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Markets
new zealand
Economic growth in New Zealand is estimated to have grown by 0.5%1 over the March Quarter. This is slightly below both 
Reserve Bank of New Zealand ('RBNZ') and Treasury forecasts which had economic growth growing by 0.7%. While this shortfall 
is reasonably minimal it suggests that the weaker business confidence since last year’s election is starting to have an impact. This 
decline in business confidence was reaffirmed over the month with the NZIER Quarterly Business Opinion showing a further fall 
in confidence. A net 18.8% of businesses now expect general economic conditions to deteriorate over the next year. The more 
important businesses own activity measure also showed a decline although it was not as negative as the headline number. A net 
12.8% of businesses now expect an increase in their own trading activity. This is down from the 24.3% expecting an increase in 
their own trading activity recorded a year ago. The RBNZ also released its monetary policy update in June. As widely expected, it 
kept the Official Cash Rate ('OCR') stable at 1.75%. But it also reiterated that the next move in the OCR could be either up or down. 
The RBNZ seems to be caught between a rock and a hard place. The growth profile is weaker than they had forecast but the inflation 
outlook is higher. Recent rises in the price of oil, increased petrol taxes and the recent fall in the New Zealand dollar will all add to 
inflation pressure.  

The New Zealand share market appreciated by 2.69%2 over the month with Kathmandu Holdings and Fisher and Paykel Healthcare 
the top performers. Heartland Bank was the poorest performer falling 5.6%. The New Zealand dollar continued its downward drift 
starting the month at US$0.7001 and ending the month at US$0.6768, a decline of 3.3%.

australia
The Australian economy grew by 1.0%3 in the March quarter giving an annual growth rate of 3.1%. While business confidence in 
Australia remains strong and most of the government tax cuts were passed into law, the biggest uncertainty remains the impact 
of the Royal Commission into Misconduct in the Banking, Superannuation and Financial Services Industry. There is a high chance 
that this inquiry will result in a decline of credit availability, as banks move to higher expenditure assumptions. Initial indicators are 
suggesting that this is starting to play out with credit growth slowing. Against this backdrop the Reserve Bank of Australia is also 
leaving interest rates unchanged. 

The Australian share market appreciated by 3.27%4 over the month. The energy sector was the top performing sector reflecting 
the higher oil price. The NZ$ AU$ cross-traded between AU$0.9250 and 0.9150 over the month.

international
The possibility of global trade wars was the major focus of financial markets in June. These concerns have seen The Chinese Yuan 
decline and the Chinese equity markets fall by over 20% since the start of the year. This weakness was not just a result of the 
threat of trade wars but also a slowing property market in China. Reflecting these concerns, the People’s Bank of China reduced the 
reserve asset ratio of banks. This allows banks to increase their private sector lending. Trade war concerns also weighed on both the 
European and United States share markets. 

Global shares5 ended the month flat, with the United States market up 0.5%. The European market declined 0.3%, and emerging 
markets declined by 2.5%. United States 10 year bonds were flat over the month, closing at 2.88%. 

1. Statistics New Zealand
2. NZX S&P 50 Portfolio Gross Index with imputation credits
3. Australian Bureau of Statistics
4. ASX S&P 200 Accumulation Index
5. MSCI ACWI in local currency, S&P 500, Dow Eurostoxx 50, MSCI Emerging markets in local currency



Managed Portfolio Service
income category¹

The Income Category returned 0.19% for the month of June, taking the 12-month return to 1.09%.

The Income Category is not only able to invest globally, but we also undertake our own fundamental research rather than relying 
on the views of other groups such as the rating agencies. Having this wide universe to choose from provides scope to find some 
overlooked rough diamonds. A great example of this is the Category’s holding in Icahn Enterprises. As the name suggests, Icahn 
Enterprises is the holding company and sole investment vehicle of one of Wall Street's most successful investors Carl Icahn.  
Mr Icahn’s investment philosophy is to become 'actively' involved in undervalued companies to realise their perceived value. This 
sort of activist strategy requires a significant war chest of available capital and is the primary reason why Icahn Enterprises has 
US$5.5 billion of bonds on issue. 

Mr Icahn owns 91% of the equity of Icahn Enterprises and has complete control over the company and its large number of 
subsidiary businesses. As a result, the bonds are classified as high yield and generally perceived as being 'riskier' by the rating 
agencies. However, we think they benefit from a number of factors which make them an attractive investment for the Category, 
these include: Mr Icahn has almost all of his US$20 billion net worth invested in the company so there is a strong alignment of 
interests for the business to perform; the US$5.5 billion of bonds are backed by more than US$13.0 billion of assets; and, the 
bond matures in just 3.5 years which significantly limits the risk of rising interest rates. In exchange for lending money to Icahn 
enterprises, the bond pays the Category an attractive 4.80% yield - more than most local New Zealand corporates with a similar  
3.5 years to maturity.

inflation category2

The Inflation Category returned 1.32% for the month of June, taking the 12-month return to 8.19%.

Floating rate and perpetual bond securities make up about 20% of the Inflation Category. Each security has its own idiosyncrasies 
and as a result, they require a fair amount of work to understand. But this means there are also some hidden gems out there. A great 
example of this is the National Australia Bank ('NAB') Income Security. At first glance this is not particularly appealing: it was issued 
way back in 1999, it has no maturity date, it ranks behind all NAB’s other debt, and it currently pays a nominal interest rate of just 
3.15%. However, digging a little deeper uncovers some more attractive features. 

Firstly, the current price of the security is around NZ$0.84, so the actual yield is not 3% but closer to 5%. Second, the interest rate 
is floating so will increase if Australian interest rates increase. Most importantly, while the security is perpetual and does not have a 
maturity date, we anticipate that NAB will choose to redeem it in 2022 because at that point it will no longer qualify to be included 
in NAB’s capital base. If this happens, the annualised return will be close to 8.5%. So, as you can see, the devil is in the detail with 
these kind of investments, but we think well worth the effort required.

growth category3

The Growth Category returned 0.63% for the month of June, taking the 12-month return to 12.26%.

The New Zealand market returned 2.69% in June, with high growth companies prominent among the best performers. The 
Australian market also posted a strong month (+3.27%). The Dividend & Growth Portfolio had a positive month (+1.49%) but 
lagged the market due to its underexposure to growth companies. Woodside Petroleum was the strongest contributor, reflecting a 
surging oil price. The Portfolio’s other resource and agricultural investments weakened, rattled by trade fears. The recent increase 
in volatility in this sector led us to reduce our holding in Rio Tinto, although we remain positive on the medium-term outlook for the 
company. Elsewhere, we continued to increase our investment in Fletcher Building following a reassuring investor day update. This 
is now the largest holding in the Portfolio, and has been a strong contributor to performance since its addition in April.

The decline in the New Zealand dollar was again the major driver of performance over the month. The global growth portfolios 
have around 30% exposure to the United States dollar and benefitted from the decline in the New Zealand dollar. Longer term, we 
believe the New Zealand dollar could decline to between US$0.60 - 0.65, although given the speed of recent moves we would not 
be surprised to see some consolidation around current levels. Other components of the Category, notably share exposure, were 
reasonably flat over the month, reflecting the returns from global share markets. 

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.  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 0.21% for the month of June, taking the 12-month return to 1.35%.

The Income Strategy is not only able to invest globally, but we also undertake our own fundamental research rather than relying 
on the views of other groups such as the rating agencies. Having this wide universe to choose from provides scope to find some 
overlooked rough diamonds. A great example of this is the Strategy’s holding in Icahn Enterprises. As the name suggests, Icahn 
Enterprises is the holding company and sole investment vehicle of one of Wall Street's most successful investors Carl Icahn. Mr 
Icahn’s investment philosophy is to become 'actively' involved in undervalued companies to realise their perceived value. This sort 
of activist strategy requires a significant war chest of available capital and is the primary reason why Icahn Enterprises has US$5.5 
billion of bonds on issue. 

Mr Icahn owns 91% of the equity of Icahn Enterprises and has complete control over the company and its large number of 
subsidiary businesses. As a result, the bonds are classified as high yield and generally perceived as being 'riskier' by the rating 
agencies. However, we think they benefit from a number of factors which make them an attractive investment for the Strategy, 
these include: Mr Icahn has almost all of his US$20 billion net worth invested in the company so there is a strong alignment of 
interests for the business to perform; the US$5.5 billion of bonds are backed by more than US$13.0 billion of assets; and, the 
bond matures in just 3.5 years which significantly limits the risk of rising interest rates. In exchange for lending money to Icahn 
enterprises, the bond pays the Strategy an attractive 4.80% yield – more than most local New Zealand corporates with a similar 3.5 
years to maturity.

inflation strategy
The Inflation Strategy returned 0.71% for the month of June, taking the 12-month return to 11.30%.

Floating rate and perpetual bond securities make up about 20% of the Inflation Strategy. Each security has its own idiosyncrasies, 
and as a result, they require a fair amount of work to understand. But this mean there are also some hidden gems out there. A great 
example of this is the National Australia Bank ('NAB') Income Security. At first glance this is not particularly appealing: it was issued 
way back in 1999, it has no maturity date, it ranks behind all NAB’s other debt, and it currently pays a nominal interest rate of just 
3.15%. However, digging a little deeper uncovers some more attractive features. 

Firstly, the current price of the security is around NZ$0.84, so the actual yield is not 3% but closer to 5%. Second, the interest rate 
is floating so will increase if Australian interest rates increase. Most importantly, while the security is perpetual and does not have a 
maturity date, we anticipate that NAB will choose to redeem it in 2022 because at that point it will no longer qualify to be included 
in NAB’s capital base. If this happens, the annualised return will be close to 8.5%. So, as you can see, the devil is in the detail with 
these kind of investments, but we think well worth the effort required.

growth strategy
The Growth Strategy returned 0.71% for the month of June, taking the 12 month return to 16.76%. 

The decline in the New Zealand dollar was again the major driver to performance over the month. The Strategy has around a 30% 
exposure to the United States dollar and benefitted from the decline in the New Zealand dollar. Longer term we believe the New 
Zealand dollar could decline to between US$0.60 - 0.65, although given the speed of recent moves we would not be surprised to 
see some consolidation around current levels. Other components, notably share exposure, were reasonably flat over the month, 
reflecting the returns from global share markets. 

The New Zealand share market returned 2.69% in June, with high growth companies prominent among the best performers. 
The Australian market also posted a strong month (+3.27%). The Australasian share component of the Strategy had a positive 
month (+1.75%) but lagged the market due to its underexposure to growth companies. Woodside Petroleum was the strongest 
contributor, reflecting a surging oil price. The Strategy’s other resource and agricultural investments weakened, rattled by trade 
fears. The recent increase in volatility in this sector led us to reduce our holding in Rio Tinto, although we remain positive on the 
medium-term outlook for the company. Elsewhere, we continued to increase our investment in Fletcher Building following a 
reassuring investor day update. This is now the largest holding in the Strategy, and has been a strong contributor to performance 
since its addition in April.
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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


