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The last 10 years have been awful for equityThe last 10 years have been awful for equity 
investors
Rolling annualised 10 year US equity returnsRolling annualised 10-year US equity returns
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Equity valuations are (still) the best in almost 20Equity valuations are (still) the best in almost 20 
years
US P/E ratio on trailing average 10-year earnings
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P/E ratio suggests strong 10-year returns aheadP/E ratio suggests strong 10-year returns ahead 
for US equities
P/E ratio versus actual returns
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Bond yields have fallen to historically low levelsBond yields have fallen to historically low levels

NZ and US long bond rate, %
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Shares remain a compelling long-term investmentShares remain a compelling long term investment

Real return index (log scale)
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A V-shaped recovery in many leading indicatorsA V-shaped recovery in many leading indicators
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Global industrial production sharply increasingGlobal industrial production sharply increasing

Industrial production indicesp
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A remarkable easing in financial market conditionsA remarkable easing in financial market conditions
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US housing market indicators looking much betterUS housing market indicators looking much better
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Is the consensus too bearish on the economy?Is the consensus too bearish on the economy?
Strong link between ISM new orders indicator and GDP
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Is the consensus too bearish on the economy?Is the consensus too bearish on the economy?
Strong link between recession and recovery
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Some serious fiscal issues need to be faced inSome serious fiscal issues need to be faced in 
years to come
US federal budget balance, % of GDP
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US households need to live within their meansUS households need to live within their means

US household savings rate (%)US household savings rate  (%)
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US households constrained by a weak labourUS households constrained by a weak labour 
market
US unemployment rate (%)
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G5 CPI inflation tracking lowerG5 CPI inflation tracking lower

Annual % change
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Deflationary pressures remain over the yearDeflationary pressures remain over the year 
ahead

4

6

Change in annual core CPI inflation

%

2

4
Output Gap

2

0

-4

-2

-6
Mar-70 Mar-74 Mar-78 Mar-82 Mar-86 Mar-90 Mar-94 Mar-98 Mar-02 Mar-06

17

Source: Datastream, AMP Capital Investors



A historical perspective of NZ’s economicA historical perspective of NZ s economic 
recession
NZ Real GDP per capita log scale
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NZ Green Shoots Watch list: Part INZ Green Shoots Watch list: Part I
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NZ Green Shoots Watch list: Part IINZ Green Shoots Watch list: Part II

20
25
30

Business Confidence
16

Household Borrowing

3400

3500

 House Price Index

-5
0
5

10
15
20

4

8

12

3000

3100

3200

3300

-25
-20
-15
-10

Jan-06 Jan-07 Jan-08 Jan-09

Own-activity, net%
-4

0

Jan-06 Jan-07 Jan-08 Jan-09

annualised % 
2700

2800

2900

Jan-06 Jan-07 Jan-08 Jan-09

REINZ Index

3900
4100
4300

Imports
E t

Exports and Imports

210

215

Visitor arrivals

55

60

Manufacturing PMI

3100
3300
3500
3700
3900 Exports

190

195

200

205

40

45

50

2500
2700
2900

Jan-06 Jan-07 Jan-08 Jan-09

Trend $ per mth
180

185

Jan-06 Jan-07 Jan-08 Jan-09

'000 per mth

30

35

Jan-06 Jan-07 Jan-08 Jan-09

20

Source: AMP Capital Investors



NZ’s economic fortunes to closely track that of itsNZ s economic fortunes to closely track that of its 
major trading partners
Real GDP, YoY% change
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A premature tightening in NZ monetaryA premature tightening in NZ monetary 
conditions?
Real MCI relative to long-run average
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Still comfortable with equity market valuationsStill comfortable with equity market valuations
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World earnings already on a recovery pathWorld earnings already on a recovery path
World EPS 12-months ahead, log scale
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A more mixed picture for NZ equity valuationsA more mixed picture for NZ equity valuations
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NZ equities expensive relative to world equitiesNZ equities expensive relative to world equities
NZ/World PE Relative Ratio
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US bond model points to flat rates over near termUS bond model points to flat rates over near term, 
but higher rates over medium term
US 10-year yield, %

9

10

Indicative

6

7

8
Actual
Forecast

Indicative 
Projection

4

5

6

1

2

3

0
Mar-90 Mar-93 Mar-96 Mar-99 Mar-02 Mar-05 Mar-08 Mar-11 Mar-14

27

Source: AMP Capital Investors



NZD fair-value on short-term model; starting toNZD fair-value on short-term model; starting to 
get stretched on long-term model
Short-term NZD/USD model Long-term NZD model
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Important noteImportant note
While every care has been taken in the preparation of this document, AMP Capital 
Investors [New Zealand] Limited makes no representation or warranty as to the accuracy 
or completeness of any statement in it including, without limitation, any forecasts. Past 
performance is not a reliable indicator of future performance. 
This document has been prepared for the purpose of providing general information, 
without taking account of any particular investor’s objectives, financial situation or needs. 
An investor should, before making any investment decisions, consider the appropriateness 
of the information in this document, and seek professional advice, having regard to the 
investor’s objectives financial situation and needsinvestor s objectives, financial situation and needs. 
This document is strictly confidential and it is for the sole use of the party to whom it is 
provided.
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