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Tactical Thoughts – November 2019 
 

Global equity markets continued their climb in October, as the MSCI World Index closed a little 
shy of its record high. Confidence grew with the hope of a resolution to the US/China trade 
tensions and increasingly accommodative monetary policy. The US Fed cut rates by another 25 
basis points to a range of 1.50 - 1.75% and has all but reversed their tightening bias from this 
time a year ago. 

Our local equity market was one of the weakest performers in October after a number of 
negative news stories hurt sentiment. Rio Tinto shocked the gentailers by initiating a review of 
the Tiwai aluminium smelter which, if closed, would result in much less electricity consumption 
nationwide. The announcement took $1.5bn of market value off the sector even though the 
review will not be concluded until Q1 2020.  A large fire at the SkyCity Convention Centre caused 
more pain with SkyCity shares weaker as well as Fletcher Building, the main contractor. 

Australian equities fell in October as Healthcare stocks were some of the only bright spots. A 
strong Australian dollar explained some of the underperformance, although the main detractor 
was weakness in the banks and resources. The macro-economic backdrop darkened, with 
Australian consumer confidence falling to the lowest level since December 2014 and business 
confidence dipping into negative territory. 

UK stocks fell as Brexit remains unclear, and the rising Pound creates a headwind to growth. 
Prime Minister, Boris Johnson, was unable to engineer a withdrawal by his self-imposed deadline 
of 31 October. Investors will now have to wait until an election on 12 December to determine 
the next step and hopefully a resolution to the current deadlock. 
 
While the UK equity market was negative in October as domestic politics continuing to weigh on 
sentiment, European markets made modest gains. Investor confidence was underpinned by 
improving US-China trade tensions, talk of increased government spending across continental 
Europe and less likelihood of a no-deal Brexit. On the economic front, the Eurozone grew by 
+0.2% in the third quarter, which beat consensus estimates who were expecting to see growth 
stall. The positive figure was largely driven by robust growth in France and Spain. 
 
In Japan, the equity market ended the month higher as the partial trade agreement between 
the US and China eased concerns about a global economic slowdown. It was a positive month 
for Emerging Market equities too with all the regions recording gains. Asia was the best 
performing region, followed by Latin America. 
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Recommended Tactical Asset Allocation 
 

 
 

Asset Class Tactical Rationale 

NZ Equities  This month’s pull back offers the chance to selectively 
add but the more cautious may pause given this year’s 
strong run. We see the hunt for yield persisting but 
retain our Neutral recommendation. 

Australian 
Equities 

 With no resolution yet on trade and a weaker 
domestic economy, we retain our Moderately 
Underweight call. 

US Large Cap 
Equities 

 Earnings growth has remained resilient and we 
believe the US still offers the most attractive 
investment opportunities. 

US Small Cap 
Equities 

 A cautious Fed and compelling valuations, underpin 
our positive view on US small caps. 

Developed World 
Equities 

 With the UK now facing a general election we see 
Brexit further delayed. This is a headwind for the UK 
and Europe and we also see Japan struggling after the 
recent consumption tax hike.  

EM Equities  We remain bullish on EM as positive net fund flows 
indicate optimism for a resolution on trade. 

NZ Listed 
Property 

 Listed property has pulled back along with the rest of 
the local market. We like its yield and recommend 
clients stay invested.  

Fixed Interest  Fixed Interest continues to provide a key component 
within our asset allocation framework and should act 
as a buffer in the event of an equity drawdown.  

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

 
 
 
 
 
 
 
 
 
 
 
 

 
Underweight Overweight 



3 of 6 

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 October 24.6 17.2 18.9 29.9 14.9 13.5 

10-year average 18.1 15.1 16.3 25.4 14.0 12.0 

5-year average 20.4 16.1 18.0 26.8 14.9 12.5 

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

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

Currency Pair 1m 3m 6m 12m 

NZ$/ US$ 2.4% -2.2% -3.9% -1.6% 

NZ$/ AU$ 0.3% -2.9% -1.8% 1.0% 

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

Asset Class Index  1m 3m 6m 12m 

NZ Equities S&P/NZX 50 Gross NZ$ -1.3 -0.6 7.7 23.3 

Australian Equities S&P/ASX Accumulation 200  AU$ -0.4 -0.9 7.6 19.3 

US Large Cap Equities Russell 1000 Total Return US$ 2.1 2.0 3.8 14.2 

US Small Cap Equities Russell 2000 Total Return  US$ 2.6 -0.4 -1.1 4.9 

Developed World Equities MSCI EAFE* US$ 3.5 3.1 1.8 7.7 

EM Equities MSCI EM*  US$ 4.1 0.5 -3.5 9.0 

NZ Listed Property S&P/NZX Property Gross NZ$ -2.8 2.2 16.2 35.5 

Fixed Interest S&P/NZX Corporate A  NZ$ -0.4 1.1 3.8 6.9 

Cash ANZ New Zealand Call Rate  NZ$ 0.1 0.3 0.6 1.5 

Source: Eikon, Bloomberg, October 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 -1.3 -0.6 7.7 23.3 

Australian Equities S&P/ASX Accumulation 200 -0.6 2.1 9.6 18.2 

US Large Cap Equities Russell 1000 Total Return -0.2 4.9 8.2 16.1 

US Small Cap Equities Russell 2000 Total Return  0.3 2.5 3.1 6.7 

Developed World Equities MSCI EAFE*  1.1 6.1 6.1 9.6 

EM Equities MSCI EM*  1.7 3.4 0.6 10.9 

NZ Listed Property S&P/NZX All Real Estate -2.8 2.2 16.2 35.5 

Fixed Interest S&P/NZX Corporate A  -0.4 1.1 3.8 6.9 

Cash ANZ New Zealand Call Rate  0.1 0.3 0.6 1.5 

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

Macquarie Interest Rate and FX Forecasts  

Rate 3Q2019A 4Q2019E 1Q2020E 2Q2020E 3Q2020E 

Australia Cash Rate 1.00 0.75 0.50 0.50 0.50 

Australia 10yr govt  1.15 1.20 1.20 1.25 1.25 

US Fed Funds Rate  1.75 1.50 1.50 1.50 1.50 

US 10yr Treasury 1.70 2.00 2.20 2.20 2.10 

NZD OCR 1.00 0.75 0.50 0.50 0.50 

NZ 10yr govt 1.10 1.15 1.15 1.15 1.15 

NZ$/ US$ 0.6263 0.6300 0.6400 0.6500 0.6500 

AU$/ US$ 0.6750 0.6900 0.7000 0.7100 0.7200 

NZ$/ AU$ 0.9279 0.9130 0.9143 0.9155 0.9028 

EUR/ US$ 1.0899 1.0900 1.1200 1.1300 1.1500 

US$/ JPY 108.08 103.00 102.00 100.00 100.00 

GBP/ US$ 1.2290 1.1700 1.2500 1.3000 1.3200 

Source: Macquarie Securities, October 2019.  
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Sector in Focus: Gentailers 
Rio Tinto (RIO) announced a strategic review of its interest in New Zealand’s Aluminium Smelter 
(NZAS) at Tiwai Point to determine the operation’s ongoing viability and competitive position. 
This resulted in $1.5bn of market value being wiped off the gentailer sector on the day of the 
announcement. 

NZAS is 79% owned by RIO and 21 % by Japan's Sumitomo Chemical. The smelter contributes 
$400mn to the Southland economy, $1bn in annual exports and employs over 1,000 people. 
Weakness in aluminium prices combined with what RIO considers “high energy prices” has 
resulted in the review. NZAS consumes approximately 13% of the country’s total power usage. 
This is supplied by Meridian Energy from its hydro dams in the South Island, and partially offset 
by agreements with Contact, Genesis and Mercury Energy. 

The threat of closure last surfaced in 2013 but nothing materialised. RIO has said all options are 
on the table this time including closure and expect the review to be completed by Q1 2020. If 
the smelter closed, this would be a material hit to Meridian, and to the broader sector given the 
offset agreements and the sizeable drop in national electricity demand. Tiwai currently produces 
approximately 10% of RIO’s total aluminium production but RIO has said they expect the smelter 
to remain unprofitable in the short to medium term. That being said, Tiwai’s renewable energy 
credentials means their aluminium is sold at a premium to spot and it is rumoured NZAS would 
incur up to $250mn in exit costs if it were to close completely. This means there may be an 
element of posturing on RIO’s side. 

We believe RIO management is using the review to improve its energy input costs which if 
renegotiated would equate to a hit of around $40mn-$50mn of annual revenue to the 
gentailers.  The listed sector makes around ~$2.3bn of EBITDA per annum so this equates to less 
than 2% of industry EBITDA. It is also possible that RIO could renegotiate transmission costs as 
the NZAS pays a sizeable amount for grid infrastructure that it does not use. In our view, the 
10%+ sell-off was an overreaction.  Meridian and Contact Energy have been hit the hardest as 
they would be the most affected by the closure. Despite this, we think the chance of closure is 
low, and therefore these two stocks now offer the best value in the sector. Short-term, there 
may be volatility as both sides posture, but ultimately the situation will be resolved. We believe 
the sector will continue to be favoured in this low interest environment given its strong dividend 
yields and cashflows, and therefore the current situation represents a good buying opportunity. 

NZ Gentailers – Share Price Year to Date (normalised to 100) 

 
            Source: Eikon 
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General Disclaimers 
This document has been distributed in confidence to New Zealand resident clients of Hobson Wealth 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 4, Australis Nathan 
37 Galway 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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