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Disclosure
Forsyth Barr Limited is a licensed financial advice provider. For key
information about us and our financial advice services see
www.forsythbarr.co.nz/choosing-a-financial-advice-service
Not personalised financial advice: The recommendations and opinions in
this presentation do not take into account your personal financial
situation or investment goals. The financial products referred to in this
presentation may not be suitable for you. If you wish to receive
personalised financial advice, please contact your Forsyth Barr Investment
Adviser. The value of financial products may go up and down and investors
may not get back the full (or any) amount invested. Past performance is
not necessarily indicative of future performance.
The Summer KiwiSaver scheme is managed by Forsyth Barr Investment
Management Ltd. You can obtain the Scheme’s product disclosure
statement and further information about the Scheme at summer.co.nz,
from one of our offices, or by calling us on 0800 11 55 66. Forsyth Barr
Investment Management Ltd is a licenced manager of registered schemes
and part of the Forsyth Barr group of companies.
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Forsyth Barr Investment Management limited is a licenced provider of
discretionary investment management services (DIMS).
Forsyth Barr Investment Management Limited is the issuer, and Octagon
Asset Management Limited the investment manager, of the Octagon
Investment Funds. A copy of the Product Disclosure Statement for the
Funds is available from www.octagonasset.co.nz, by contacting your
Forsyth Barr Investment Adviser, or by calling 0800 628 246.

Important Information
Disclosure: Forsyth Barr Limited and its related companies (and their respective
directors, officers, agents and employees) (“Forsyth Barr”) may have long or short
positions or otherwise have interests in the financial products referred to in this
presentation, and may be directors or officers of, and/or provide (or be intending to
provide) investment banking or other services to, the issuer of those financial products
(and may receive fees for so acting). Forsyth Barr is not a registered bank within the
meaning of the Reserve Bank of New Zealand Act 1989. Forsyth Barr may buy or sell
financialproducts as principalor agent, and in doingso may undertake transactions that
are not consistent with any recommendations contained in this presentation. Forsyth
Barr confirms no inducement has been accepted from the researched entity, whether
pecuniary or otherwise, in connection with making any recommendation contained in
this presentation.
Analyst Disclosure Statement: In preparing this presentation the analyst(s) may or may
not have a threshold interest in the financial products referred to in this presentation.
For these purposes a threshold interest is defined as being a holder of more than
$50,000 in value or 1% of the financial products on issue, whichever is the lesser. In
preparing this presentation, non-financial assistance (for example, access to staff or
information)may have been provided by the entity being researched.
Disclaimer: This presentation has been prepared in good faith based on information
obtained from sources believed to be reliable and accurate. However, that information
has not been independently verified or investigated by Forsyth Barr. Forsyth Barr does
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not make any representation or warranty (express or implied) that the informationin this
presentation is accurate or complete, and, to the maximum extent permitted by law,
excludes and disclaims any liability (including in negligence) for any loss which may be
incurred by any person acting or relying upon any information, analysis, opinion or
recommendation in this presentation. Forsyth Barr does not undertake to keep current
this presentation; any opinions or recommendations may change without notice. Any
analyses or valuations will typically be based on numerous assumptions; different
assumptions may yield materially different results. Nothing in this presentation should
be construed as a solicitation to buy or sell any financial product, or to engage in or
refrain from doing so, or to engage in any other transaction. Other Forsyth Barr business
units may hold views different from those in this presentation; any such views will
generally not be brought to your attention. This presentation is not intended to be
distributed or made available to any person in any jurisdiction where doing so would
constitute a breach of any applicable laws or regulations or would subject Forsyth Barr
to any registration or licensingrequirement withinsuch jurisdiction.
Terms of use: Copyright Forsyth Barr Limited. You may not redistribute, copy, revise,
amend, create a derivative work from, extract data from, or otherwise commercially
exploit this presentation in any way. By accessing this presentation via an electronic
platform, you agree that the platform provider may provide Forsyth Barr with
informationon your readership of the presentations available throughthat platform.

The 2022 Macro Environment
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Macro events have been moving the markets
●

Macro uncertainties have been dominating the markets over recent months leading to
volatility across both stock and bond markets.

●

Investors are grappling with whether central banks will be able to tame inflation, with
geopolitical events in Eastern Europe and China having further added a level of
complication.

●

Central banks current focus is the tightening of monetary policy to stem inflation.

●

In our view, elevated inflation primarily reflects COVID-caused changes in demand as well
as supply chain constraints:
●
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After initial lockdowns, global demand bounced back strongly, fuelled by substantial
monetary and fiscal stimulus

●
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●

Demand for durable goods boomed whilst services has lagged. The production of
durable goods (like appliances, furniture, cars) needed to scale to meet this surge in
demand, however this has been a challenge as both manufacturing and logistics have
been disrupted by COVID.

●

Global Inflation has therefore been led by soaring durable goods prices.

●

Compounding these inflationary pressures more recently has been (1) Russia's invasion
of Ukraine which has pushed up commodity prices, and (2) China’s zero-COVID policy
and lockdowns which has disrupted production in “the worlds factory”.

Whilst many of these drivers are temporary in nature, central banks need to ensure that
inflation doesn’t become embedded in price and wage expectations. The way they do this is
by tightening monetary policy, however how far they need to raise rates is still up for debate.

The Market Impact
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What has this meant for equities?
●

Since the beginning of the year many global equity markets have experienced a sharp
pullback on the back of the rising interest rates and the risk of a recession. Leading markets
lower have been:
● The giant US tech sector, which has suffered the dual pressures of rising interest rates
weighing against their high valuation multiples plus soft trading updates from some
major players who have struggled to build on the strong growth they generated
through COVID i.e. Netflix, Zoom.
● Emerging markets, which have faced the additional impact of events in Eastern Europe
and China.
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Looking Forward
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Where to from here?

●

There are early signs that the pressures being seen globally may be getting close to peaking.

●

As economies reopen, we believe spending patterns should change back towards services,
and less on goods – helping alleviate pressures on global supply chains.

●

Many commodity prices are off their peaks from when Russia first invaded Ukraine, as too is
the price of semiconductors.

●

Container shipping costs have eased back to the lowest levels since July last year, and US car
prices – the largest single driver of US inflation over the past 12-15 months – are now falling.
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●

Whilst there is still a lot of uncertainty around the outlook, there is a growing possibility the
global inflation picture may improve by the end of the year which is our base case scenario.

●

The silver lining is we have seen an improvement in equity valuations - price declines have
brought company valuations back to attractive levels and we continue to see healthy
corporate earnings growth.

●

We still favour equity markets and our modest equities overweight reflects our base case of
easing inflation pressures and lessening central bank tightening over the next 12 months.

●

Recession risks are not immaterial and so our goal is to build a diversified and resilient
portfolio that minimises the extremes of earnings risk if inflation and interest rates continue
to rise.
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Geographic Thoughts
●

New Zealand
● The NZ market remains expensive relative to history, international markets, and bonds.
● Higher interest rates are a particular headwind - the NZ market is dominated by
defensive dividend-paying stocks as well as long-term growth stocks, both of which are
sensitive to interest rates.
● Inflationary pressures are generally more acute in NZ than elsewhere - the money
market is pricing in that our Reserve Bank will raise rates to a higher level than in most
other countries.
● With a softening housing market, low migration and depressed consumer confidence,
we see the risk of a meaningful economic slowdown as significant.
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●

Australia

● The Australian market currently offers better value than NZ.
● This is, in part, explained by “more normal” valuations on financial companies and
resources, rather than cheaper valuations on a like-for-like basis.

● The Australian economy is recovering off a lower base than NZ given more extended
lockdowns through 2021.
● The Australian consumer is strongly positioned, supported by a strong labour market
and savings built up over the past two years.
● The Reserve Bank of Australia (RBA) is expected to be a laggard in raising interest rates
due to lesser inflationary and wage pressures.
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●

International
● Most international developed market economies are recovering off a lower base than
NZ and Australia, supporting better near-term growth prospects
● Valuations are more reasonable across international markets than in NZ -they are
below historical averages in Europe, China, and Japan.
● Relative to bonds, international markets look cheap with the exception of the US
● The US market is more defensive in nature than NZ/Aus, has more structural growth
companies, and is less exposed to global trade and geopolitical risks.
● US companies delivered strong earnings growth in last month's reporting season
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Long term performance
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Source: Forsyth Barr analysis, Bloomberg, FRED, NBER, Refinitiv. NZ Shares: A blended index consisting of: the NZ Barclays Index from 1973-1991, the NZSE40 Index from 1991- 2000, and the S&P/NZX 50 Capital Index since
2000. The long-run average New Zealand annual dividend yield of 4.9% has been added to the annual return. AU shares: MSCI Australia Index total return since 1973 (local currency). Global shares: MSCI World Index total return
since 1973 (local currency). US Corp bonds: Bloomberg Barclays US Corporate Bond Total Return Index since 1973 (local currency). US Treasuries: Bloomberg Barclays US Treasury Total Return Index (local currency).
90Day BB: New Zealand 90-day bank bill rate as provided by the Federal Reserve Bank of St Louis since 1973. Recession: recessions in the United States since 1973 as defined by the National Bureau of Economic Research.
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The Mandate
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●

While Dogs NZ are making decisions on any future investments in dog sports facilities and
office buildings we will take a prudent, conservative approach to allocating the $6m net
capital from the sale of Prosser St.

●

The rest of the portfolio will be managed within the asset allocation limits associated with a
Balanced portfolio.

●

We will take a prudent approach to allocating capital, potentially taking 6 months plus to
become fully invested as agreed with Dogs NZ delegated authority.

●

Your time horizon is 7+ years reflecting your longer term approach to investing.

●

All portfolio income is currently to be retained.
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The Portfolio
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Questions…
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