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Managed Portfolio Service

income category1

The Income category portfolios are invested in bonds issued by companies. The return from this category is dependent on two 
factors; the prevailing interest rates on government bonds, and the margin or spread above this that compensates for the risk of 
the company being unable to repay the bond. Currently both global government interest rates and corporate spreads remain low. 

While we have likely seen the lows for global interest rates as the world has now fully recovered from the Global Financial Crisis 
and is experiencing synchronised economic growth, we do not expect a significant rise in interest rates. This reflects our view that 
global inflation remains subdued due to the deflationary forces of new technology and the emergence of additional global capacity 
from developing Asian countries. Similarly, while we expect corporate spreads to widen, most companies’ balance sheets remain 
healthy and company defaults are expected to remain low. We therefore have a reasonably ambivalent view on corporate bonds.

We currently have an even split between Australasian and international bonds. Australasian bonds have the advantage of being 
less sensitive to increases in interest rates due to strong retail investor demand. On the other hand, global bonds offer a greater 
universe of companies to choose from and greater liquidity.

Core Income Portfolio owns a diversified portfolio of bonds issued by New Zealand and Australian based companies, with the 
Australian bonds hedged back into New Zealand dollars.

Global Income Portfolio owns a diversified portfolio of international bonds issued predominately by large United States 
companies, with the bonds hedged back into New Zealand dollars.

inflation category2

While inflation has remained low for a number of years, an increase in inflation is one of the biggest risks faced by a retired 
investor. An allocation to the Inflation category is therefore an important component of any financial strategy.

The portfolios within the Inflation category invest in a combination of shares and low duration fixed interest instruments. The split 
between the two asset classes is currently 70% shares / 30% fixed interest.  

Within the share exposure there is a tilt towards shares of inflation sensitive companies. This includes commodity producers, 
banks and value oriented companies. Commodities as an asset class typically experiences its strongest growth in the latter stages 
of an economic cycle. This is when demand is at its highest yet supply is limited given the long lead time to bring on new supply. 
Banks benefit from a rising interest rate environment as they make a larger interest rate margin. This reflects the fact that a 
portion of their deposits remain in zero or low interest rate accounts. High dividend paying and value oriented shares also typically 
perform better in a rising interest rate environment. Share valuations are based on projecting future cashflow and discounting this 
back using prevailing interest rates. Most of growth oriented companies' cashflows occur well into the future, consequently their 
valuations decline relatively more rapidly as the discount rate increases.       

Core Inflation Portfolio has an exposure to New Zealand dividend paying shares, and to shares in Australian based commodity 
producing companies. The remainder of the Portfolio is predominately held in higher yielding floating rate bonds and cash.

1. The Category is based on a 50% allocation to the Core Income Portfolio and a 50% allocation to the Global Income Portfolio. 
2. The Category is 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.   
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Equity Inflation Portfolio has an exposure to international shares including exposures to commodity producing shares and banks. 
The remainder of the Portfolio is predominately held in higher yielding floating rate bonds and cash.

Property Inflation Portfolio has a balanced exposure to global and New Zealand listed property companies. The big benefit of 
listed property companies is that they offer exposure to the long-term upside in property in a diversified and highly liquid manner. 
Listed property companies also pay out much of their annual income in dividends, which makes them attractive earners for this 
Portfolio. The remainder of the Portfolio is predominately held in higher yielding floating rate bonds and cash.

growth category3

The Growth category predominantly invests in the shares of listed companies. Over the long term, shares have been the highest 
returning asset class as they are directly impacted by economic growth. In constructing a financial strategy, it is important that 
an investor holds a diversified exposure to shares. An allocation to international shares is particularly important as it mitigates 
the impact on an investor of New Zealand specific risks. Within the Growth category there is exposure to both New Zealand and 
international shares.

The valuations of most share markets, including New Zealand, currently look stretched. However, valuations alone do not 
cause a major decline in share markets. In the past, major declines have been caused by an impending recession. These in turn 
have been caused by an external shock, such as a terror strike or oil crisis, or by interest rates rising too aggressively. Outside 
external shocks, we feel global growth will continue to drive shares higher in the short term.

Dividend and Growth Portfolio invests in New Zealand and Australian dividend paying shares. NZ Funds’ approach continues  
to favour larger dividend paying companies, as dividends rather than capital gains have delivered much of the long-term returns 
in both New Zealand and Australia. We also expect a dividend oriented approach to do better in a downturn. Additionally, the 
Portfolio has exposure to Australian commodity producing companies including Rio Tinto, the third largest mining company in 
the world.

Global Equity Growth Portfolio is one of the two Portfolios which provides clients with a diversified exposure to global shares. The 
Portfolio is primarily invested with Chicago based global investment manager LSV. LSV uses a value oriented approach to selecting 
global shares, and has outperformed the global share market index since its inception in 1994. LSV manages approximately 
US$105 billion for clients around the world, including the New Zealand Superannuation Fund. To reduce the impact of a sudden fall 
in global share markets, the Portfolio also has around a 10% exposure to Universa, a specialist downside mitigation manager.

Core Growth Portfolio is invested in a select number of global share managers who can utilise hedge fund techniques to mitigate 
the downside. Suvretta invests in companies whose valuations are low and are expected to rise over time, and shorts companies 
whose valuations are too high and are expected to fall. Kynikos has a full exposure to share markets but looks to add value by 
shorting companies with poor business models or unrealistic growth projections. The London based manager H2O invests in 
interest rates and foreign currencies and has a low correlation to global sharemarkets. A portion of the Portfolio is also managed 
by ISAM Systematic Management, a trend follower. These latter two managers mean that the returns in the Portfolio are not solely 
dependent on global share markets appreciating. The Portfolio is constructed to provide similar returns as the global share market 
over the long term but with lower risk. 

Global Multi-Asset Growth Portfolio has around an 80% exposure to shares of companies that are in the business of producing 
commodities. This includes energy companies, metals and mining companies and agricultural business companies. This exposure 
includes an allocation to Impala, a New York based commodity share specialist. A portion of the Portfolio is managed by ISAM 
Systematic Management. ISAM invests in exchange listed futures and foreign currencies. These markets tend to exhibit 
trending behaviour, both up and down, and ISAM run mathematical models to capture these trends. This allocation provides the 
diversification benefits to the Portfolio without reducing returns. Diversification is the only 'free lunch' in financial markets.

3. The Category is based on a 40% allocation to the Dividend and Growth Portfolio, a 25% allocation to the Global EquityGrowth Portfolio, a 25% allocation to the 
Core Growth Portfolio, and a 10% allocation to the Global Multi-Asset Growth Portfolio.



New Zealand Funds Management Limited is the issuer of the NZ Funds Managed Portfolio Service.

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 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

Level 16, Zurich House 
21 Queen Street

Private Bag 92163, Auckland 1142
New Zealand

T. 09 377 2277 
E. info@nzfunds.co.nz 
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