
Monthly Review
For the month of April 2018



This page has intentionally been left blank.



Markets
new zealand
The New Zealand economic environment is generally positive but there are a few clouds on the horizon. This partly reflects 
uncertainty following the change in government and the timing of likely policy changes. This uncertainty was highlighted in the 
recent ANZ business confidence survey which showed businesses' own activity outlook fell from 21.8 to 17.4 points. This is 
significantly lower than the 35 point level experienced over 2016 and 2017. Typically, this indicator is a good predictor of future 
economic activity and this lower confidence level implies economic growth is likely to slow over 2018. However, there is no 
reason to suggest growth will turn negative in the foreseeable future. The lower growth outlook is likely to result in interest rates 
remaining lower for longer. This is consistent with the Reserve Bank’s latest forecast where they did not forecast an increase 
in the Official Cash Rate until late 2019. The change in Reserve Bank Governor and the new policy target agreement with the 
government, which also targets employment as well as inflation, is unlikely to change this outlook. If anything, interest rates may 
remain lower for an even longer period. 

The New Zealand share market appreciated by 1.69%1 over the month with Synlait Milk and Fletcher Building being the top 
performers. New Zealand long-term interest rates were reasonably stable with the 10-year government bond yield trading between 
2.7% and 3.0%2, with the movements predominantly on the back of international moves. The New Zealand dollar declined over the 
month after reaching a high of US$0.74 mid-month. At the end of the month the New Zealand dollar was worth US$0.7050. This 
decline was due to strength in the United States dollar against all currencies. 

australia
The main focus in Australia over the past month has been the Royal Commission into Misconduct in the Banking, Superannuation 
and Financial Services Industry. This commission is likely to have implications on both individual companies and the wider economy. 
Already the Chairperson and Chief Executive of AMP have had to resign. The final findings and recommendations from this 
commission are not due to be released until February next year but it is likely to result in tighter residential loan standards. This in 
turn is likely to cap both house prices and residential construction and reduce economic growth.

Despite declines in the shares of banks and insurance companies, the Australian share market appreciated by 3.91%3 over the 
month. Resource and healthcare companies were the big winners over the month with the higher oil price having a positive impact 
on energy companies. The NZ$ / AU$ cross traded between AU$0.93 and 0.95 over the month.

international
While economic indicators continue to paint a picture of synchronised global growth and low inflation, share market volatility 
remains elevated. This is despite the United States’ first quarter company reporting season showing positive earnings growth. 
With over half the companies reported, profitability of the companies in the S&P 500 has grown by 22.4% over the past 
year4. Over the same period, the S&P 500 appreciated by 14%. This means valuations actually improved over the past year as 
profitability grew faster than share prices. The biggest sectors to experience growth included energy (up 86%) and Information 
technology (up 32%). Over the month, the S&P 500 appreciated by 0.28% over the month, while the MSCI All Countries index 
appreciated by 1.85%5. 

Leading economic indicators in Europe weakened over the month with the German ZEW Expectations of Economic Growth falling 
from 5.0 to -8.2. This decline highlights the impact the higher Euro and Oil price is having on the economic recovery in Germany. 
Reflecting a weaker outlook for Europe, and declining concerns that the United States will become involved in a trade war with 
China, The United States dollar appreciated against most currencies over the month. Long-term interest rates in the United States 
also increased with the 10 year government bond yield briefly touching 3.0%, the highest level recorded since 2013.

1. NZX S&P 50 Portfolio Gross Index with imputation credits
2. Bloomberg
3. ASX S&P Accumulation Index
4. UBS
5. Bloomberg



Managed Portfolio Service
income category¹

The Income Category returned -0.20% for the month of April, taking the 12 month return to 1.32%.

When NZ Funds considers a bond investment, a key factor in our credit checklist is the financial flexibility of the issuer. This month 
Fletcher Building has provided the perfect case study as to why this factor should be considered and the benefits for bond investors 
from investing in a business that has financial flexibility. In many respects the borrowing agreement between Fletcher Building and 
bondholders (the prospectus) is heavily balanced in favour of the company – bond investors have limited rights if things go bad. While 
this is not ideal, our credit checklist shows that this is more than compensated for by the diversified nature of the underlying business, 
the dominant market position it enjoys and importantly, the financial flexibility. This is why we have been happy to hold bonds issued by 
Fletcher Building despite the high profile losses they have experienced in a number of large commercial construction projects.

If a company has problems with the level of its debt you want to know that the management have several financial levers they can 
pull to fix the issues. In the case of Fletcher Building they have chosen to utilise two options at their disposal. Firstly, to immediately 
raise $750m of new capital from shareholder and secondly to sell their Formica and Roof Tile Group divisions. These actions 
significantly strengthen Fletcher’s finances and are very positive for bond holders.

inflation category2

The Inflation Category returned 1.48% for the month of April, taking the 12 month return to 3.62%.

The Inflation Category’s positive performance in April was characterised by the strong performance in commodity prices. Oil prices 
have been particularly strong, having risen as high as US$75 a barrel for the first time in four years.

The simplest reason for the rise in oil prices is that markets have tightened over the past 18 months. Inventories of crude oil that 
had built up during the glut of 2014-16 have decreased because of strong global demand. This has been driven by the synchronised 
growth of the global economy together with supply cuts by OPEC and Russia. Furthermore, when supplies are already relatively 
tight, geopolitical events can take on an outsized importance. The most immediate risk is the possibility of United States President 
Donald Trump choosing to withdraw from the Iran nuclear deal and imposing sanctions on Iran’s oil exports. Prior to the current 
oil price rally, there were concerns that shale gas in the US would cause prices to remain low. However,  increased output is largely 
being absorbed by rising demand.

Commodities do best late in the economic cycle when surging growth and inflation test the ability of supply to keep up with demand. 
A strong global economy is expected to continue for the next 12 – 18 months and thus the Category’s holding of commodity backed 
shares will continue.

growth category3

The Growth Category returned 2.42% for the month of April, taking the 12-month return to 7.92%.

The New Zealand market returned 1.8% in April. Fletcher Building was the biggest contributor, rallying 9.3% on optimism that the 
capital raised during the month would draw a line under its poor performance. Growth companies were somewhat out of favour 
with A2 Milk and F&P Healthcare both lagging the market. In Australia the market rebounded convincingly from a weak March, up 
3.9%. The Dividend & Growth Portfolio enjoyed a strong month (2.56%). After watching Fletcher Building’s share price decline 
over the last couple of years, the Portfolio took a 3% position at $5.70 as the value case became compelling. The investment has 
worked well thus far but the hard work remains ahead for the company as it seeks to rejuvenate itself. In Australia our resource and 
agriculture investments performed very well, reflecting rising commodity prices.

The global share component of the Growth Category was strong over April. This reflected a view that the ‘goldilocks’ scenario for 
the global economy remained intact. Peace moves in the Korean peninsula and concessions on the trade impasse between the 
United States and China helped to improve sentiment. The United States share market was focused on first quarter earnings which 
showed strong growth and beat expectations. This positive sentiment was partly offset by on-going concerns about the power 
and privacy of social media, and Facebook in particular. All of the external managers within the Portfolio achieved positive results 
over the month. ISAM, which had struggled in February and March, recorded a positive return in April. The internationally focused 
Portfolios – Core Growth Portfolio, Global Equity Growth Portfolio and Global Multi Asset Portfolio – all produced positive returns 
in April. This was partly due to the currency exposure within the Portfolios with all Portfolios having an increased exposure to the 
United States dollar.

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 Inflation 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. 



KiwiSaver Scheme
income strategy
The Income Strategy returned -0.15% for the month of April, taking the 12 month return to 1.88%.

When NZ Funds considers a bond investment, a key factor in our credit checklist is the financial flexibility of the issuer. This 
month Fletcher Building has provided the perfect case study as to why this factor should be considered and the benefits for bond 
investors from investing in a business that has financial flexibility. In many respects the borrowing agreement between Fletcher 
Building and bondholders (the prospectus) is heavily balanced in favour of the company – bond investors have limited rights if things 
go bad. While this is not ideal, our credit checklist shows that this is more than compensated for by the diversified nature of the 
underlying business, the dominant market position it enjoys and importantly, the financial flexibility. This is why we have been happy 
to hold bonds issued by Fletcher Building despite the high profile losses they have experienced in a number of large commercial 
construction projects.

If a company has problems with the level of its debt you want to know that the management have several financial levers they can 
pull to fix the issues. In the case of Fletcher Building they have chosen to utilise two options at their disposal. Firstly, to immediately 
raise $750m of new capital from shareholder and secondly to sell their Formica and Roof Tile Group divisions. These actions 
significantly strengthen Fletcher’s finances and are very positive for bond holders.

inflation strategy
The Inflation Strategy returned 1.80% for the month of April, taking the 12 month return to 6.66%.

The Inflation Strategy’s positive performance in April was characterised by the strong performance in commodity prices. Oil prices 
have been particularly strong, having risen as high as US$75 a barrel for the first time in four years.

The simplest reason for the rise in oil prices is that markets have tightened over the past 18 months. Inventories of crude oil that 
had built up during the glut of 2014-16 have decreased because of strong global demand. This has been driven by the synchronised 
growth of the global economy together with supply cuts by OPEC and Russia. Furthermore, when supplies are already relatively 
tight, geopolitical events can take on an outsized importance. The most immediate risk is the possibility of United States President 
Donald Trump choosing to withdraw from the Iran nuclear deal and imposing sanctions on Iran’s oil exports. Prior to the current oil 
price rally, there were concerns that shale gas in the US would cause prices to remain low. However, increased output is largely being 
absorbed by rising demand.

Commodities do best late in the economic cycle when surging growth and inflation test the ability of supply to keep up with demand. 
A strong global economy is expected to continue for the next 12 – 18 months and thus the Strategy’s holding of commodity backed 
shares will continue.

growth strategy
The Growth Strategy returned 2.33% for the month of April , taking the 12 month return to 10.75%.

The New Zealand market returned 1.8% in April. Fletcher Building was the biggest contributor, rallying 9.3% on optimism that the 
capital raised during the month would draw a line under its poor performance. Growth companies were somewhat out of favour 
with A2 Milk and F&P Healthcare both lagging the market. In Australia the market rebounded convincingly from a weak March, up 
3.9%. The Australasian share component enjoyed a strong month (2.56%). After watching Fletcher Building’s share price decline 
over the last couple of years, the Portfolio took a 3% position at $5.70 as the value case became compelling. The investment has 
worked well thus far but the hard work remains ahead for the company as it seeks to rejuvenate itself. In Australia our resource and 
agriculture investments performed very well, reflecting rising commodity prices.

The global share component of the Growth Strategy was strong over April. This reflected a view that the ‘goldilocks’ scenario for the 
global economy remained intact. Peace moves in the Korean peninsula and concessions on the trade impasse between the United 
States and China helped to improve sentiment. The United States share market was focused on first quarter earnings which showed 
strong growth and beat expectations. This positive sentiment was partly offset by on-going concerns about the power and privacy 
of wsocial media, and Facebook in particular. All of the new external managers within the Portfolio achieved positive results over 
the month. ISAM, which had struggled in February and March, recorded a positive return in April. The KiwiSaver Growth Strategy 
outperformed its reference portfolio over the month. This was partly due to the currency exposure within the Strategy which has an 
increased exposure to the United States dollar.
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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.
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