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After a volatile start to the year for financial markets and what can only be described as less-
than-positive news flow, we haven't altered our base case for the economic and markets
outlook. We expect inflation to fall from current elevated levels as global supply chain
disruptions improve and energy prices stabilise, allowing central banks to remove monetary
policy stimulus at a more measured pace. Global growth is expected to continue decelerating
from last year’s break-neck pace but settle around trend, with support from pent-up household
saving, increased business capex spending and modest policy stimulus from China. It is a
backdrop that should support reasonable corporate earnings growth and therefore modest
equity market upside, especially following the derating in valuations that has occurred from
recent market highs.

But while our base case for the outlook hasn’t changed, the distribution of risks around it
certainly has. Risks to the outlook have increased recently, and unfortunately largely to the
downside. They include heightened geopolitical tensions, China’s ongoing attempt to eliminate
(or at least contain) COVID-19, which is exacerbating global supply chain disruptions, and the
increasingly hawkish behaviour of central banks as they look to rapidly remove emergency
monetary policy stimulus and get on top of elevated inflation pressures, creating downside
growth risks. The investment landscape has become increasingly complex, which sounds
extraordinary considering the unprecedented events we'’ve all experienced over the past two
years.

By highlighting all of this, our intention is not to spark alarm or fear. Far from it. Just because
there is increased risk and uncertainty, that does not necessarily mean it is also the time to
make a major asset allocation change or adopt a more defensive portfolio stance, as tempting
as that may feel. We are not at that point yet in our view.

Sustained equity market weakness rarely occurs outside of major economic downturns or
recessions, and a recession is not our expectation over the coming year. While some regions
of the world are facing into different risks, in general economies are still benefiting from
reopening tailwinds. Private sector balance sheets are in good health and labour markets are
strong. That provides economies with momentum and resilience.

Looking forward through, central banks are clearly trying to get on top of elevated inflation and
the only realistic way they can do that (even if a big part of the inflation story is due to
constrained supply) is by cooling demand. So, while global recession risks look low for this
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year, as central bank tightening cycles progress, those risks will naturally increase as interest
rates rise. Whether a recession occurs over the next few years will hinge on the success that
central banks have in bringing inflation down to more tolerable levels. It will be no easy task,
but we still believe they will get a big ‘assist’ by an eventual easing in global supply chain
pressures. Admittedly, there is little evidence of this yet.

It is important to remember that markets are reasonably efficient at quickly re-pricing shifting
risks too, and they have. Global equity market valuations have fallen to levels where they are
now looking reasonably attractive for longer-term investors. Of course, the corporate earnings
picture needs to hold together, and we are watching that closely (especially the current
reporting season in the US). But as mentioned, we believe it is too early to say a recession is
imminent and so this should support ongoing corporate earnings growth — a key driver of equity
markets over the long-run.

Despite the complex landscape, we haven’t made any major changes to the strategy we adopt
when managing the funds within the MAS KiwiSaver Scheme and the MAS Retirement
Savings Scheme (the MAS Funds). That should not be interpreted as paralysis or
bewilderment. Rather, it is because we believe the MAS Funds are appropriately positioned
for the current backdrop. Elevated levels of volatility speak to highly diverse portfolios, and that
is a hallmark of JBWere’s investment approach. JBWere's ethos is to always behave as
owners of businesses, not as short-term traders, and always consider the longer-term
objective of the portfolio. Our investment philosophy is to seek high quality, long-term
investment ideas, and we think this focus on quality will serve the MAS Funds well in what is
likely to be a turbulent and tricky investment backdrop for some time yet.

Relative to strategic asset allocation targets, the MAS Funds sit at broadly neutral levels, which
is a position we have maintained for a while. That continues to feel appropriate to us and
leaves the MAS Funds well positioned in our view. At some point we may need to tactically tilt
away from growth assets (equities) and more towards defensive assets (fixed interest and
cash), as well as make more defensive shifts within asset classes. But we don’t think now is
the time. History suggests there is a cost to positioning portfolios (much) too defensively too
early.

Ultimately, our focus continues to centre on actively managing and positioning portfolios, and
assessing the investment attributes that we believe will help the MAS Funds achieve their
return objectives over the medium to longer term. Investing always contains a level of
uncertainty and risk. At times when those risks are heightened, and the outlook is uncertain,
as investors it is often tempting to lose sight of your investment goals and do something rash.
We would again stress the importance of remaining invested according to your chosen risk
profile, as this provides the best chance of investors achieving their investment objectives over
the long-term.
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This document comprises general advice only. In preparing it, JBWere (NZ) Pty Ltd’s (“*JBWere”) Investment
Strategy Group did not take into account the particular investment objectives, financial situation, goals or needs
("financial circumstances") of any particular person. Accordingly, before acting on any advice contained in this
document, you should assess whether the advice is appropriate in light of your own financial circumstances or
contact your adviser. The disclosure statement for your JBWere adviser(s) is available on request, free of charge.

This communication is being furnished to you solely for your information and may not be copied or redistributed
to any other person. It is provided on the condition that you keep it confidential and do not copy or circulate it in
whole or in part. In particular, the information may not be redistributed outside of Australia and New Zealand via
e-mail or otherwise.

For the purposes of the Financial Advisers Act 2008 ("FAA"), the content of this document is of a general nature
and is intended as a source of general information only. The distribution of this document is not a "personalised
service" and, to the extent that it contains any financial advice, is intended only as a "class service" provided by
JBWere within the meaning of the FAA.

JBWere and its respective related entities distributing this document and each of their respective directors,
officers and agents (“the JBWere Group”) believe that the information contained in this document is correct and
that any estimates, opinions, conclusions or recommendations contained in this document are reasonably held
or made as at the time of compilation. However, no warranty is made as to the accuracy or reliability of any
estimates, opinions, conclusions, recommendations (which may change without notice) or other information
contained in this document. To the maximum extent permitted by law, (but, in respect of our clients, subject to
the applicable terms and conditions of our engagement with them), the JBWere Group disclaims all liability and
responsibility for any direct or indirect loss or damage which may be suffered by any recipient through relying on
anything contained in or omitted from this document.

This document may contain a restatement, summary or extract of a report prepared by UBS New Zealand Limited
or a related body corporate ("UBS Report"). It may also contain a restatement, summary or extract of a report
prepared by Moelis Australia Security Pty Ltd or a related body corporate ("Moelis Report"). Please contact your
JBWere adviser if you would like a copy of the UBS Report or the Moelis Report.

Copyright JBWere (NZ) Pty Ltd ABN 13 138 488 418. All rights reserved. No part of this communication may be
reproduced without the permission of JBWere.

This article is of a general nature and is not a substitute for professional and individually tailored advice.
Medical Funds Management, JBWere (NZ) Pty Ltd and Bancorp Treasury Services Limited, their parent
companies and associated entities do not guarantee the return of capital or the performance of investment
funds. Returns indicated may bear no relation to future performance. The value of investments will fluctuate as
the values of underlying assets rise or fall.

The Product Disclosure Statement for the MAS KiwiSaver Scheme is available
The Product Disclosure Statement for the MAS Retirement Savings Scheme is available

Medical Funds Management Limited is the issuer and manager of each of the Schemes


https://www.mas.co.nz/investments/kiwisaver/
https://www.mas.co.nz/investments/retirement-savings-scheme/

