
Monthly Review
February 2018



This page has intentionally been left blank.



Markets

new zealand
The economic environment in New Zealand remained positive over the month. This was highlighted in the Reserve Bank of New 
Zealand’s (RBNZ) quarterly Monetary Policy Statement. The RBNZ expects the New Zealand economy to grow by 3.3% in 
the year to March 20191.  Despite this strong growth and acceptance that the economy is at full capacity, inflation is forecast 
to remain subdued with the RBNZ forecasting 1.7% in the year to March 2019. This is still below the mid-point of the Bank’s 
target range, and consequently the Bank is not projecting any change to the Official Cash Rate until late 2019. This relatively 
rosy outlook was confirmed by the ANZ business confidence survey which continued to recover post the decline after last year’s 
change in government. Businesses own activity outlook stood at 20.4% at the end of February, with all sectors reporting a 
positive outlook.

The New Zealand share market largely ignored the global equity market volatility over the month. This was partly due to the 
volatility occurring during the long Waitangi weekend. Over the month the index declined by 1.9%2.  A very strong result by A2 
Milk, which appreciated by over 40% over the month, was partly offset by sharp declines in Fletcher Building and Sky TV shares. 
Long-term interest rates in New Zealand also largely ignored the volatility and the rise in United States long-term interest rates. 
The New Zealand yield curve is now in a unique position of being effectively the same as the United States yield curve.   

However, the New Zealand dollar was not immune and initially declined as global financial markets moved to a ‘risk-off’ stance. 
As share markets recovered, the New Zealand dollar also recovered and finished the month around 1% lower. The New Zealand 
dollar has historically been considered a ‘carry’ currency with New Zealand having higher interest rates than the rest of the world. 
It will, therefore, be interesting to see the impact of higher United States interest rates over the next year. The Federal Reserve 
in the United States is widely expected to increase their short-term interest rate by around 0.75% - 1.0% this year, taking them 
to  around 2.75%, while New Zealand rates are, as mentioned, likely to remain at 1.75%. Other things being equal, this is likely to 
result in a lower New Zealand dollar over the year.

australia
The Australian economy continues to go through a rebalancing phase as strong growth, driven by consumer spending and rising 
house prices, slows while investment spending and mining activity rebounds. This trend was highlighted over the month as 
consumer credit slowed and in particular, credit for investment housing. This has partly been driven by the Australian Prudential 
Regulation Authority (APRA) requiring banks to limit the number of interest only loans. These controls have slowed house price 
appreciation. CoreLogic estimate Australian house prices have risen by just 2.0% over the past year. Against this backdrop, the 
Reserve Bank of Australia is expected to keep interest rates at 1.5% until at least 2019. 

Despite the global share market volatility, the Australian share market ended the month slightly positive, up 0.36%3. 

international
Leading indicators suggest the global economy started 2018 on a strong footing. The United States is experiencing strong 
growth and this is expected to continue partly due to the announced tax changes. Economists estimate that these changes are 
likely to add 0.5 percentage points to economic growth in the next two years. This will occur at a time when unemployment is 
at a level widely considered to imply the economy is running at full capacity. This raises the concern that the additional growth 
will result in a rise in inflation. This concern was highlighted over the month after the release of the monthly payrolls data. This 
data showed average hourly earnings rose by 0.3% in January, bringing the annual growth in wages to 2.9%4.  Financial markets 
reacted swiftly to this surprise with United States 10-year bond yields initially rising from 2.7% to 2.9%5.  This sudden rise in 
bond yields spooked the share market, as participants were concerned that the stronger wage growth would result in the United 
States Federal Reserve increasing interest rates either faster or higher than previously projected. This in turn could result in the 
United States economy going into recession. Over the next few days global share markets fell sharply, declining by nearly 10% 
from their peak. However, by month end, some of this decline had been recovered with global share markets ending the month 
down 3.57%6. 

1.  RBNZ Monetary Policy Statement, February 2018
2.  NZX S&P 50 Portfolio Index including imputation credits
3.  ASX S&P 200 Accumulation Index
4.  US Bureau of Statistics
5.  Bloomberg
6.  MSCI ACWI Net Total Return Index in local currency terms
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Managed Portfolio Service

income category1 

The Income Category returned -0.72% for the month of February, taking the 12 month return to 1.75%.

Strong growth is good for share markets, however it can be bittersweet for income assets. Higher growth tends to increase the 
level of interest rates which decreases the value of bonds already in the market. This was the case during February for global 
bonds as they were weighed down by the combination of higher benchmark intertest rates in the United States and a volatile 
share market. Locally the pattern has been very different. We have not seen interest rates rise as they have in the United States 
and the cost of borrowing for business has not increased – as a result, the prices of bonds have remained very similar. 

One group of bonds that has become cheaper are those issued by Fletcher Building following its third profit warning. The Core 
Income Portfolio holds a small position in Fletcher Building’s bonds and while the announced losses are not good news, we remain 
confident that the bonds are well supported by a business which has a dominant market position. Importantly for bond holders, 
Fletcher Building also has the ability to issue shares to boost its balance sheet if needed. It also has a number of business units 
which are individually saleable and would be attractive to other buyers if the company became more challenged and needed to 
quickly boost its financial strength.

inflation category2

The Inflation Category returned -3.11% for the month of February, taking the 12 month return to 1.53%.

After fifteen months of equity markets grinding steadily higher, volatility returned at the beginning of February. Volatility – as 
measured by the VIX index – increased to levels last seen in 2015 when the market was concerned about the strength and 
stability of China. Risk asset prices fell sharply, although swiftly recovered some of the early losses. 

New Zealand shares and property, both local and global, were not immune from the volatility and caused much of the Category’s 
negative returns in February. Property companies especially are vulnerable where there are increased expectations of rising 
interest rates. However, sectors which benefit from higher inflation continue to outperform the market limiting some of the 
Category’s downside. This was especially the case in the Metals and Mining and Financials sectors.  Financials have recovered 
well since the start of the February as expectations of higher interest rates help boost financial companies, especially banks’ 
income, from lending activities.

growth category3

The Growth Category returned -4.20% for the month of February, taking the 12 month return to  7.12%.

As we started the month, global share markets were experiencing an unprecedented period of low volatility. The United States 
share market had experienced 404 days without a decline of more than 5%. The average period without a 5% decline is 90 days. 
We therefore looked to stress test the growth portfolios to see how they would perform in a decline. This exercise is always 
difficult as you want to position the portfolio to benefit from further share market upside but also have strategies in place that 
will perform well in a share market decline, especially large declines of around 20%. This exercise proved to be quite prophetic 
as global share markets declined sharply in the second week of February. Generally, we found the growth portfolios performed 
as expected. Global Equity Growth Portfolio outperformed highlighting its value approach. Global Multi Asset Growth Portfolio 
performed in line with its index. Core Growth Portfolio underperformed but this was always expected in a sharp 5–10% share 
market decline. The main risk mitigator in this Portfolio is exposure to ISAM, a trend follower. When markets experience sharp 
changes in direction, these managers will always underperform. However, if markets continue their downward trajectory, trend 
followers typically adjust their holdings and benefit from the declines.       

The New Zealand share market also fell during the month although losses were dampened by the spectacular performance 
of the A2 Milk Co, whose share price rose 44%4 to make it the most valuable listed company in New Zealand. In contrast, 
Fletcher Building - which has previously held that honour - was the worst performer with its share price declining 17% following 
disclosure of further losses from its construction business. The Dividend & Growth Portfolio holds shares in neither of these 
companies (A2 is yet to declare a dividend) but performance was impacted by weak half-year results from a number of Portfolio 
companies.  

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 Inlfation Portfolio, and a 33% allocation to the Equity 
Growth Portfolio.

  

3.  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. 

4. Bloomberg. 
   

.
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KiwiSaver Scheme

income strategy
The Income Strategy returned -0.68% for the month of February, taking the 12 month return to  2.12%.

Strong growth is good for share markets, however it can be bittersweet for income assets. Higher growth tends to increase the 
level of interest rates which decreases the value of bonds already in the market. This was the case during February for global 
bonds as they were weighed down by the combination of higher benchmark intertest rates in the United States and a volatile 
shares market. Locally the pattern has been very different. We have not seen interest rates rise as they have in the United States 
and the cost of borrowing for business has not increased – as a result, the prices of bonds have remained very similar. 

One group of bonds that has become cheaper are those issued by Fletcher Building following its third profit warning. The 
Strategy holds a small position in Fletcher Building’s bonds and while the announced losses are not good news, we remain 
confident that the bonds are well supported by a business which has a dominant market position. Importantly for bond holders, 
Fletcher Building also has the ability to issue shares to boost its balance sheet if needed. It also has a number of business units 
which are individually saleable and would be attractive to other buyers if the company became more challenged and needed to 
quickly boost it financial strength.

inflation strategy
The Inflation Strategy returned -2.90% for the month of February, taking the 12 month return to  3.65%.

After fifteen months of equity markets grinding steadily higher, volatility returned at the beginning of February. Volatility – as 
measured by the VIX index – increased to levels last seen in 2015 when the market was concerned about the strength and 
stability of China. Risk asset prices fell sharply, although swiftly recovered some of the early losses. 

New Zealand shares were not immune from the volatility and caused much of the Strategy’s negative returns in February. 
However, sectors which benefit from higher inflation continue to outperform the market limiting some of the Strategy’s 
downside. This was especially the case in the Metals and Mining and Financials sectors.  Financials have recovered well since the 
start of the February as expectations of higher interest rates help boost financial companies, especially banks’ income, from 
lending activities.

growth strategy
The Growth Strategy returned -4.04% for the month of February, taking the 12 month return to 9.95%.

As we started the month, global share markets were experiencing an unprecedented period of low volatility. The United States 
share market had experienced 404 days without a decline of more than 5%. The average period without a 5% decline is 90 
days. We therefore looked to stress test the Growth Strategy to see how it would perform in a decline. This exercise is always 
difficult as you want to position the Strategy to benefit from further share market upside but also have strategies in place that 
will perform well in a share market decline, especially large declines of around 20%. This exercise proved to be quite prophetic 
as global share markets declined sharply in the second week of February. Generally, we found the global portion of the KiwiSaver 
Growth Strategy performed as we expected. As noted above, we generally expect these episodes every three months or so, 
so they are therefore a natural consequence of investing in growth assets. The downside mitigation strategies are designed 
to offset large share market declines so their impact over the month was minimal. Nevertheless, the strategies performed 
generally as we expected and we remain confident that these strategies will work in the event of a large share market decline 
while still allowing the Strategy to participate should share markets continue their upward drift.        

The New Zealand share market also fell during the month although losses were dampened by the spectacular performance 
of the A2 Milk Co, whose share price rose 44% to make it the most valuable listed company in New Zealand. In contrast, 
Fletcher Building - which has previously held that honour - was the worst performer with its share price declining 17% following 
disclosure of further losses from its construction business. The dividend focussed New Zealand shares component of the 
Strategy holds shares in neither of these companies (A2 is yet to declare a dividend) but performance was impacted by weak 
half-year results from a number of Strategy companies.  
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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

Level 16, Zurich House 
21 Queen Street

Private Bag 92163, Auckland 1142
New Zealand

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

www.nzfunds.co.nz

Follow us on twitter.com/nzfunds


