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 The Global Economy  
  

  
  
China and the US recently faced off regarding trade 
talks.  It did not go well.  Will the Chinese give in to 
Donald Trump?  
  

Black Swans.  “Black swan” is the usual term 
given to monumental events of the serious and 
negative nature.  This type of talk usually captures 
the attention of prudent and educated citizens 
looking to manage risk.  Any one of these black 
swan type events when it unfolds does have serious 
implications for the global economy, investors, 
businesses large and small and at times even mum 
and dads who have little interest in such information 
usually.  The global financial crisis in 2008 would be 
a good recent example.  

  
     Trade wars.  That’s what the image at the start of 

this letter is all about.  Recent talks between China 
and the US failed to reach agreement on trade, 
casting doubt over future trade relations between 
the two countries.  America for its part (Donald 
Trump) is threatening to impose steel and aluminum 
tariffs on Beijing.  Interestingly, after the meeting the 
US cancelled their press conference, then China 
followed suit.  Obviously there was nothing good to 
talk about so they didn’t bother.  At the heart of the 
discussion is the USD$340 billion trade deficit that 
America has with China along with restrictions on 
access to Chinese markets.  The bottom line here is 

that New Zealand would likely be caught up in the 
crossfire should a serious trade war between the 
US, China or any other major nation emerge.  New 
Zealand’s economy, whilst tracking nicely at the 
moment all things considered, is a narrow economy 
(e.g. tourism and agriculture) and therefore remains 
vulnerable.   
  
Shadow banking in China.  Basically this is the 
substantial amount of lending that is being carried 
out in China off balance sheet outside of the 
Chinese banking regulatory system.  The two 
main issues are firstly the poor quality of this type 
of lending.  Should these loans not be repaid and 
a large number of debt holders default then that 
could potentially unravel the whole shadow 
banking system in China.  This brings us to the 
second point which is that the sheer size of this 
banking problem is significant.  Big enough 
indeed to unsettle global markets in a way that we 
would all notice.    
  
Deflation rules for a long time.  We only need to 
look at the Japanese economy that has been held 
within the tight grip of deflation for around 25 
years.  Interestingly that is about how long interest 
rates have been declining, helping to prop up 
residential property prices in New Zealand and 
other economies but that’s by the way.  The point 
here is that the Chinese economy, the European 
economy, the Japanese economy and the US 
economy all matter to the global economy.  There 
are other economies that matter too, however with 
the US economy struggling to achieve real 
economic growth sustainably beyond 4% (which 
by the way I don’t see happening any time soon) 
where will the growth come from and why?  There 
is always more central bank intervention including 
the numerous macro prudential tools that have 
been at play strongly since the Global Financial 
Crisis in 2008.    
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There are some positive signs coming out of the 
US however by my estimation they do not suggest 
economic growth at 4% per annum sustainably long 
term.  Some argue this level of economic growth 
could well be impossible for the foreseeable future.  
The debt servicing alone for the US economy is 
already biting a reasonable chunk out of annual tax 
receipts in the US.  If I was an economist (I’m an 
investor not an economist) I could easily argue that 
deflation is a black swan happily floating confidently 
in a global economy awash with debt.   
  
North Korea successfully sending missiles to 
the US or another country.  The immediate impact 
apart from the loss of lives and panic from an 
economic perspective at least would be the damage 
to international trade which would be immediate.  I 
struggle to calculate the impact of this and have left 
it to one side as an outlier event and a real black 
swan should it ever eventuate.  It occurs to me that 
North Korea has already been implicated in malware 
attacks using hackers to send malicious code 
around the world and to some extent has been 
successful.  I wonder how long it might take for them 
to disrupt the defence system in the US so that they 
can buy enough time to send a volley of missiles 
their way so that the US shield defence system does 
not have time to respond?  It sounds a bit far fetched 
but then is it really?  I vote we put this outlier to one 
side and focus on what we can do.   
  
Regardless of black swans, the global economy 
generally remains stable with economic growth 
predicted to run at around 2.5% or so for the global 
economy over 2017.  Not a bad result actually for an 
economy that is largely in the grip of deflation still.   
  
The US Fed has successfully increased  
interest rates twice and is looking for a third 
increase soon which looks quite likely.    
  
Brexit continues to unfold and as I have previously 
suggested, remains a slow burn that is yet to give up 
too much in the way of clear direction as to how 
things will unfold for Europe and the UK.  More 
recently Donald Trump signaled that he was keen to 
undertake serious discussions on trade with the UK, 
which sounds good on the surface.  However, the 
sceptics note that striking a good deal with the US is 
far from easy.    
  
The Chinese economy continues to grow at 
slightly under 7% based on official data which 
some speculate is more likely around 4% in real 
terms which is still strong growth for an economy 
the size of China.  Although the shadow banking 
issue alluded to earlier is potentially a significant 
problem, general debt in China also continues to 
rise but at this stage is manageable.  The much 
needed reforms in China continue which is good 
news.    
  
Japan’s economy continues to stumble along, 
achieving limited growth but nonetheless remains 

stable although of course the significant increase 
in debt due to the so-called printing machine is a 
good part of the reason why.    
  
Closer to home both New Zealand and 
Australian economies are performing 
satisfactorily, particularly against the backdrop of 
a fragile global economy.   
  
All things considered, the global economy 
remains stable and whilst it is supported by a 
significant amount of debt, the debt at this stage is 
manageable and at least until the next 
unexpected event it really is … “steady as we go 
for now” for the global economy.   
  
  

The United States of 
America  

  

  
  
Growth in the US economy exists but remains fragile 
and subdued.  
  
By some accounts, the US economy virtually 
ground to a halt in the first quarter of 2017.  One 
quarter’s data does not an economy make, 
however it is symptomatic of what I refer to often 
as “the lingering grip of deflation”.  Frankly, the 
US economy whilst it appears to be heading in the 
right direction continues to struggle to shake free 
of the shackles of deflation.  Consumer spending 
appears to be partly to blame which, adjusted for 
inflation, saw its weakest February since 2009 – 
that’s eight years ago.  For example the slowdown 
in motor vehicle sales also impacted on retail 
sales over March.  Interestingly, the gross 
domestic product number increased at a rate of 
1.4% annual rate which is well below the 3% to 
4% that Donald Trump has talked about in the 
past.   
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The above chart shows the relationship between 
economic growth in the US (the grey shaded bars) 
and manufacturing (the blue line).   
  
Recent data suggests further acceleration 
in business activity growth across the US 
private sector, which is good news.  In June 
the number was 53.9 and recent data 
suggests this number has moved up to 54.2 
(the number over 50 means growth).  
Manufacturing production appears to be 
driving the increase in activity; meanwhile 
recent data on service providers suggest 
growth remains unchanged from that sector.   
  
Interestingly private sector payroll numbers 
also expanded at a solid pace in July, with the 
rate of job creation the fastest so far in 2017.  
  
  

  
  
Although the unemployment rate in the US recently 
spiked up a tad, the trend is definitely in a downward 
direction.   
  
Employment is considered a key indicator of 
economic growth or recession.  High 
unemployment generally indicates recession and 
low unemployment generally indicates economic 
growth.  Interestingly, unemployment claims 
have now been below 300,000 for 125 straight 
weeks, the longest such stretch since 1970.  
Although there is debate around how the number 
is actually calculated, nonetheless that is a 
positive number for the US economy.    

  
  

  
  
Interest rates in the US rise and the Fed is on track for 
another increase soon.  
  
The US Federal Reserve is watching the labour 
market which continues to strengthen as well as 
economic activity which has been improving 
although modestly so far this year.  The jobless 
number (unemployment) continues to perform 
strongly with the jobless number continuing to 
decline from already low levels.  Household 
spending and business fixed investment also 
continue to expand.  However, inflation (excluding 
food and energy prices) has declined and is 
running below 2%.  Indeed inflation remains 
stubbornly low.  
  
  

  
  
Since January this year near term inflation has peaked 
and appears to be on the decline – not ideal.  
  
Consumer prices in the US have increased at 
an average annual rate of 1.6% over the 12 
month period ended June 2017.  This rate 
continues to decline and will be an indicator that 
the US Fed is watching closely.  Indeed, it is the 
lowest inflation rate since October 2016 when 
petrol prices declined.  This is ongoing evidence 
that whilst we have some inflation, deflation 
remains strong.    
  
  

  
  
Consumer spending continues to rise which is useful at 
least in the short term.    
  
Consumer spending in the US is important 
because over 60% of economic growth in the US 
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economy is based on consumption.  Whilst we won’t 
get into the discussion around how much of 
consumer spending is based on debt, at least for 
now, consumer spending is helping to support 
growth in the US economy.   

  
The US economy continues to grow although at 
a fragile and modest pace.  Donald Trump in my 
view will be a neutral impact on the US economy, 
particularly in the long term.  He is pro growth and in 
the short term his impact may even  
be positive although I will be surprised if economic 
growth stays much beyond 3% for long.  Trade 
with China and other economies will prove 
interesting.   
  

 China  
  

  
  
Official figures from China show economic growth 
stable.  
  
The Chinese government in my opinion is 
vigorously supporting economic growth in China.  
We know this because of their ongoing efforts on 
several fronts across the economy.  Although it is 
difficult to know for sure, some estimates suggest 
that real economic growth sits at around 4% or so 
(difficult to know for sure) which is still remarkable 
given the size of the Chinese economy.  The 
challenge for China and the rest of the world is to 
maintain economic balance and stability in order 
to avoid a rapid slowdown in the Chinese 
economy which would worry and impact on the 
global economy.  It is common knowledge but 
worth mentioning that the increase in debt is an 
indication that stimulus is an important component 
of economic growth and stability and so the 
question becomes, how far can they go?  
  

   
China’s debt continues to grow although currently it 
remains at a manageable level but for how long?  
  

China’s debt continues to grow and whilst it 
remains at manageable levels at some point (a 
bit like what the US economy is confronting now 
and in the future) the servicing of the debt 
becomes a drag on economic growth.  Note in the 
chart at bottom left that household debt and even 
government debt is much less than corporate 
debt.   
  

 Japan  
  

  
  
Economic growth in Japan is actually quite good – at 
least for Japan.  
  
Japan’s economy is now the fourth largest in 
the world and is considered reasonably 
diversified and technologically advanced.  
Services in Japan account for around 62% of 
economic growth (as measured by GDP).  Within 
services the most important are wholesale and 
retail trade (around 7% of GDP) and real estate 
(around 6% of GDP).  Manufacturing is the engine 
of the Japanese economy and accounts for 
around 22% of economic growth.    
  
  

  
  
What an interesting chart – notice the blue line and 
notice the top right hand corner, the number zero.   
Interest rates in Japan remain at a negative 0.1%.  
  
  
The above chart is quite self-explanatory and 
highlights the fact that deflation still has a strong 
grip on the Japanese economy although 
economic growth has improved of late.  
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Inflation not surprisingly in Japan remains subdued.  
  
Inflation in Japan is running at about 0.4%, 
which is actually not bad when you consider that 
deflation remains very strong, even after 25 
years of it.  Japan is a good example of the fact 
that deflation is difficult for an economy to shake 
off.  Japan has been increasing levels of debt in 
an attempt to stimulate the economy (otherwise 
known as “printing money”) which is possibly 
showing signs of having some impact but of 
course far too early to know whether or not it will 
indeed generate the desired outcome – hopefully 
it will!  Otherwise Japan has a world of debt and 
little wriggle room because of already massive 
levels of debt.    
  
  

  
  

  
  
Economic growth has been supported by strong 
international trade in Asia along with significant 
fiscal stimulus.  Consumer price inflation however 
remains sluggish.  
  
Japan remains a mixed bag although 
economic growth as measured by GDP has 
been increasing albeit at a modest pace.  
Looking bigger picture, Japan has been a 
strong player not only with its trading partners 
in Asia but in other countries around the world.  
Indeed Japan has become an increasingly 
integrated component in global value chains, 
especially in Asia.  The benefits of 
international trade are largely concentrated in 

the bigger firms in Japan although the number 
of smaller businesses that are starting to 
export is rising gradually.   
Interestingly Japan still has a high level of 
support for farmers which could be reduced in 
part by lowering trade barriers which may also 
help to deepen Japan’s integration in the world 
economy.  Anyway, growth generally remains 
sluggish however the economy remains 
stable.  
  

 The UK  
  

   
Although economic growth is underway it remains 
decidedly sluggish.  
  
Economic growth in Britain is slower than 
preferred and looking more sluggish when 
we compare it to France who grew 0.5% in 
both the first and second quarter of 2017, 
Spain who grew by 0.8% in the first quarter 
and 0.9% in the second quarter of 2017.  
Sweden grew 0.6% in the first quarter of this 
year and a significant 1.7% in the second 
quarter of 2017.  Further, at the time of writing 
Ireland’s central bank has  
increased its growth forecast for this year, 
expecting economic growth as measured by 
GDP to reach 4.5% up from the previously 
expected 3.5% it was predicting back in April.  
However, it mentioned that Brexit does pose a 
potentially significant contingent threat.    

  

  
  
Low interest rates tell the story … there is lots of 
work to be done yet before the UK economy is 
“normalised”.   
  
In June this year the Bank of England voted 
by five to three to keep the bank rate at the 
record low of 0.25% as widely expected.  
That’s because the economy in Britain whilst 
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having had a decent run over the last few 
years, does rely on central bank intervention to 
maintain economic  
stability and then there is Brexit …   
  
Interestingly, Britain’s economy in its first 
year since the Brexit vote has in some ways 
been a tale of two stories.  On the one hand 
the strong economic performance towards the 
end of 2016 has been followed up with weaker 
growth this year.  It appears that households 
accelerated their spending before Christmas 
last year by possibly saving less and 
borrowing more.  However as prices of goods 
and services rose faster than wages, 
consumers appear to have increasingly 
struggled in 2017 to cope with the squeeze on 
their finances.  The result is that spending 
growth has slowed down a lot.  The business 
sector remains mixed.   
  
Although many commentators and 
economists have been more pessimistic 
since the Brexit vote, it appears that the 
weakness is more a reflection of recent 
economic activity as opposed to an appraisal 
of future prospects as a result of Brexit.  
Therefore the current weakness is not 
necessarily a locked in trend but could 
potentially be a shorter term “blip”.   
  
  

   
Britain’s economic growth has slipped compared to 
other members of the so-called G7.  
  
Although the growth rate in Britain was 
slightly improved at 0.3% in the second quarter 
of this year, it still remains “tepid” to paraphrase 
the International Monetary Fund, and quite a bit 
lower than the average of 0.5% that the UK has 
achieved since 2010.   
  
  

  
  
Household savings have declined in favour of 
borrowing to fund consumption – not ideal.  
  
Although it turns out there were some 
anomalies in the numbers that helped make up 
the above chart, even taking those into account it 
appears that the overall finding remains 
unchanged and that spending by saving less 
after the Brexit vote could well be a trend, and 
one that cannot continue forever.   

  
  

  
  
Increased expenses and costs since Brexit is 
contributing to a decline in living standards for 
households across the UK.  
  
After adjusting for inflation, household earnings 
have fallen from 1.5% in the three months before 
the EU referendum to negative in recent months.  
Recent data shows real wages falling at an 
annual rate of 0.5%.  It seems that the decline in 
living standards for Brits is linked more closely to 
the rise in costs rather than a fall in the average 
wage.  However both have played a part.   
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Unemployment is low and continues to track lower.   
  
Unemployment which has fallen from 4.9% to 
4.5% in the past year has reached its lowest 
point since 1975.  Traditional economic thinking is 
puzzled to understand why when there is a 
reasonably high demand for employees and their 
skills that this has not translated into increased 
wages and growth in living standards.   
  
By the way this is also a puzzle in the US 
economy too.   
  
  

   
A lower pound means increased inflation for Brits 
and potentially a lower living standard.  
  
The pound has plunged more than 10% since 
the Brexit vote against both the US dollar and the 
Euro.  So far recovery has not taken place.  The 
sterling remains 11% down against the US dollar 
and 18% down against the Euro.  Basically this 
change has caused the squeeze on household 
incomes across Britain but has yet to show any 
evidence of a pickup in British exports.  
  
Britain’s economy whilst stable is struggling to 
maintain sustainable growth.  Interest rates 
remain low, supported by ongoing central bank 
intervention however unemployment still remains 
low with inflation moderate and the possibility of 
an uptake in exports to countries other than 
those in the Eurozone possible with a lower 
pound.   
  

  

        

The Euro Area  
  

  
  
Economic growth whilst low remains steady.  Interest 
rates remain at 0%.  
  
The Eurozone economy expanded 0.6% for the 
first three months of 2017, which is slightly better 
than the 0.5% in the previous period.  This 
represents the strongest growth since the first 
quarter of 2015, boosted mainly by household 
consumption and fixed investment (investment in 
fixed assets such as machinery and buildings).  
This translates into economic growth of 1.9% over 
the year ending the first quarter of 2017.  GDP 
annual growth in the Euro area averaged 1.63% 
from 1995 until 2017, reaching an all time high of 
5% in the first quarter of 1995 and a record low of 
-5.50% in the first quarter of 2009.   
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Interest rates in the Euro area remain at 0%.  The 
struggle continues …   
  
The European Central Bank (ECB) held its 
benchmark refinancing rate at 0% on July the 
20th as widely expected.  The bank also confirmed 
the ongoing asset purchases program is intended 
to remain in place at the current monthly rate of 
60 billion Euros until the end of December 2017, 
or beyond if necessary.  Ongoing central bank 
intervention remains a fact of life for the European 
economy “to a very substantial degree”.    

  
  

The Euro Area and Brexit  
  

   
The European Central Bank has ruled out the possibility 
that Brexit could pose a major threat to the Euro area 
economy, rejecting warnings from the Bank of England that 
an untidy UK withdrawal could leave EU companies without 
vital services.  Although the actual terms of Brexit have yet 
to be negotiated, the European Central Bank has taken the 
view that this will have limited implications for the Euro 
area economy and financial stability.   

  
  

  
  
Non-performing loans are a high risk for any economy 
but appear to be in hand at the moment in the Euro 
area.   
  
Progress has been made in the Euro area with 
some improvement in overall asset quality but the 
level of non-performing loans remains a serious 
problem still.  It’s manageable but fragile.  
Everything needs to go according to plan.  Some of 
the improvement in this area is due to the writing off 
of some non-performing loans which helps things to 
look a bit better.   
  
  

  
  
Income or wealth inequality is not new but has surfaced 
in recent times.  
  
Rising political and policy uncertainty may 
hinder economic growth in the future in the Euro 
area.  Indeed it is not just the Euro area but 
several countries around the world have seen 
increased political fragmentation and polarisation 
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over the last few years (e.g. Brexit, election of 
Donald Trump).  One reason for rising political 
fragmentation is the increase in economic 
inequality that has become much more noticeable 
in recent times.  As incomes become more 
dispersed, voters’ preferences become more 
diverse with increased polarisation among 
electorates and the result is an increase in 
political fragmentation.  In short, disenchanted 
majorities can significantly change the direction of 
an economy when these economies are taken 
down a path that is inconsistent with prudent 
economic stewardship.  
  
  

  
  
Economic growth is slow and in particular the Euro area 
continues to lag other economies in terms of recovery 
from the Global Financial Crisis.   
  
Whilst recovery from the Global Financial 
Crisis across the Euro area remains slow 
compared to other economies, we have seen a 
much more synchronised growth across the Euro 
area which is a promising sign.   

  
Economic recovery is expected to proceed at a 
steady pace.  A gradually improving global economy 
along with resilient domestic demand supported of 
course by very accommodative monetary policy, 
continued improvement in the labour market along 
with low oil prices and hopefully favourable 
economic sentiment may combine to provide 
sustainable economic recovery for the Euro area in 
the future.  The Euro area is currently on track for 
economic growth as measured by real GDP growth 
of 1.8% for 2017, hopefully followed by further 
expansion at a similar pace in 2018 and 2019 – all 
things equal.    
  
 
 
 
 

 Australia  
  

 
  
The Australian economy remains steady however 
economic growth sluggish of late.  
  
The Australian economy grew by 1.7% 
through the year to the end of March 2017, 
which was slower than the 2.4% expansion in the 
prior quarter.  This was the weakest annual 
expansion pace of growth since the September 
quarter of 2009.  Economic expansion as 
measured by GDP in Australia averaged 3.47% 
from 1960 until 2017, reaching an all time high of 
9% in the first quarter of 1967 and a record low 
of -3.4% in the second quarter of 1983.    

  

  
  
Economic growth in Australia has been weak over the 
last 12 months but may not necessarily be a trend 
though.   
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Interest rates in Australia remain on hold.    
  
The Reserve Bank of Australia left the cash 
rate unchanged at a record low of 1.5% during 
the recent meeting held on July 4th, which was 
widely expected.  Policymakers have been 
watching the economic slowdown in the first 
quarter of 2017 which they regard as temporary.  
The Reserve Bank is looking for the economy to 
strengthen gradually with the transition to lower 
levels of mining investment following the mining 
investment boom coming to an end.   
  
  

   
Inflation remains stable at around 1.8%.  
  
The core inflation rate in Australia increased 
1.8% in June 2017 over the same month in the 
previous year.  Inflation in Australia is moderate 
but lower than would be preferred indicating 
deflationary impacts of the global economy and 
the absence of significant mining activity.   
  
  
Household debt in Australia continues to rise  
(see chart below)…   

  

  
Household debt to GDP is less than ideal for 
Australia – see chart bottom of left hand column 
(Australia is second from the top).  
  
  

  
  

  
  
The first chart above shows the change in house prices 
over the 12 months ended June 2017.  The second 
chart shows the change in house prices for the quarter 
ended June 2017.  
  
Some economists and research 
organisations (e.g. UBS Research) have 
suggested there is a high risk of a housing 
crash in Australia however others point to a 
correction in prices and possibly a stagnation of 
prices for some time in the future.  I am inclined 
to agree with the latter sentiment.   
  
Whilst economic growth has been soft in 
Australia of late, this is likely a short-term event 
rather than a trend as the Australian economy 
remains stable and continues to grow albeit at a 
slower pace than it has in the past.  The 
moderate growth outlook for Australia in the 
future is important of course because Australia is 
a major trading partner of New Zealand.  

  

 New Zealand  
  

Dairy auction price  
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Milk prices remain above that all important $3,000 
breakeven level for farmers.  
  
  

  
  
Dairy prices increased 2.9% over the month of June 
when compared to the previous month and are up a 
significant 49% over the last 12 months.  The increase 
was due to rises in butter, skim milk powder and cheese, 
and was also supported by flat production in Europe.   
  
  

  
  
The ANZ truckometer indexes continue to suggest 
good times ahead for the New Zealand economy.  
  
The ANZ heavy traffic index was somewhat flat 
in June holding onto its strong 4.0% month on 
month May lift (seasonally adjusted).  The 
upwards trend in the heavy traffic index looks 
strong.  In theory the light traffic index may 
provide a six month lead on the direction of the 
economy moving forward.  This index can be 
used to interpret the degree of momentum of 
economic growth.  The ANZ economics 
department suggests economic growth above 
3% year on year by the end of 2017 is a 
possibility.   
  
  

Residential property   
  

  
  
Residential property price growth appears to be 
slowing down somewhat.    
  

Although the numbers in the above chart are 
historical (let’s not forget that) levels of growth 
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whilst mixed remain reasonably solid although it 
does depend where we look.  Christchurch for 
example has basically flat lined for a year or two at 
less than 5% growth per annum with the most recent 
update showing growth over 12 months of 1.1%.  
Invercargill by comparison showed growth of 9.2% 
with Hastings coming out on top with growth in 
residential property prices at 21.6% for the 12 
months ended June 2017.    
  
Although an unexpected credit crunch 
globally could cause all kinds of havoc, in my 
view we are looking at a slowing down of price 
rises and potentially a period of slow or flat price 
increases for an undetermined period of time.  
Rising population in New Zealand along with still 
accommodative interest rates is helping to 
support property price increases at the moment 
along with property price expectations of the 
market.    
  
Interest rates are rising and whilst those rises 
look likely to be slow and small, inevitably they 
impact on asset prices including residential 
property prices.  Also government regulation looks 
like an increasing head wind for property prices in 
the not too distant future with restrictions in 
lending conditions already underway.  It would 
appear that the next 20 years for residential 
property prices might look quite a bit different to 
the last 20 years.  What do you think?  
  
  

Interest rates  
  

  
  
Interest rates remain on hold.  
  
Interest rates are a key determinant of asset 
prices not just in New Zealand but worldwide.  
The US Federal Reserve is in the process of 
raising interest rates.  Here in New Zealand 
banks, having to fund some of their lending from 
offshore, are in turn having to pay higher prices 
for money which of course represents increased 
interest rates for New Zealand borrowers.  This 
trend is likely to continue for the foreseeable 
future.    
  
Therefore we can expect rising interest rates to 
place increasing pressure on assets whether it be 
shares or property.  It is important to remember 
too that shares tend to be a leading indicator and 
property a lagging indicator.    
  

When interest rates rise, share prices can correct 
quite suddenly which is nothing unusual for 
shares.  Property on the other hand tends to be 
more of a lagging indicator and interest rates can 
take longer to impact but nonetheless will have an 
impact no different to shares in terms of the end 
result.  Possibly a flattening of property price rises 
rather than an all out pricing crash would seem 
the most likely outcome from rising interest rates.   

  
  

  
  

  
  

  
  
  
  
The New Zealand economy like a number of 
other economies around the world is stable 
and indeed tracking quite well all things 
considered.    
  
Economic growth will likely be in the vicinity of 
3% over the next 12 months although of course 
unexpected events can change that outlook in 
the blink of an eye.  Dare I say it … steady as 
we go for the New Zealand economy, at least 
for now.   
  
 

 To Summarise …  
  
The US economy remains stable with 
economic growth somewhat fragile and slower 
than preferred with interest rates on the way up.    



 13 

  
Donald Trump I believe will have a neutral impact on 
the US economy longer term and in the short term it 
is possible his impact could even be positive.  
However he is being challenged with regard to some 
of the reforms he campaigned on.  That said whilst 
he may be an unusual politician, he does appear to 
have some underlying determination and won’t be 
put off easily.  
  
Brexit appears to be having limited impact 
economically at the moment however it still is too 
early to speculate on what might happen.  My 
expectation is that there will be some tough 
negotiating between the Euro area and Britain.  
Interestingly Donald Trump signaled his 
enthusiasm for trade talks with Britain although 
the US is a tough bargainer when it comes to 
trade.  
  
China’s economic growth remains on track 
although undoubtedly supported by fiscal stimulus 
and increasing debt.  
  
This brings us to Japan whose debt is massive 
and yet the economy remains stable.  However, 
after 25 years or so of deflation, Japan has 
struggled to shake it off, despite significant 
increases in the central bank’s balance sheet in 
order to stimulate economic activity and growth.  
That said there is some growth evident although it 
is slow and fragile.    
  
I mentioned black swans in this update because 
John Mauldin, a gentleman that I have followed 
for probably 20 years out of the States, mentioned 
black swans which interestingly made the New 
Zealand media this month.  That’s why I thought I 
would mention it because it’s in the popular media 
and so you may have stumbled across it?   
  
John Mauldin as I say is someone I have followed 
for around 20 years because he makes sense 
(unlike the multitude of internet jockeys readily 
available whose self-interest is transparent and 
obvious – and their information lightweight).  
However John Mauldin is smart, informed and 
experienced however, he is someone who is 
looking for trouble.   
  
To be clear, he is what is known as a “permabear” 
which just means that he is always looking on the 
dark side of things.  He is very knowledgeable, 
smart and experienced and I know he has a 
significant following.  For us as Value Investors, 
whilst he is worth a read from time to time 
particularly if you have the time to explore some 
of his material which can be quite in-depth, but we 
don’t invest in economics, we invest in productive 
assets.  That requires different information, 
different methodology and a different skill set.    
  
The global economy is struggling to maintain 
projected growth and recently the IMF has 

reduced its outlook for the global economy on at 
least three occasions that come to mind.    
  
Economic growth may come in at a bit over 2% 
over the next 12 months as opposed to the 2.7% 
or so that it was predicting not so long ago.  This 
is important because with global growth at say 
2%, to expect investments to return say 10% or 
12% over a lengthy period of time would appear 
to be unrealistic, unless economic growth and 
activity can rise to support increasing prices.  
Bear in mind that prices are already elevated.  
  
The good news most certainly is that whilst there is 
always something ready to go wrong (John Mauldin 
can keep you entertained at length with that), the 
global economy nonetheless whilst growing slower 
than we prefer is stable and indeed is growing.  
  

“Democrats lead in all the polls by at least 
10 points, except one … Fox News.  That is 
with a margin of error of plus or minus the 
facts.”  

Stephen Colbert  
  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  


