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Tactical Thoughts – August 2019 
 

The financial story of this year continues to be the rapid dovish pivot by central banks round the 
world.  In December last year, we were expecting multiple interest rate hikes, however now we 
appear to be embarking on a global easing cycle.  Philip Lowe, the Governor of the Reserve Bank 
of Australia summed up succinctly by saying, “whether or not further monetary easing is 
needed, it is reasonable to expect an extended period of low interest rates.” 
 
The Reserve Bank of New Zealand has adopted a similar tone and at its latest meeting in August 
surprised the market by cutting the Official Cash Rate (OCR) by 0.50%. This was quite an 
extraordinary move as the last time the OCR had been cut by such magnitude was after the 
Christchurch earthquake. The reality now seems to be that the market will price in more cuts 
due to the current global environment. 
 
The NZX 50 Gross Index continued its strong run in July, finishing up +3.4% on the month. The 
benchmark index is now up +23.2% year to date which is quite remarkable given the doom and 
gloom predicted at the end of 2018. Infrastructure plays and utilities are among the large caps 
that have added the most to the index return since the start of the year. Companies like Merdian 
Energy are considered "bond proxies" as they pay steady dividends and are comparable to 
owning a bond because they often pay out a higher yield than what their issued debt pays. The 
RBNZ’s cut on August 7 is likely to add further fuel to the fire.  
 
Earnings season is rapidly approaching the local market, and expectations are high given the share 
price performance of companies this year. We are also in the final stages of the Port of Napier 
Initial Public Offering where we expect considerable demand given the lack of primary equity 
issuance on the NZX. We note that current market pricing of New Zealand equities remains at 
elevated levels on a price to earnings basis. We calculate a 12-month forward P/E multiple of 
24.4x to the end of July which compares to the average multiple of 17.9x over the last ten years.  
If companies do not deliver up to the market’s expectations, we envisage price reaction to the 
downside. Conversely, as we have seen with the likes of a2 Milk and Goodman Property Trust, 
companies that continue to deliver in line with expectations or better, will be rewarded by 
investors. 
 
Australian equities notched up new record highs in July. Optimism was high as investor 
confidence was buoyed by the RBA having already cut rates twice combined with the tax cuts 
that Scott Morrison’s Coalition Government quickly announced after securing victory in the May 
elections. Consumer Staples and Health Care were the best performing sectors. This was the 
second month in a row where low risk sectors led the market. Gold stocks again outperformed 
iron ore names even though the gold price rose less than 2% and iron ore rose nearly 10% over 
the month. The widely-telegraphed rate cuts and a potential bottoming of the housing market 
paints a more positive picture of the Australian consumption story.  
 
The US Federal Reserve cut rates by 0.25% at the July Federal Open Market Committee (FOMC) 
meeting. While the Fed’s first interest rate cut in over a decade should have been received well 
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by the market, instead Jerome Powell’s messaging on the likelihood of future cuts created 
unease. To the displeasure of markets, the Fed Governor indicated the cut was not necessarily 
the beginning of an easing cycle but instead an adjustment to sustain the current expansion 
referencing a strong consumer and labour market. This was less dovish than that market had 
expected so US equities sold off and the US dollar strengthened against most currencies 
including the Kiwi dollar.  
 
Just as the market was digesting the impact of the Fed’s policy statement, President Trump 
rocked markets further with a surprise announcement of 10% tariffs on the remaining US$300 
billion of Chinese imports. On the face of it, this is a major escalation of the trade war and what’s 
worse is previous tariffs had largely spared consumer goods imports, but the latest round set to 
begin September 1 will directly impact consumer goods ranging from electronics to apparel 
which will have major implications for American retailers. 
 
If this level of uncertainty wasn’t bad enough, in the UK, Boris Johnson won the race to be 
appointed Prime Minister. Johnson has insisted he is prepared to accept the expensive chaos of 
leaving the EU without a deal governing future relations i.e. a no deal Brexit. He also gave a 
shortened timetable to make the decision by the end of October. The British pound continues 
its downward trajectory given the uncertainty. We believe this is not good for either the UK or 
Europe and hence prefer to remain Underweight. The ECB has reacted accordingly maintaining 
a dovish tone and floating the possibility of restarting quantitative easing.   

Asian markets suffered from the reescalation of trade tariffs and were weaker across the board.  
From our sources, we have heard of a significant postponement of private sector capex across 
Asia as a consequence of all the trade uncertainty. Despite this, consumption and services 
growth in China (which is supposed to be the eye of the storm) has been remarkably resilient, 
with most mass consumption items, and several consumer discretionary products, seeing very 
strong demand drivers despite the obvious macro headwinds. We are pleased to hear that 
Chinese consumption remains alive and kicking despite the noise and continue to be 
constructive on the opportunity set for select Emerging Markets exposure, in particular e-
commerce in China. 
 
In recent weeks, we have seen major developments in the two key macro forces that have driven 
financial markets in 2019: monetary policy and trade. We do not see any increased likelihood of 
a recession but we do think President Trump may unwittingly push things perhaps a little too 
far. The 0.50% rate cut has impacted the Kiwi dollar which has plunged to lows not seen since 
2015. Domestic economic data continues to weaken and we wonder if Adrian Orr shoots all his 
bullets to maintain status quo, how much more ammunition does he have if things deteriorate 
further. This earnings season is likely to be crucial considering the run up we have had. Economic 
reality combined with business uncertainty might just be too hard to ignore – too much shock 
and Orr one might say. For those clients with a long-term horizon we remain positive on asset 
prices and maintain our view that clients should stay invested. 
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Recommended Tactical Asset Allocation 
 

 
 
 

Asset Class Tactical Rationale 

NZ Equities  Valuations are stretched but the hunt for yield 
remains a key driver in the near term hence we retain 
our Neutral stance. The RBNZ’s 50bp cut reinforces 
this view. 

Australian 
Equities 

 Trump’s re-escalation of the US/China trade dispute 
clouds the outlook so we stay Moderately 
Underweight. 

US Large Cap 
Equities 

 US corporate earnings growth is likely to remain 
resilient. While late in the cycle, we still see 
opportunities before markets move to the next phase. 

US Small Cap 
Equities 

 With the Fed showing they are willing to cut rates and 
provide support for the domestic economy we stay 
positive on US small caps. 

Developed World 
Equities 

 Brexit continues to be a negative for the UK and 
Europe. Japanese equites have been challenging as 
they struggle from trade tensions. 

EM Equities  Trump proceeding with further tariffs with China are 
a short-term hurdle for EM but we see merit to being 
invested in this asset class over the longer term. 

NZ Listed 
Property 

 Revaluation gains, tight occupancy and lower debt 
servicing costs underpin our robust view on NZ listed 
property. 

Fixed Interest  We are Neutral but remain selective and continue to 
monitor the spread between cash and bonds. 

Cash  With the RBNZ continuing to lower the OCR we see 
little benefit in holding large quantities of cash.  

 
 
 
 
 
 
 
 
 
 
 

 
Underweight Overweight 
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Market Price Earnings ratios 
Price Earnings ratios 2014 – 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 31 July 24.4 16.9 18.5 25.7 24.4 16.9 

10-year average 17.9 15.0 16.3 25.9 17.9 15.0 

5-year average 20.1 16.0 18.0 26.7 20.1 16.0 

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

 
FX Returns to 31 July 2019 
NZ$ FX performance percentage returns to 31 July 2019 

Currency Pair 1m 3m 6m 12m 

NZ$/ US$ -2.4% -1.7% -5.2% -3.8% 

NZ$/ AU$ 0.1% 1.2% 0.8% 4.4% 

Source: Eikon, Bloomberg, July 2019. 
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Index Returns to 31 July 2019 
 
Index percentage returns in their currency 

Asset Class Index  1m 3m 6m 12m 

NZ Equities S&P/NZX 50 Gross NZ$ 3.4 8.4 20.8 21.7 

Australian Equities S&P/ASX Accumulation 200  AU$ 2.9 8.6 18.7 13.3 

US Large Cap Equities Russell 1000 Total Return US$ 1.6 1.8 11.4 8.0 

US Small Cap Equities Russell 2000 Total Return  US$ 0.6 -0.7 5.8 -4.4 

Developed World Equities MSCI EAFE* US$ -1.3 -1.3 3.6 -5.4 

EM Equities MSCI EM*  US$ -1.7 -3.9 -1.2 -4.6 

NZ Listed Property S&P/NZX Property Gross NZ$ 3.3 13.8 23.4 33.2 

Fixed Interest S&P/NZX Corporate A  NZ$ 0.8 2.7 4.4 7.4 

Cash ANZ New Zealand Call Rate  NZ$ 0.1 0.4 0.8 1.7 

Source: Eikon, Bloomberg, July 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 3.4 8.4 20.8 21.7 

Australian Equities S&P/ASX Accumulation 200 2.8 7.3 17.8 8.3 

US Large Cap Equities Russell 1000 Total Return 3.4 3.1 16.8 11.7 

US Small Cap Equities Russell 2000 Total Return  2.4 0.6 11.0 -1.2 

Developed World Equities MSCI EAFE*  0.4 0.0 8.7 -2.2 

EM Equities MSCI EM*  0.1 -2.7 3.6 -1.4 

NZ Listed Property S&P/NZX All Real Estate 3.3 13.8 23.4 33.2 

Fixed Interest S&P/NZX Corporate A  0.8 2.7 4.4 7.4 

Cash ANZ New Zealand Call Rate  0.1 0.4 0.8 1.7 

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

Macquarie Interest Rate and FX Forecasts  

Rate 2Q2019A 3Q2019E 4Q2019E 1Q2020E 2Q2020E 

Australia Cash Rate 1.25 1.00 1.00 1.00 1.00 

Australia 10yr govt  1.32 1.50 1.50 1.50 1.50 

US Fed Funds Rate  2.25 1.75 1.50 1.50 1.50 

US 10yr Treasury 2.43 2.70 2.75 2.85 3.00 

NZD OCR 1.75 1.50 1.50 1.50 1.50 

NZ 10yr govt 2.01 1.80 2.00 2.20 2.20 

NZ$/ US$ 0.6718 0.6400 0.6400 0.6500 0.6600 

AU$/ US$ 0.7020 0.6800 0.6900 0.7000 0.7100 

NZ$/ AU$ 0.9570 0.9412 0.9275 0.9286 0.9296 

EUR/ US$ 1.1373 1.1200 1.1300 1.1500 1.1600 

US$/ JPY 107.85 104.00 103.00 102.00 100.00 

GBP/ US$ 1.2696 1.2400 1.2500 1.2800 1.3100 

Source: Macquarie Securities, July 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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