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Tactical Thoughts – May 2019 
 

Global equity markets continued their rise in April with the MSCI World Index up +3.2%, now 
bumping up against its all-time highs. Equities around the world were propelled last month 
largely by the US, as American stocks regained their highs and in doing so recovered all of their 
losses from the fourth quarter last year. 
 
A little after midday on April 23, the NZX50 Gross Index broke through 10,000 points. This is a 
momentous achievement and means from the index’s first value date of January 3, 2001, the 
benchmark has returned +500% in total or +10.3% annualised to investors in the period since. 
New Zealand equities continue to grind higher. By the end of April, the market was up +13.6% 
this year alone. In our view, one of the meaningful boosts to sentiment last month was the 
Government’s decision not to pursue a capital gains tax. While it is effectively no change to the 
status quo, the decision seemed to surprise many. On the positive side, this is one less 
distraction for business and is perhaps encouraging in that the Government listens to affected 
parties and chose not to pursue a controversial policy that would have been challenging to 
implement.  
 
The interest rate environment is set to remain benign for the foreseeable future. The Reserve 
Bank of New Zealand (RBNZ) cut rates in early May. While the market had priced in a 50/50 
chance of a rate cut, we were surprised. The RBNZ is shooting bullets that it may wish it had 
later. Despite labour market tightness and inflation consistent with a 2% target, the RBNZ cut 
and now forecasts the cash rate to bottom at 1.36% in December 2020. This is likely to support 
the domestic equity market and underpin yield stocks. 
 
The S&P/ASX 200 advanced +2.4% in April as information technology and consumer staples drove 
the Australian market higher. Materials were the laggard due to poor returns from mining 
companies including the majors, BHP and Rio Tinto. The Australian budget was released ahead 
of the election, largely delivering on expectations, with a return to surplus forecast in FY20. The 
RBA kept the official cash rate unchanged at its policy meeting on May 7th, stating that they 
would only look to cut rates if they saw signs of deterioration in the labour market. Markets 
remain firmly of the view that they will be forced to cut rates sometime in 2019. 

The US equity market reached fresh highs in April as reported corporate earnings were higher 
than expected. The best performing sector was financials which saw its biggest one-month gain 
since November 2016 when Donald Trump was elected as President. 

European equities rose for the fourth month in a row, with 2019 off to one of the strongest starts 
to a year ever. Eurozone GDP grew by 0.4% in the first quarter of 2019 which exceeded forecasts 
given the poor print in the fourth quarter 2018. Italy came in with 0.2% growth which was a 
pleasing rebound from last quarter and means that it is no longer in a technical recession. UK 
equities also marched higher, buoyed by a positive global market backdrop, despite no firm 
resolution on Brexit. 
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Solid progress on US/China relations pushed Asian equities higher in April which coincided with 
the release of encouraging macro-economic data. As we go to print, there seems to have been 
an escalation on both sides of the trade war, US has said it will impose tariffs on all Chinese 
goods and China has responded by saying it will take necessary counter-measures if the US 
tariffs take effect. The market reaction thus far has not been positive but whether President 
Trump is using it is a final negotiating tactic remains to be seen.  

A number of Hobson Wealth advisers and investment team members attended the Macquarie 
Australia Conference last week in Sydney. It was the 21st year the conference has been running 
and had record attendance of over 800 delegates and 105 Australian and New Zealand 
companies presenting. 

Macquarie Group CEO, Shemara Wikramanayake, opened the event delivering the key note 
address. Shemara warned that financial markets were vulnerable to geopolitical shocks and 
escalating trade wars. The Australian economy has been sluggish, weighed down by the housing 
slowdown and the lack of investment decision-making by corporate Australia in the lead up to 
the election. Nevertheless over the medium term, Australia was a great place to invest, Shemara 
stating the strong fiscal position, population growth and proximity to Asia as key reasons for this. 

Structural change drives opportunities for capital which Macquarie Group will look to take 
advantage of. She gave examples in infrastructure, renewable energy and technology where 
Macquarie offered scalable solutions to global problems such as climate change and 
sustainability. Shemara concluded her speech endorsing the vibrant IPO market in Australia over 
the last 12 months and the record year for Mergers & Acquisitions with almost 600 announced 
transactions taking place. 

Twelve property companies presented with the key theme was the current spread to long bonds 
means Australian listed property is an attractive place globally to invest. Despite the weakness in 
retail conditions there is continued demand for office and industrial property especially those 
with long dated tenancy agreements. It should be noted that New Zealand listed property stocks 
in many circumstances are more efficient for domestic investors to own as a result of their PIE 
tax status. Please contact your advisor if you would like to discuss. 

The busiest rooms were for Afterpay Touch, a2 Milk, Bravura Solutions, Costa Group, Jumbo 
Interactive and Nearmap. Key themes were opportunities around climate change, big data and 
emerging millennial spending power. 

We will be collating our conference notes and look forward to distributing these to you in the 
coming days. 
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Recommended Tactical Asset Allocation 
 

 
 

Asset Class Tactical Rationale 

NZ Equities  We stay Neutral. The market is priced for perfection 
and we would like to see earnings growth come 
through to justify elevated valuations. 

Australian 
Equities 

 Following the Macquarie Australia Conference, we are 
constructive on some individual stocks, but our 
overriding view is to remain Underweight. 

US Large Cap 
Equities 

 US corporate earnings growth is likely to remain 
resilient. We see the bull market as having more to run 
but we are late in the cycle.  

US Small Cap 
Equities 

 With the Fed now on hold, deregulation and tax reform 
continue to be tailwinds and we recommend 
maintaining exposure to US small caps. 

Developed World 
Equities 

 Brexit has clouded the near-term outlook for both the 
UK and Europe. Heightened volatility in Japan has 
made investing there more challenging. 

EM Equities  Emerging Markets have benefitted from net inflows. A 
successful resolution to trade tensions would be a 
positive catalyst. We prefer Asia over Latam. 

NZ Listed 
Property 

 Revaluation gains, tight occupancy and lower debt 
serving costs underpin our robust view. 

Fixed Interest  Fixed interest has rallied significantly. We are Neutral 
as we balance historically low rates against the 
potential for safe-haven buying and the chase for yield.  

Cash  With the RBNZ explicitly stating their desire to keep 
short term interest rates at low levels, we see little 
benefit in holding excessive levels of cash.  

 
 
 
 
 
 
 
 
 
 
 
Market Price Earnings ratios 

 
Underweight Overweight 
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Price Earnings ratios 2013 – 2019* 

*Price/Earnings Ratios are Bloomberg Best estimates for forecast year one. 

 

Price Earnings ratios versus average* 

Price Earnings* 
NZ 

Equities 
Australian 

Equities 
US Large 

Cap Equities 
US Small Cap 

Equities 
Developed 

World 
EM 

Equities 

As at 30 April 23.0 16.4 18.0 24.6 13.9 12.8 

10-year average 17.6 15.0 16.3 26.2 14.1 12.1 

5-year average 19.8 16.0 17.9 26.8 15.0 12.3 

*Price Earnings ratios are Bloomberg Best estimates for forecast year one. 

 
FX Returns to 30 April 2019 
NZ$ FX performance percentage returns to 30 April 2019 

Currency Pair 1m 3m 6m 12m 

NZ$/ US$ -1.9% -3.5% 2.4% -5.1% 

NZ$/ AU$ -1.3% -0.4% 2.8% 1.3% 

Source: Eikon, Bloomberg, April 2019. 
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Index Returns to 30 April 2019 
 
Index percentage returns in their currency 

Asset Class Index  1m 3m 6m 12m 

NZ Equities S&P/NZX 50 Gross NZ$ 1.7 11.4 14.4 18.6 

Australian Equities S&P/ASX Accumulation 200  AU$ 2.4 9.3 10.9 10.4 

US Large Cap Equities Russell 1000 Total Return US$ 4.0 9.4 10.0 13.3 

US Small Cap Equities Russell 2000 Total Return  US$ 3.4 6.5 6.1 4.6 

Developed World Equities MSCI EAFE* US$ 2.5 4.9 5.9 -6.0 

EM Equities MSCI EM*  US$ 2.0 2.8 12.9 -7.3 

NZ Listed Property S&P/NZX Property Gross NZ$ 1.8 8.5 16.6 24.5 

Fixed Interest S&P/NZX Corporate A  NZ$ 0.0 1.7 3.0 5.9 

Cash ANZ New Zealand Call Rate  NZ$ 0.1 0.4 0.9 1.8 

Source: Eikon, Bloomberg, April 2019 (*not total return index). 

Index percentage returns translated into NZ$ 

Asset Class Index 1m 3m 6m 12m 

NZ Equities S&P/NZX 50 Gross 1.7 11.4 14.4 18.6 

Australian Equities S&P/ASX Accumulation 200 3.7 9.7 7.9 8.9 

US Large Cap Equities Russell 1000 Total Return 6.1 13.3 7.3 19.7 

US Small Cap Equities Russell 2000 Total Return  5.4 10.3 3.5 10.5 

Developed World Equities MSCI EAFE*  4.5 8.7 3.3 -0.7 

EM Equities MSCI EM*  4.0 6.5 10.2 -2.1 

NZ Listed Property S&P/NZX All Real Estate 1.8 8.5 16.6 24.5 

Fixed Interest S&P/NZX Corporate A  0.0 1.7 3.0 5.9 

Cash ANZ New Zealand Call Rate  0.1 0.4 0.9 1.8 

Source: Eikon, Bloomberg, April 2019 (*not total return index). 

Macquarie Interest Rate and FX Forecasts  

Rate 1Q2019A 2Q2019E 3Q2019E 4Q2019E 1Q2020E 

Australia Cash Rate 1.50 1.25 1.00 1.00 1.00 

Australia 10yr govt  1.78 1.85 2.10 2.20 2.40 

US Fed Funds Rate  2.25 2.25 2.25 2.50 2.50 

US 10yr Treasury 2.43 2.70 2.75 2.85 3.00 

NZD OCR 1.75 1.75 1.75 1.75 1.75 

NZ 10yr govt 1.76 2.20 2.20 2.30 2.50 

NZ$/ US$ 0.6804 0.6700 0.6700 0.6700 0.6700 

AU$/ US$ 0.7096 0.7100 0.7200 0.7200 0.7200 

NZ$/ AU$ 0.9589 0.9437 0.9306 0.9306 0.9306 

EUR/ US$ 1.1218 1.1200 1.1500 1.1800 1.2000 

US$/ JPY 111.00 109.00 109.00 108.00 104.00 

GBP/ US$ 1.3035 1.3500 1.3700 1.4000 1.4000 

Source: Macquarie Securities, April 2019.  
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General Disclaimers 
This document has been distributed in confidence to New Zealand resident clients of Hobson Wealth Partners Limited (Hobson Wealth). If you are not 
the intended recipient of this document, please notify Hobson Wealth immediately and destroy all copies of this document, whether held in electronic 
or printed form or otherwise.  

This document has been issued and distributed in New Zealand by Hobson Wealth, an NZX Advising Firm and a registered financial services provider. 
The disclosure statements for Hobson Wealth and your adviser are available free of charge by contacting us on 0800 742 737.  Hobson Wealth is not 
a wholly owned subsidiary of Macquarie Group Limited (MGL) but MGL holds an interest in, and provides certain business and research services to, 
Hobson Wealth. There is also a security distribution agreement in place between MGL and Hobson Wealth. 

 This document contains market commentary and factual information or class advice only. It is not research. Nothing in this document shall be 
construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any transaction. The information in this 
document does not take account of any particular person’s objectives, financial situation or needs. Before acting on this information, investors should 
therefore consider the appropriateness of the information having regard to their situation. We recommend investors obtain financial, legal and taxation 
advice before making any financial investment decision. The views contained in this document may not constitute the views of Macquarie Group 
Company. While we believe the information to be accurate and any recommendations to have reasonable basis, no warranty is made as to the accuracy 
or reliability thereof. There are risks involved in securities trading. The price of securities can and does fluctuate and an individual security may even 
become valueless. International investors are reminded of the additional risks inherent in international investments, such as currency fluctuations and 
international stock market or economic conditions, which may adversely affect the value of the investment. The forecasts are predictive in character 
and therefore investors should not place undue reliance on the forecast information. Whilst every effort has been taken to ensure that the assumptions 
on which the forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and 
uncertainties. The actual results may differ substantially from the forecasts and some facts and opinions may change without notice. Hobson Wealth 
does not give, nor does it purport to give, any taxation advice. The taxation discussion in this document is based on laws current at the time of writing. 
Those laws and the level of taxation may change. The application of taxation laws to each investor depends on that investor’s individual circumstances. 
Accordingly, investors should seek independent professional advice on taxation implications before making any investment decisions. This document 
is based on information obtained from sources believed to be reliable but we do not make any representation or warranty that it is accurate, complete 
or up to date. We accept no obligation to correct or update the information or opinions in it. Opinions expressed are subject to change without notice. 
Hobson Wealth accepts no liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this document and/or further 
communication in relation to this document. Hobson Wealth, its associates, and Macquarie Group, their officers or employees may have interests in 
the financial products referred to in this document by acting in various roles including as investment banker, underwriter or dealer, holder of principal 
positions, broker, lender, director or adviser. Further, they may act as market maker or buy or sell those securities as principal or agent and, as such, 
may affect transactions which are not consistent with the recommendations (if any) in this document. Hobson Wealth and members of Macquarie 
Group may receive fees, brokerage or commissions for acting in those capacities and the reader should assume that this is the case. 

 

 

Disclosures 
Important disclosure information regarding MGL interest in the subject companies covered in this report is available at 
www.macquarie.com/disclosures. 

 

Contacts 

For more information, call us on 0800 742 737 or visit our website at hobsonwealth.co.nz 

Auckland 
Level 17, Lumley Centre 
88 Shortland Street 
Auckland 1010 
 

Tauranga 
Level 2, Suite 6, The Vault 
53 Spring Street  
Tauranga 3110 

Wellington 
Level 12, Deloitte Building  
20 Customhouse Quay 
Wellington 6011 
 

Christchurch 
Level 3 
151 Cambridge Terrace  
Christchurch 8013 
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