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Markets At 31 December 2017

new zealand
The Minister of Finance, Grant Robertson, released the new coalition government’s first Budget Policy Statement over the 
month1. While this release was in line with Labour’s 100-day plan, it did signal a shift away from the tax cuts promised by the 
last government, to additional fiscal expenditure especially to low income earners. This additional spending is likely to have a 
positive impact on 2018 economic growth given low income earners’ higher propensity to spend. Importantly, the Budget Policy 
Statement signalled a commitment to fiscal surpluses with a large budget surplus forecast for 2022. This commitment to stable 
government appears to have partially placated businesses’ initial concerns with the change of government. This was reflected in 
the ANZ business confidence survey released just prior to Christmas which showed businesses own activity outlook rebounding 
from 6.5 to 15.62. 

While the outlook for growth remains positive, albeit lower than experienced this year, the risk of higher inflation has increased. 
Statistics New Zealand released the September Gross Domestic Product (GDP) and Balance of Payments statistics over the 
month. The GDP statistics showed that in the year to September 2017 the New Zealand economy grew by 2.7%. This growth 
rate was stronger than expected due to revisions in previously released data. This updated data, combined with high labour force 
participant rates and low unemployment, highlight that the economy is close to full capacity. The Reserve Bank of New Zealand is 
due to release their next Monetary Policy Statement on 8 February 2018 and market participants will be focusing on the Bank’s 
updated inflation forecast. This release is just prior to new Governor, Adrian Orr, joining the Bank. It is therefore unlikely that the 
Bank will change their Official Cash Rate forecasts in this release.

The Balance of Payments data showed that New Zealand continues to run a current account deficit, although at 2.6% of GDP it 
is lower than forecast. The improvement in the deficit has been due to strong growth in exports, especially dairy and increased 
in-bound Tourism.

The New Zealand share market recorded positive performance over December with the S&P NZX 50 Portfolio Index increasing 
by 2.21%. In the past year the index has increased by 25.2%3.

australia
The Australian economy also reported better than expected economic data over the month. The Australian economy is 
estimated to have grown by 2.8%4 in the year to September 2017. While this growth has been underpinned by strong domestic 
demand, the December release highlighted a more broad-based growth profile with mining and investment rebounding. The 
outlook for the Australian economy looks positive with strong global growth, improved commodity prices and increasing 
investment boding well for growth. The biggest risk remains the inflation outlook. As in New Zealand, the Reserve Bank of 
Australia is not at present forecasting any rate increases in their official cash rate in 2018.

The Australian share market rose by 1.8% in the month. In the past year the market has increased by 11.8%5.

international
The ‘goldilocks’ global economy got hotter over the month with strong growth in all the major economies. The United States is 
estimated to have grown at 2.3%, Europe 2.6%, Japan 2.5% and China 6.9% for the year to September 20176. The strength 
and broad-based nature of the economic growth reinforces that the global economy is finally putting the Global Financial Crisis 
behind it. This begs the question whether interest rates will soon be normalised after an extended period of low rates. The United 
States Federal Reserve has already started this process and as expected, they increased their official cash rate by 0.25% to 
1.50% in December. The Federal Reserve also signalled its intention to increase rates a further 0.75% this year. If that occurs 
then United States short-term rates will be at 2.25% by year end. Europe and Japan are yet to signal any interest rate moves 
although Europe is widely expected to stop its quantitative easing programme this year.

Global share markets ended the year on a positive note. The Global index rose by 1.27% in December. In the past year the market 
has increased by 19.77%7.  

1.  New Zealand Treasury Half-Year Economic and Fiscal Update, December 2017
2.  ANZ Business Confidence Survey, December 2017
3.  S&P NZX 50 Portfolio Index, including imputation credits
4.  Australian Bureau of Statistics

5.  S&P ASX 200 Accumulation Index
6.  Source: Bloomberg
7. MSCI All Country Index, net total return in local currency.



Managed Portfolio

income category
The Income Category1 returned 0.35% for the month of December, taking the 12 month return to 3.93%.

Looking back on 2017, the key feature in the income category has been the strong demand for corporate bonds. This demand 
has meant that investors around the world have been willing/forced to accept lower and lower yields as the year has progressed. 
Our analysis shows, at the beginning of 2017 the average yield on a US corporate bonds in NZ dollars was approximately 4%; 
now that number is closer to 3%, which is far less attractive. 

A similar pattern has been experienced here in New Zealand, however the changes have been less extreme. Consequently - for 
the first time in a number of years - the 4% yield from New Zealand corporate bonds looks more attractive than the yield 
available from many offshore bonds. 

While the move lower in yield has been a benefit to income investors throughout 2017, it creates a challenging backdrop for 
the 2018 year. To counter this, the Portfolio continues to focus on sectors which we expect to do well in the later stages of an 
economic expansion – such as Commodities and Banking and Finance. 

inflation category
The Inflation Category2 returned 2.32% for the month of December, taking the 12 month return to 7.48%.

All sectors of the Inflation Category’s equity exposure were positive during the month, reflecting general market optimism 
around global growth prospects. Particular strength was seen again in the resources area, with both metals and mining and 
energy companies benefitting from a continued upswing in commodity prices. Crude oil futures, for example, rose 5.2%3 in 
December and have continued this run into 2018, buoyed by both supply constraints and demand growth. US-based Impala 
Asset Management manage part of the Category’s exposure to global resources companies, and remain confident the current 
commodity rally has further to go.

The New Zealand listed property sector enjoyed another strong month, up 3.25%4, as it continued to play catch up with the 
broader New Zealand market. Our strongest performer was Investore, the supermarket property owner spun out from Stride 
Property Group in 2016. After a weak initial period post listing, the market appears to be warming to its highly defensive long-
term lease portfolio and 7% gross dividend yield.

growth category
The Growth Category5 returned 2.30% for the month of December, taking the 12 month return to 14.14%.

The New Zealand share market finished the year well, up another 2.21%6 to bring the full year’s return to a remarkable 25.20%6. 
This is the sixth successive year of positive returns and leaves the market priced at demanding levels, with the average price to 
earnings multiple sitting around 20x. Our dividend and value based approach means the shares held in the Dividend & Growth 
portion of the category exhibit, on average, a significantly lower price to earnings multiple. The Dividend & Growth Portfolio 
returned 3.31% during the month, driven by Chorus and Fisher & Paykel Healthcare in New Zealand, and Australian resources 
companies Rio Tinto and Woodside Petroleum.

The Global Multi Asset Growth Portfolio was the top performing portfolio over the month appreciating by 5.1% in the month. 
This appreciation was driven by strong increases in energy and commodity shares. The strong performance in this sector was 
reflected by the performance of Impala Asset Management who achieved an 8% return over the month. We participated in a 
conference call with Impala during the quarter and they continue to believe we are at the start of a multi-year re-rating in energy 
and commodity shares.

NZ Funds' Portfolios do not have exposure to Bitcoin or any other cryptocurrencies. However, we are monitoring the 
development of Blockchain technology and its possible implications. 

At 31 December 2017

1. The return calculations are based on a 50% allocation to the Core Income Portfolio and a 
50% allocation to the Global Income Portfolio.

2.  The return calculations are based on a 34% allocation to the Core Inflation Portfolio, a 
33% allocation to the Property Inflation Portfolio, and a 33% allocation to the Equity 
Inflation Portfolio.

3.  Source: Bloomberg

4. S&P/NZX All Real Estate Gross Industry Group with Imputation Credits.
5.  The return calculations are based on a 25% allocation to the Core Growth Portfolio, a 

10% allocation to the Global Multi-Asset Growth Portfolio, a 25% allocation to the Global 
Equity Growth Portfolio, and a 40% allocation to the Dividend and Growth Portfolio.  

6.  S&P/NZX 50 Portfolio Index Gross Index with Imputation Credits.
   

Category returns are after Portfolio fees and expenses, but before any advisory fees or investor tax.



KiwiSaver Strategies

income strategy
The Income Strategy returned 0.38% for the month of December, taking the 12 month return to 4.37%.

Looking back on 2017, the key feature in the Income Strategy has been the strong demand for corporate bonds. This demand 
has meant that investors around the world have been willing/forced to accept lower and lower yields as the year has progressed. 
Our analysis shows, at the beginning of 2017 the average yield on a US corporate bonds in NZ dollars was approximately 4%; 
now that number is closer to 3%, which is far less attractive. 

A similar pattern has been experienced here in New Zealand, however the changes have been less extreme. Consequently - for 
the first time in a number of years - the 4% yield from New Zealand corporate bonds looks more attractive than the yield 
available from many offshore bonds. 

While the move lower in yield has been a benefit to income investors throughout 2017, it creates a challenging backdrop for 
the 2018 year. To counter this the Strategy continues to focus on sectors which we expect to do well in the later stages of an 
economic expansion – such as Commodities and Banking and Finance. 

inflation strategy
The Inflation Strategy returned 2.63% for the month of December, taking the 12 month return to 8.29%.

All sectors of the Inflation Strategy’s equity exposure were positive during the month, reflecting general market optimism 
around global growth prospects. Particular strength was seen again in the resources area, with both metals and mining and 
energy companies benefitting from a continued upswing in commodity prices. Crude oil futures, for example, rose 5.2%1 in 
December and have continued this run into 2018, buoyed by both supply constraints and demand growth. US-based Impala 
Asset Management manage part of the Strategy’s exposure to global resources companies, and remain confident the current 
commodity rally has further to go.

The New Zealand listed property sector enjoyed another strong month, up 3.25%2 as it continued to play catch up with the 
broader New Zealand market. Our strongest performer was Investore, the supermarket property owner spun out from Stride 
Property Group in 2016. After a weak initial period post listing, the market appears to be warming to its highly defensive long-
term lease portfolio and 7% gross dividend yield.

growth strategy
The Growth Strategy returned 2.45% for the month of December, taking the year-to-date return to 16.96%.

The New Zealand share market finished the year well, up another 2.21%3 to bring the full year’s return to a remarkable 25.20%3. 
This is the sixth successive year of positive returns and leaves the market priced at demanding levels, with the average price to 
earnings multiple sitting around 20x. Our dividend and value based approach means the Australasian shares held in the Strategy 
exhibit, on average, a significantly lower price to earnings multiple. This component of the Strategy returned 3.82% during the 
month, driven by Chorus and Fisher & Paykel Healthcare in New Zealand, and Australian resources companies Rio Tinto and 
Woodside Petroleum.

The Growth Strategy has exposure to energy and commodity shares through the portion of the Strategy managed by Impala 
Asset Management. Impala experienced a very strong month appreciating by more than 8%. We participated in a conference call 
with Impala during the quarter and they continue to believe we are at the start of a multi-year re-rating in energy and commodity 
shares. We also undertook a conference call with another of our managers, Suvretta. The Suvretta fund experienced a very 
strong year, appreciating by over 24%. Suvretta believe the recent company tax cuts in the United States will enable the share 
market to continue its upward trend in 2018.

The Strategies do not have exposure to Bitcoin or any other cryptocurrencies. However, we are monitoring the development of 
Blockchain technology and its possible implications. 

At 31 December 2017

1.  Source: Bloomberg 
2.  S&P/NZX All Real Estate Gross Industry Group with Imputation Credits
3.  S&P/NZX 50 Portfolio Index Gross Index with Imputation Credits

Returns are after Strategy fees and expenses, but before any advisory fees or investor tax.
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New Zealand Funds Management Limited is the issuer of the NZ Funds Managed Portfolio Service and the NZ Funds 
KiwiSaver Scheme.

The Product Disclosure Statement and the Disclose Register contain important information to help you to understand how 
your money is managed and the risks associated with investing.

A copy of the NZ Funds Managed Portfolio Service Product Disclosure Statement and the NZ Funds KiwiSaver Scheme 
Product Disclosure Statement is available on request or by visiting the NZ Funds website at www.nzfunds.co.nz.

Even if you have invested with NZ Funds for many years, please take the time to read these documents regularly as the 
content is frequently updated.

Disclaimer

Past performance is not necessarily an indication of future returns.

This document has been provided for information purposes only. The content of this document is not intended as a substitute 
for specific professional advice on investments, financial planning or any other matter. While the information provided in this 
document is, to the best of our knowledge and belief, stated accurately, New Zealand Funds Management Limited, its directors, 
employees and related parties accept no liability or responsibility for any loss, damage, claim or expense suffered or incurred by 
any party as a result of reliance on the information provided and opinions expressed in this document except as required by law.



New Zealand Funds Management Limited
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