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It has happened before. The last time takeovers ran rampant was 
in the mid-to-late 1980s, pushing the sharemarket to dizzying, 
unsustainable heights, and leaving Australians paying the price 
during the recession which followed in the early 90s. 

The ‘weight of money’ created by compulsory superannuation, 
solid company profits and the effects of years of low interest rates 
has indeed been good for Australian sharemarket returns. Yet it 
has also created a far more challenging investment environment as 
well-valued investments become much harder to come by. 

Some of the challenges of 2006 though, have faded. Inflation 
concerns have waned, there has been a sharp downwards  
spike in the price of oil, and while US growth has slowed, 
consensus expectations continue to be for a soft landing as 
opposed to recession. 

Spreading the wealth
In the latter part of 2006, sharemarket gains were almost 
completely driven by this frenzy of takeovers. From insurer and 
financial services provider Promina to travel business Flight Centre 
and construction materials company Rinker, many well known 
Australian firms were the target of a takeover bid. Even Australian 
icon Qantas is currently in play. 

As measured by the S&P/ASX 300 Accumulation Index, the 
local sharemarket rose 24.5% during the calendar year. BT’s 
Australian Share Fund rose 22.7% for the same period, an annual 
return of 24.6% for the last 3 years.1 

According to BT’s General Manager Investment Management, 
Dirk Morris, while BT considers whether a stock could be a 
potential takeover target, it is only one of a series of factors which 
are assessed before buying its shares. “If we believe a company is 
undervalued and we decide to hold an overweight position we may 
allocate a slightly higher weighting if we feel there is potential for the 
stock to become subject to a takeover. However, any security we 
own is based on fundamental value and we would not own a 
company solely based on the chance of it being a target”. 

Dirk explains that the most important factor behind our stock 
holdings is our fundamental analysis. “As a bottom up stock picker, 
we look at balance sheets, valuation, and the quality of the 
management team.” This process creates a high degree of 
discipline and stringent risk control. It’s crucial to avoid being swept 
into buying companies whose share prices are being inflated by 
buyers competing for the same business as losses can be very 
large if the bids fail. Our objective is to own stocks that will grow 
steadily over the medium term, rather than those driven upwards 
due to short-term, external factors. 

Some of our favoured holdings are the major diversified resource 
stocks such as BHP Billiton and Rio Tinto. While commodity prices 
have moved significantly over the past few years and look likely to 
correct from current lofty heights, we feel that the market has been 
too aggressive in pricing future declines into these high-quality stocks. 

update

You can have too much money
Last year financial markets had to contend with rising inflation, oil price spikes and the 
threat of a US recession. As we start the new year the picture has changed. The papers 
are full of mergers and acquisitions and large private equity groups on a spending spree. 
So, could this weight of money ultimately bring the market undone? 

summer

Dirk Morris
General Manager  
Investment Management

All performance figures are quoted post the deduction of management fees and in Australian 
dollars as at 31 December 2006. Returns shown are historical. Past performance is not a 
reliable indicator of future performance.
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According to BT Chief Economist Chris Caton, China accounts for 
as much as one-third of the total world demand for commodities and 
for 70% or more of the recent (and prospective) growth in demand. 
“The China story has to be very bullish for commodities, and hence 
for Australia, for a long time yet”, he says. 

We believe that companies such as BHP and Rio, both currently 
in an exceptional cashflow position, are much better placed to grow 
in the years ahead than many of the companies who have simply 
been caught up in a takeover frenzy. 

The good news for investors is that a large part of the Australian 
market is still reasonably valued and, with economic fundamentals in 
the region still strong, it does not look like 2007 will be a repeat of the 
down market of the early 1990s.

Heading overseas
Our analysis of offshore markets indicates that international shares 
currently offer great value. In 2006, BT’s International Fund rose 
13.3%, with further strong gains coming from Asian sharemarkets 
— the BT Asian Share Fund returned 22.4%.1 Diversified funds — 
which hold investments across a range of asset classes such as 
shares, bonds, cash and alternative investments — have also 
produced consistent performance. The BT Active Balanced Fund 
returned 15.7% and the flagship BT Future Goals Fund gained 
17.8% for the calendar year.1

While interest rates have risen globally and we have seen a 
reasonably significant slowdown in the US housing market, 
consumer spending has remained relatively supportive. With inflation 
concerns waning and interest rates likely to be cut in 2007, we 
continue to expect positive returns from equity markets. 

“Although we anticipate slower US economic growth in 2007, 
an uplift from other sectors of the economy such as business 
investment and higher exports should help counter the negative 
effects of the housing slowdown”, says Dirk. In addition, equity 
valuations remain supportive with equity price increases being 
matched by strong corporate earnings.

1_ All performance figures are quoted post the deduction of management fees and in Australian 
dollars as at 31 December 2006. Returns shown are historical. Past performance is not a 
reliable indicator or future performance

Interest rates for 2007
Over the past year, fears of rising inflation convinced central banks all 
around the world to continue to raise interest rates. In Australia, three 
rate hikes during 2006 moved our official cash rate to 6.25%. In the 
US, there were four increases in the cash rate during the year, leaving 
the US cash rate at 5.25%. 

As we go to print there is now a divide in the US as to whether the 
next move will be up or down. 

The US market is pricing in an interest rate cut early in the New 
Year aimed at speeding up a slowing economy. However, the US 
central bank, the Federal Reserve, continues to express their view — 
that the threat of higher inflation remains, and so rates may need to 
be moved higher still. 

Oil’s not forgotten
Crude oil was an important factor in international sharemarket 
movements during 2006 as prices tested new all time highs. Despite 
their fall in recent months, oil prices could still be a threat to world 
economic growth. As China continues down its path of rapid 
industrialisation and the US moves into Winter, there may be 
renewed upward pressure on the oil price. Further cuts in supply 
from the Organisation of the Petroleum Exporting Countries (OPEC) 
also has the potential to push prices higher.

A balanced outlook
The outlook for world economic growth remains strong. The latest 
reading (November 2006) from international survey organisation 
Consensus Economics suggests that the world economy will 
advance 3.2% during 2007. The key risk is that the slowdown in the 
US economy is more severe than expected. 

Given this economic backdrop and relatively attractive valuations 
we are positioning our balanced funds with a slightly larger allocation 
to sharemarkets than bonds, and our preference is for international 
shares over Australian shares. 

If you would like to receive information about any of the funds 
referred to in this article, speak to your adviser or contact BT 
Customer Relations on 0800 800 661 from 9.00am to 5.00pm, 
Monday to Friday.

You can have too much 
money (continued)



In a barrage of data in early December, we learned that the 
economy’s total output (GDP) is growing at an annual rate of just 
2.2%, but the job market is still expanding at 2.5%. This is an unlikely 
combination. One reason for the slow growth in output is the return 
of the drought.

We also learned that the current account deficit is improving, 
albeit slowly, as Australia continues to benefit from the commodity 
price boom. 

News from the housing sector suggests that the three interest rate 
rises to date are starting to bite. Borrowing by investors to purchase 
residential property, for example, has fallen by more than 15% in the 
past four months. 

As a result, despite the fact that the Reserve Bank considers both 
‘headline’ and ‘underlying’ inflation to be still uncomfortably high, 
it wouldn’t surprise to see interest rates stable over the course of 
2007. If nothing else, the weak growth news must give the Reserve 
Bank food for thought. So long as inflation is an issue, however, there 
is always the chance of a further rate rise.

Different rates for different States
It is generally accepted that, in recent years, there has been 
considerable diversity in performance between the various States. 
The general view is that Western Australia is leading the way, with 
New South Wales bringing up the rear. There is clearly something to 
this; the current unemployment rates in these two States are 3.1% 
and 5.2% respectively. More dramatically, in the year to the 
September quarter, Sydney house prices fell (again) while those in 
Perth have stormed ahead by 45%.

The main sources of this disparity are well-known. Western 
Australia has clearly benefited more from the commodity price 
boom. New South Wales has also suffered disproportionately from 
the house price boom/bust and the subsequent effects on 
household wealth.

Significant regional disparities don’t make monetary policy any 
easier, since the Reserve Bank (RBA) can set only one interest rate. 
Accordingly, it can only steer by the average economic condition 
across Australia.

Two things are worth pointing out. First, like the poor, regional 
disparities are always with us. And according to the RBA the current 
range of experiences is not unusually large. Second, the 
unemployment rate has come down in every State in the past year, 
while New South Wales has actually experienced faster jobs growth 
than Western Australia (this may be because there is no one left to 
hire in WA!).

If regional disparities are viewed as a concern, then any remedial 
action must come through fiscal policy rather than monetary policy.

The drought. How bad could it be?
There is no question that overall economic growth is currently being 
affected by serious drought. Farm output is expected to fall by about 
20% in the current agricultural year. It is estimated that farm GDP fell

by 10% in the September quarter of 2006. The annual fall will take at 
least 0.5 of a percentage point off overall GDP growth.

If these estimates turn out to be correct, then the effects of the 
drought will be somewhat less than in 2002, mainly because of a 
smaller effect on livestock. The major effect will be on crop 
production in New South Wales and Western Australia, with wheat 
output down by about 60%. Wheat stocks are currently quite high, 
so rural exports need not be greatly affected.

Measured simply by annual rainfall deficiency, there have been 
more severe droughts. What makes this one so bad is the fact that it 
follows so closely the 2002/03 experience. Mean rainfall over the five 
years to September is at an historical low. Combine this with higher 
temperatures, and you finish with much-reduced sub-soil moisture 
and much-increased evaporation of surface water.

The year ahead
2007 is shaping up to be an interesting year. The world economy has 
grown at an above-trend pace for the past four years, but monetary 
authorities have been raising rates in order to temper the effects on 
inflation of this prolonged period of strong growth. The consensus 
view is that the policymakers will get it exactly correct, slowing the 
world economy to a nice sustainable growth rate. The risk is either 
too much growth for too long (thus requiring still more eventual 
interest rate rises), or too little growth. My judgment is that the latter 
is the more serious risk, particularly in the US.

Asia will, of course, be affected by any US weakness, but it is 
difficult to see it being the source of weak world growth. Australia’s 
remarkable economic expansion should continue, although 2007 is 
likely to be the third year of less than 3% output growth. The rest of 
the world is a risk, as is the drought.

Against this economic background, share markets can still make 
progress, but it is very difficult to see them doing as well as in 2006.

Ring out the old . . .
2006 has turned out to be another good year for equity 
markets, but a mixed year for the Australian economy. 

Chris Caton
Chief Economist
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Fund performance 
31 December 2006

performance

NEF = Nil Entry Fee
These funds are closed to new investors. 
Previously known as the BT TIME Fund.
The investment manager for this fund changed on 5 June 2006. Performance before this date 
may not be directly comparable.

*Distribution CPU is calculated for the period 1 October to 31 December 2006.

General Investments includes all Investment Options in the BT Investment Funds and BT Classic 
Investment Funds ranges offered in New Zealand. The Premium Cash Fund Investment Option is 
available through the Premium Cash Fund PDS. Please note that our Select Manager Investment 
Options are not listed.

The information in this edition of Better Investor is current as at January 2007 and is given in good 
faith and has been derived from sources believed to be accurate at this date. It is general 
information only and should not be considered a comprehensive statement on any matter and 
should not be relied upon as such. It has been prepared without taking account of your objectives, 
financial situation or needs. Because of this you should, before acting on this information, consider 
its appropriateness, having regard to your objectives, financial situation and needs. Returns shown 
are historical and you should remember that past performance is not a reliable indicator of future 
performance. Unless otherwise stated, performance data represents the combined growth and 
distribution return from holding units for the specified time period in the Fund, calculated to the last 
day of each relevant month using exit prices. We assume distributions are reinvested (net of fees, if 
any), and ongoing management fees and expenses are deducted. The stated returns do not take 
into account entry fees, tax at the unit holder level, and inflation. This newsletter may contain 
material provided directly by third parties. While such material is published with necessary 
permission, BT Financial Group (BTFG) accepts no responsibility for the accuracy or completeness 
of, or endorses any such material. Except where contrary to law, BTFG intends by this notice to 
exclude liability for this material. Westpac Financial Services Limited ABN 20 000 241 127 / BT 
Funds Management Limited ABN 63 002 916 458 / BT Funds Management No. 2 Limited ABN 22 
000 727 659 are the responsible entities and issuers of units in the Funds referred to in this issue 
of Better Investor. A Product Disclosure Statement (PDS) is available for each of the Funds and can 
be obtained by calling us on 0800 800 661, or visiting www.btonline.co.nz . You should obtain and 
consider the PDS before deciding whether to acquire, continue to hold or dispose of units in the 
Funds. An investment in the product(s) is not an investment in, deposit with or any other liability of 
Westpac Banking Corporation ABN 33 007 457 141 (the Bank) or any other company in the 
Westpac Group. It is subject to investment risk, including possible delays in repayment of 
withdrawal proceeds and loss of income and principal invested. The Bank is not the issuer of the 
product(s). Neither the Bank nor any other company in the Westpac Group stands behind or 
otherwise guarantees the capital value or investment performance of the product(s).

All figures are in Australian dollars. Exchange rate fluctuations between the Australian dollar and 
the New Zealand dollar affect the New Zealand dollar value of the return for New Zealand investors. 
If your distribution is paid to your New Zealand bank account, the exchange rate at which the AUD 
distribution was converted to NZD was 1.13148.
BT8096C-1206rp (NZ)
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General Investments
Performance (% pa to 31 December 2006) Dist.

Fund name 3 mths 1 year 3 years 5 years CPU*
Diversified
BT Active Balanced Fund3 5.25 15.65 15.68 n/a 1.31
BT Active Balanced Fund – NEF1, 3 5.26 15.51 15.53 8.25 1.63
BT Asset Selection Fund1, 3 5.47 16.18 16.10 8.85 1.59
BT Balanced Returns Fund1, 3 4.77 14.14 13.97 7.61 1.27
BT Future Goals Fund3 6.15 17.84 17.39 8.58 1.13
BT Income Plus Fund3 2.96 9.26 9.80 6.89 1.46
BT Split Income Fund1, 3 2.53 8.21 8.79 6.91 1.55
Diversified shares
BT Diversified Share Fund3 5.34 17.51 17.69 n/a 0.00
BT Diversified Share Fund – NEF1, 3 5.33 17.43 17.65 6.17 0.00
BT Split Growth Fund1, 3 4.66 17.39 16.23 4.74 1.02
International shares
BT American Share Fund3 -0.19 2.69 7.75 -4.59 0.00
BT Asian Share Fund3 8.83 22.35 21.41 10.64 0.17
BT Core Hedged Global Share Fund3 6.99 20.59 16.57 8.14 0.00
BT European Share Fund3 5.17 22.22 17.21 3.90 0.00
BT Japanese Share Fund3 -1.90 -6.65 9.28 -0.93 0.00
BT International Fund3 1.91 13.26 12.13 -0.81 0.00
BT International Share Fund1, 3 1.99 13.24 12.24 -0.56 0.25
BT Technology Fund2, 3 3.89 12.75 3.43 -7.78 0.00
Australian shares
BT Australian Share Fund 9.01 22.70 24.56 14.17 2.70
BT Core Australian Share Fund1 8.94 22.51 24.48 13.91 2.76
BT Imputation Fund 10.61 28.83 28.11 18.04 0.83
BT Natural Resources Fund1 9.88 25.65 26.76 25.29 0.00
BT Select Australian Share Fund1 9.10 23.11 25.12 14.48 1.47
BT Smaller Companies Fund 15.87 33.31 33.24 25.21 1.13
Property
BT Property Securities Fund3 14.12 32.17 23.84 19.00 1.77
Fixed Interest/income
BT Australasian Bond Fund1 -0.11 2.57 4.17 4.49 1.68
BT Fixed Interest Fund -0.25 1.92 3.56 4.00 0.40
BT Global Bond Fund1 -4.08 -2.70 -0.23 -1.98 0.29
Cash
BT Cash Management Trust 1.33 5.18 4.90 4.44 n/a
BT Premium Cash Fund 1.50 5.71 5.54 5.14 n/a


