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Australasian equities
The New Zealand equity market rose 5.9%, as measured by the S&P/NZX 50 Index. 
The market continued to benefit from positive earnings guidance, with companies 
such as a2 Milk (+33.8%), Air New Zealand (+32.5%), and Xero (+27.3%) continuing 
to provide profit upgrades ahead of expectations. Fisher and Paykel Healthcare rose 
19.7% due to a strong earnings report along with news that California-headquartered 
ResMed had withdrawn its complaint that the New Zealand firm was violating one if its 
patents. In contrast, Sky TV dropped 12.0%, with the firm deciding not to appeal the 
Commerce Commission’s decision to bar its proposed merger with Vodafone NZ. 

The Australian market, as measured by the Russell Australia Index, dropped 1.8%. 
This decline was due to weakness in the ‘Big Four’ banks, all of which tracked lower 
on the back of some indifferent trading updates, credit downgrades and the Australian 
Government’s decision to introduce a new bank levy. Sentiment was also impacted by 
weaker commodity prices.

Global equities
Global equities, as measured by the Russell Global Large Cap Index, rose 3.3% in 
NZ dollar hedged terms. Equities benefited, in part, from a series of encouraging US 
earnings results which either met or exceeded investors’ lofty expectations. At a sector 
level, healthcare, industrials and financials performed strongly, while energy stocks 
dropped following the sharp decline in the price of oil.   

The US equity market rose 3.1%, as measured by the Russell 1000 Index. Equities 
rallied despite some mixed economic data and increased political uncertainty, especially after President Trump dismissed FBI 
Director, James Comey. Nevertheless, consumer spending data remained buoyant and the market benefited from a strong 
corporate earnings season by companies such as Alphabet (formerly Google), Morgan Stanley and Amazon.

European markets continued to display strength, with the Russell Eurozone Index returning 1.8%. Better-than-expected 
first-quarter growth numbers, a strong jump in manufacturing activity and improvements in both business and consumer 
sentiment boosted European equities. Markets received a further lift from centrist Emmanuel Macron’s convincing win over 
Marine Le Pen in France’s presidential election.

The UK market rose 2.1%, as measured by the Russell UK Index. Prime Minister May’s decision to call a snap election in 
June backfired as her Conservative party lost a majority. This saw the market giving back some of the gains it had made in 

May. An increasingly uncertain outlook 
for consumer spending also weighed on 
UK-focused sectors. 

The Japanese equity market performed 
strongly, rising 6.4%, as measured by 
the Russell Japan Index. The corporate 
results season saw the majority of 
companies reporting profit figures 
above expectations, while the quarterly 
Tankan survey indicated growing 
confidence among Japanese corporates. 
The market also continued to benefit 
from the Japanese central bank’s easy 
monetary policy.

Political developments in the US 
saw the NZ dollar strengthen 
against the greenback, while a 
sharp decline in hard commodity 
prices also saw it climb against 
the resource-sensitive Australian 
dollar.

Currency
NZD % 

appreciation

USD 4.7%

GBP 0.8%

AUD 4.2%

JPY 5.6%

EUR -1.8%

TWI 3.1%
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Fig 1. Russell World Equity Indices, Local Currency Q2 2017
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Emerging markets continued to rally, rising 5.5%, as measured by the Russell Emerging Markets Index in local currency 
terms. A weaker US dollar proved a tailwind, although it was another negative and volatile period for the price of oil. Emerging 
Europe (ex-Russia) was the best-performing region following the market-friendly French presidential election result. Further, 
Greece was the strongest-performing country (+31.9%) after a deal with its creditors on economic reforms was agreed, which 
enabled the release of the next bailout tranche. In Asia, China climbed 8.9%, with macroeconomic data remaining firm and 
confidence also being underpinned by MSCI’s decision to add mainland Chinese A shares to its emerging markets index. In 
contrast, Russian shares and the rouble lost value following a sharp decline in the price of oil.

Global fixed interest
The Bloomberg Barclays Global Aggregate Bond Index returned 1.2% in NZ dollar hedged terms. Uncertainty around the 
ability of President Trump to enact his policy programme helped anchor yields in the US, with US 10-year treasury yields 
ending the quarter 9 basis points (bps) lower at 2.30%. While US economic data came in slightly softer than expected over 
the period, it was still enough for the Federal Reserve 
(Fed) to raise its interest rate in June by a further 
0.25%, to 1.25%, and maintain its forecast for 
one more rate hike in 2017. Fed Chair Janet Yellen 
also added that the Fed would start unwinding its 
$4.5 trillion balance sheet this year by reducing 
reinvestment of maturing bonds.

In Europe, comments at the end of the quarter by 
Mario Draghi that the European Central Bank might 
slow down, stop or even reverse elements of the 
quantitative easing process generated a sell-off in 
government bonds, with yields on German bunds 
ending the quarter slightly higher. Yields on UK gilts 
also rose at quarter end after the Bank of England 
governor hinted that he might support an interest 
rate rise. 

Despite this end-of-quarter sell-off, demand for risk assets remained strong, which benefited both corporate and emerging 
market bonds. This environment saw global investment grade credit spreads tighten by 10bps.

New Zealand fixed interest
The New Zealand fixed interest market returned 1.4%, as measured by the S&P/NZX NZ Government Bond Index. Yields 
on NZ government bonds followed those in the US by declining slightly even when local headline inflation surprised on the 
upside. The Reserve Bank of New Zealand acknowledged the increase in headline inflation but maintained its message that 
“monetary policy will remain accommodative for a considerable period”. Credit spreads tightened somewhat over the quarter 
despite credit rating agency, Moody’s, downgrading local banks.

Fig 2. Bloomberg Barclays Global Aggregate and Regions 
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Index definitions
New Zealand 
S&P/NZX 50 with ICs: Measures the top 50 companies listed on the New Zealand Exchange by free float adjusted market capitalisation 
and includes the value of imputation credits. 
Global Equities
Russell Global Large Cap: The index measures the performance of the largest securities in the Russell Global Index, based on market 
capitalisation. The index includes approximately 3000 securities and covers 87% of the investable global market.
Russell Developed Large Cap: Offers investors access to the large-cap segment of the developed equity universe representing 
approximately 70% of the global equity market. The index includes the largest securities in the Russell Developed Index.
United States
Russell 1000: Measures the performance of the large-cap segment of the US equity universe. It is a subset of the Russell 3000 Index 
and includes approximately 1,000 of the largest securities based on a combination of their market cap and current index membership. 
The Russell 1000 represents approximately 90% of the US market. 
Russell 2000: Measures the performance of the small-cap segment of the US equity universe. The Russell 2000 Index is a subset of the 
Russell 3000 Index representing approximately 8% of the total market capitalisation of that index. It includes approximately 2,000 of 
the smallest securities based on a combination of their market cap and current index membership. 
Russell 3000: Measures the performance of the largest 3000 US companies representing approx 98% of the investable US equity 
market. 
Australia
Russell Australia: Measures the performance of the equity market in the Australia based on all its investable equity securities.
United Kingdom
Russell United Kingdom: Measures the performance of the equity market in the UK based on all its investable equity securities.
Japan
Russell Japan: Measures the performance of the equity market in Japan based on all its investable equity securities.
China
Russell China: Measures the performance of the equity market in China based on all its investable equity securities.
Eurozone
Russell Eurozone: Measures the performance of the equity markets located in the Eurozone, based on all investable equity securities in 
the region. The index covers 15% of the investable global market. 
Pacific ex-Japan
Russell Asia Pacific ex-Japan: Measures the performance of the equity market in the countries in Asia Pacific, excluding Japan and 
including Australia and New Zealand based on all its investable equity securities.
Emerging Markets
Russell Emerging Markets: Measures the performance of the largest investable securities in emerging countries globally, based on 
market capitalisation. The index covers 20% of the investable global market.
Frontier Markets
Russell Frontier: Constructed using float-adjusted market capitalisation weights and represents 98% of the cumulative, liquid market 
capitalisation of frontier countries.

S&P/NZX 90-day Bank Bill Index: A measure of the cumulative increase in the market value of a portfolio of bank bills based on a daily 
roll over and purchase of a new bank bill of 90 day maturity. The 90-day Bank Bill index is valued on a mark to market basis, i.e. valued 
at current market yields not at purchase yields.
S&P/NZX Government Bond Index: Tracks movement in the NZ Government bond market. Bonds are included in the index in 
proportion to their relative market capitalisation weights. The index calculation assumes the full amount of all coupon payments are 
reinvested in the index.
Bloomberg Barclays Global Aggregate Bond Index NZD Hedged: An index, with income reinvested, generally representative of 
intermediate-term government bonds, investment grade corporate debt securities, and mortgage-backed securities. (specifically, 
Barclays Capital Government/Corporate Bond Index, the Asset-Backed Securities Index, and the Mortgage-Backed Securities Index.) 
Citigroup World Government Bond Index NZD Hedged: A market capitalisation weighted bond index consisting of the government bond 
markets of developed countries.

Global
FTSE EPRA/NAREIT: A Global Real Estate Index designed to represent general trends in eligible real estate equities worldwide. 
Relevant real estate activities are defined as the ownership, disposure and development of income-producing real estate. The index 
series covers Global, Developed and Emerging indices, as well the UK’s AIM market.
United States
FTSE NAREIT Equity REIT Index: An index, with dividends reinvested, representative of tax-qualified REITs listed on the New York 
Stock Exchange, American Stock Exchange, and the NASDAQ National Market System.

Bloomberg Commodity Index: A futures commodity index listing 20 different commodities in the US. It is a diversified and liquid index 
tracking the performance of physical commodities in the US. It weights the commodities listed according to liquidity and dollar-adjusted 
production data. However, unlike other commodity indices, this index sets limits on its weighting so as to maintain its own diversification. 

S&P GSCI Total Return Index: Measures a fully collateralised commodity futures investment that is rolled forward from the 5th to the 
9th business day of each month. Currently the S&P GSCI includes 24 commodity nearby futures contracts. The S&P GSCI Total Return 
Index is significantly different than the return from buying physical commodities.

Gold spot price (USD): London PM fixed spot price.
Oil price (USD): Price of barrel of light, sweet crude oil as traded on the New York Mercantile Exchange (NYMEX).

CBOE Volatility Index (VIX): An index that measures market expectations of near-term volatility conveyed by S&P 500 stock index option 
prices.
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The information contained in this publication was prepared by Russell Investment Group Limited on the basis of information available at the time of preparation. This publication provides 
general information only and should not be relied upon in making an investment decision. Before acting on any information, you should consider the appropriateness of the information 
provided and the nature of the relevant Russell Investments’ fund having regard to your objectives, financial situation and needs. In particular, you should seek independent financial 
advice and read the relevant Product Disclosure Statement or Information Memorandum prior to making an investment decision about a Russell Investments’ fund. Accordingly, Russell 
Investment Group Limited and their directors will not be liable (to the maximum extent permitted by law) for any loss or damage arising as a result of reliance being placed on any 
of the information contained in this publication. None of Russell Investment Group Limited, any member of the Russell Investments group of companies, their directors or any other 
person guarantees the repayment of your capital or the return of income. All investments are subject to risks. Significant risks are outlined in the Product Disclosure Statements or the 
Information Memorandum for the applicable Russell Investments’ fund. Past performance is not a reliable indicator of future performance. The Product Disclosure Statements or the 
Information Memorandum for the Russell Investments’ funds (as applicable) are available by contacting Russell Investment Group Limited on 09 357 6633 or 0800 357 6633. Copyright 
© 2017 Russell Investment Group Limited. All rights reserved. 
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