
The OECD leading indicator is pointing to a
further mild slowdown in global economic growth.
We expect a similar pattern in areas such as
China where the authorities have made it clear
they want to see a slower pace of growth and a
reduction in asset speculation. The global impact
is likely to be subtle with much of it felt by other
Asian countries and in terms of exchange rates,
demand for commodities and bond market flows.

Evidence of a meaningful economic slowdown
is most apparent in the US where GDP grew just
2.5% in Q2 which was well below expectations
and less than half the rate in Q1. Post hurricane
adjustments explain a significant proportion but
weaker conditions were reported across
consumer durables, exports, government
spending and housing. After nearly two years of
rising rates, the Federal Reserve has indicated
its decisions will in future be ‘data dependent’
but has led markets to believe that the interest
rate cycle has peaked. While we had been
expecting activity to slow, the assumption that
slower growth is here to stay and cyclical
inflationary pressures will abate may be
premature. Our reasoning is that despite the
energy-related portion of personal expenditure
having risen from 4.9% to 6.2% in recent years,
the lagged impact of tax cuts has boosted real
incomes while non-income growth has been
even stronger. This may explain why consumer
confidence has been more resilient than expected
despite housing market weakness.

Economic activity in continental Europe and the
UK has exceeded expectations since the start
of the year and is currently close to long-term

trend. Contrary to financial market expectations
of slower growth in H2 as a result of stronger
currencies, higher interest rates and more
restrictive fiscal policies, business surveys report
a further acceleration in demand. Exports are a
key driver for most European countries and the
consumer contribution is more variable - in the
core countries improving employment prospects
have boosted confidence but higher rates will
squeeze consumers in the newer, more highly
geared EMU entrant countries. The European
Central Bank and the Bank of England have
raised rates another 25bp to 3% and 4.75%
respectively and further small increases over the
next six months are being discounted by markets.

Meanwhile the continuing rise in inflation is, if
anything, slightly above expectations. Although
inflation is to some extent about expectations, it
also reflects financial liquidity. While money
supply figures may no longer be able to capture
the nuances of modern financial instruments,
there is plenty of circumstantial evidence to
suggest that  - as long as real interest rates
remain this low - there is a risk that the global
economy could move from a below to an above
trend inflation environment more or less
unnoticed. The decline in recent weeks of market-
based inflation expectations, as evidenced by
the breakeven rate on index-linked government
bonds, therefore appears contradictory.

Over the last six months the pattern of currency
movements has been consistent with the general
risk reduction taking place in markets. The US
interest rate cycle holds the key to currency
markets at least as far as cyclical movements

are concerned.  If rates are close to their peak,
the dollar can be expected to decline moderately
but if - as we suspect - they stay higher for longer
any weakness may prove short-lived. The end
of deflation in Japan has not so far had the
anticipated positive impact on the yen partly
because real interest rates are still negative and
therefore reflationary.

We are part way through the mid-year reporting
season and on the whole results have surprised
on the upside. In most markets profits growth is
nearly double the rate expected at the start of
the year. There is plenty of evidence of cost
pressures caused by higher energy prices but
these are either being absorbed or triggering
another round of restructuring. Improved
profitability is not, however, being reflected in
share prices because equity markets tend to de-
rate while interest rates are rising and vice-versa.
Progress is therefore likely to be limited until the
interest rate cycle peaks but meanwhile many
of the largest companies in developed markets
offer good value with high dividend flows well
supported by strong balance sheets. We remain
cautious on emerging markets reflecting our view
that – despite the positive long-term story - the
re-pricing of risk is not yet complete.

Morgan Stanley Quilter
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Equity Outlook
– Favourable
Financial markets have remained robust in the face of increased geopolitical tension, slowing
economic growth and higher inflation. In our view the economic data is consistent with a
mid-cycle slowdown rather than recession but much depends on what happens to labour
costs over the next six months. Monetary conditions are gradually tightening but overall
liquidity remains unrestrictive with low real (inflation adjusted) rates of interest. Corporate
profits are at record levels and significantly ahead of expectations at the start of the year
although forecasts are now more evenly balanced between upgrades and downgrades.
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Pioneer Investments is a global investment
management group with over US$ 193 billion
of assets under management (as at 31 January
2006) providing a wide range of investment
solutions including mutual funds, alternative
investments and structured products to clients
that include institutions, corporations,

intermediaries and private investors around the
world.  With offices in 18 countries around the
world, Pioneer Investments employs more than
1,800 staff.

Pioneer Investments has over 78 years
experience in traditional investments, providing
appropriate investment strategies to its clients
and partners. From its global investment centres
in Dublin, Milan, Boston and Singapore and
regional centres in Warsaw and Prague, Pioneer

Investments applies bottom up investment
process supported by its own internal
fundamental and quantitative research
capabilities.

Pioneer Investments           ms/summer-06-03

Having witnessed a servere correction in May
and June, many investors are hotly debating
the prospects for the emerging equity markets.
Supported by solid global economic growth, on-
going strength in commodity prices and falling
levels of domestic risk these markets posted a
spectacular return of over 50%* in 2005. Over
the last three years these markets posted a
cumulative return of nearly 115%*. Potential
investors are wondering if they are too late to
benefit from the many opportunities this market
has to offer, whereas existing investors are
wondering if the market has peaked and now
is the time to take profits and invest elsewhere.
 Despite the robust returns of recent years, a
valuation bubble has not been created in global
emerging markets (see figure 1) thanks to strong
earnings growth and we believe emerging
markets still represent an excellent investment
opportunity.  While this market will remain highly
cyclical in nature and dependent on the health
of the global economy, we are positive on the
asset class and anticipate further positive returns
in 2006 given a solid global economic backdrop
as the investment risks associated with emerging
market investing continue to stabilise.

Rising Productivity - GDP growth, per capita
China, Brazil, Russia and India. (See figure 2)

While emerging equity markets represent only
a small percentage of the total global equity
market, their share of global GDP is growing
strongly, led by China and India. It also seems
likely that capital markets in emerging economies
will expand as robustly over the medium-term.
 The direction of oil prices remains the key risk
for this asset class, as a decline in prices would
prove negative for oil producing countries such

as Russia, while renewed strength in prices
would stretch those economies which are net
importers of oil. In addition emerging market
economies remain sensitive to changes in global
liquidity levels, which may tighten in 2006.

The corporate sector in emerging markets
continues to move towards better corporate
governance and reduced borrowing costs due
to lower emerging market bond yields, which
are helping companies to strengthen their
balance sheets.  We anticipate that global
production will continue to shift from developed
economies in favour of countries where costs
are lower and productivity is rising.
Rising Productivity - GDP growth, per capita
China, Brazil, Russia and India

Source: CA-IB, as at 31 Dec 2004
Valuations also look attractive within a global
context. On most measures, emerging market
equity is trading at a discount to major developed
equity markets. While we believe some discount
is justified to compensate for lower liquidity
levels and higher potential volatility, economic
growth in the emerging markets is likely to be
faster than for developed equity markets and
as a result, some narrowing of this discount
may occur making us upbeat about the outlook
for investment returns in 2006. (See figure 3)

*Source: MSCI Emerging Markets Free Index. Returns in
Euros as at 30 December 2005.

Unless otherwise stated, all views expressed are those of
Pioneer Investments.  These views are subject to change
at any time based on market and other conditions and there
can be no assurances that countries, markets or sectors
will perform as expected. Pioneer Investments is a trading
name of the Pioneer Global Asset Management S.p.A.
group of companies.

Outlook Still Positive for Emerging
Equity Markets Over 2006

Meet the
Company

Figure 2 - Source: CA-IB, as at 31 Dec 2004

Rising Productivity - GDP growth, per capita
China, Brazil, Russia and India
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Attractive relative valuations:
Forward P/E ratios

Source: MSCI, May 2006
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The views expressed in this publication are expressed of belief for
information purposes only and do not constitute specific advice.
Investors should understand that there is risk involved in undertaking
any investment and past history is no guarantee of future returns.
We believe this information is correct at time of going to press.
Investors should seek specific advice on any issues raised.
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eMoneySense - Your On-Line News Magazine
Visit our eMoneySense at  www.ttg.com.hk/winter05-06.html

and review the full text of each article printed in this
issue and previous issues.

You can either elect to download the .pdf version direct to your printer, or review
the newer, longer, and more informative eMoneySense on-line.

eMoneySense will contain regular updates, bulletins and revised market
commentaries – keeping you informed of all the topical financial planning

and investment stories of the day.

So stay informed  –  Talk to TTG Today...
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