US$60/bbl. 

OIL INVENTORIES ARE REVERSING 

 
Source: BCA Research, The Bank Credit Analyst, Oct., 2017 

Central Banks are forecast to respond to the expected very gentle rise in inflation over the coming year to 18-

months. Risks are that those pressures may escalate faster than is broadly expected.  

CENTRAL BANKS ALREADY HAVE TIGHTENING BIAS 

 
Source: BCA Research, The Bank Credit Analyst, Oct., 2017 

Key Point:   

Official and broad market expectations share the view that inflation will remain 

subdued throughout at least our one-year to 18-month tactical horizon;  

Diversified accepts the consensus, but also concludes inflation risks are to the 

upside.  

Official Cash Rates may be hiked more rapidly than the very slow pace that is 

currently in consensus expectations.  

GEOPOLITICAL 

Nuclear challenges over North Korea and its natural allies versus USA are unimaginable, but concerning. The 

potential for War over secessionist Statelets (Yemen/ Catalonia/ Kurdistan/ Scotland) risks regional flare-ups 

with potential to derail regional prosperity.  



Diversified  12 

 

Diversified Investments 

 

C
o

n
fid

e
n

tia
l 

ASSET PRICE CORRECTION? 

Most all asset classes (Cash, Crypto-currencies, Bonds, Property, Infrastructure, Equities & many Commodities) 

ς except for Base and Precious Metals ς are travelling at or near historic price highs. A serious reversal among 

any carries the risk of flattening positive sentiment more broadly.  

NZ House prices are of concern. Indications are they may have peaked and rolled over, even in the absence of 

mooted limitations on immigration. 

AUCKLAND BUILDING ACTIVITY   REGIONAL HOUSE PRICE INDICES 

 
Source: Westpac Institutional Bank, Market Outlook, Sept., 2017  

  

Key Points:   

1) Wages & Energy costs need be monitored for signs of quickening inflation;   

2) Geopolitical risks are ever present & largely unpredictable ς but may require 

strategy response; 

3) !ǎǎŜǘ ǇǊƛŎŜǎ ŀǊŜ ŜƭŜǾŀǘŜŘΣ ǘŜƳǇŜǊƛƴƎ ǘƘŜ ƻǘƘŜǊǿƛǎŜ ΨǊƛǎƪ-ƻƴΩ ōƛŀǎ ƻŦ ǘƘŜ 

consensus macroeconomic setting. 

II) SALIENT ECONOMIC INFLUENCES ON ASSET CLASSES & FINANCIAL MARKETS 

CASH RATES ς TIGHTENING CYCLE CONFIRMED 

Loose monetary policies globally have passes their acme. Led by flagship economy, USA, a broad, relative 

tightening cycle (from very loose conditions) is underway. Only the pace is conjectural, with a very slow 

progression in-the-market.   

NZ & Australia are both also projected to increase Administered Rates within our tactical horizon. 

INTEREST RATE FORECASTS  

  
Source: ANZ NZ Market Focus, October 2nd, 2017. 
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BOND MARKET ς THE UNWIND HAS STARTED 

ECB officials in June rescinded their pledge to increase bond-buying if necessary. Tapering is expected to be 

announced in 2018 

The US Federal Reserve Board will from Oct., 2017 commence reduce its US$4.5 trillion balance sheet toward 

US$3 trillion in 2020, by allowing maturing securities to run-off at a measured pace.  

US FEDERAL RESERVE Bh!w5Ω{ !{{9¢ Ih[5LbDS ς US$ BILLION 

 

Key Points: 

1) A broad monetary tightening cycle is underway, or is expected to commence 

within our tactical horizon. 

2) Ψ¢ƛƎƘǘŜƴƛƴƎΩ is from very loose settings, and is widely expected to be very 

gentle in its progression 

 

3) Generally accommodative interest rates are expected to linger throughout 

the coming year to 18 months. 

NZ$ EXCHANGE RATE FORECASTS 

NZ$ exchange rates are relatively divergent amongst key currencies.    

RECENT NZ$ EXCHANGE RATE TRENDS AGAINST MAJOR CURRENCIES 

  
{ƻǳǊŎŜΥ CƛǊǎǘ b½ /ŀǇƛǘŀƭΩǎΣ ¢ƘŜ 5ŀƛƭȅΣ Oct., 10th, 2017 

 

ANZ Bank Research provide their synopsis of exchange rate forecasts 


















