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Please note that this report 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 stated accurately to the best of our knowledge and belief, New Zealand Funds 
Management Limited (NZ Funds), 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.
 
Please also note that past performance is not necessarily an indication of future returns. For further information or to request a copy 
of either the NZ Funds Managed Portfolio Service Product Disclosure Statement, the NZ Funds Managed Superannuation Service 
Product Disclosure Statement, or the NZ Funds KiwiSaver Scheme Product Disclosure Statement, please contact New Zealand 
Funds Management Limited, or visit our website at www.nzfunds.co.nz.
 
NZ Funds is an active investment manager. Accordingly, any securities discussed in this report may or may not be held by the 
Portfolios and Strategies at any given point in time.
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Our objective is to help New Zealanders grow their capital over the medium to long term. In order to grow clients’ 
capital at a faster rate than term deposits we build diversified portfolios made up of a wide range of assets which are 
expected to deliver higher levels of income, or rates of growth, than term deposits.

In return for the opportunity to grow their capital, clients’ portfolios are expected to fluctuate in value by more than if 
they were invested in term deposits. To help clients weather volatility, our investment approach is to seek to capture 
the upside and mitigate the downside.

Whether clients invest through NZ Funds’ KiwiSaver Scheme, Managed Portfolio Service, our newly launched 
Superannuation Scheme, or our soon to be launched Recognised Overseas Pension Scheme (ROPS), their investment 
will be made up of a diversified mix of PIE portfolios. Each client’s mix of PIE portfolios is specific to their investment 
objectives and is designed to be regularly rebalanced in line with changes in age, risk profile and life circumstances.

Introduction

Returns after portfolio fees and before tax to 28 February 2017 

term deposit index 12 month 1 2016 1 2015 1 2014 1 2013 1 2012 1 since 
inception2 

inception
date

Six month term deposit rates 3.29% 3.29% 4.17% 3.90% 3.98% 4.24% 28.58% 31 Oct 2010

nz funds kiwisaver scheme 12 month 1 2016 1 2015 1 2014 1 2013 1 2012 1 since 
inception 2

inception
date

KiwiSaver Income Strategy 6.44% 5.94% 1.44% 4.52% 2.76% 7.89% 31.13% 31 Oct 2010

KiwiSaver Inflation Strategy 8.98% 1.98% 1.08% 11.57% 5.69% 9.95% 38.72% 31 Oct 2010

KiwiSaver Growth Strategy 12.20% -2.93% 7.13% 11.79% 27.91% 16.42% 63.55% 31 Oct 2010

nz funds managed portfolio service 12 month 1 2016 1 2015 1 2014 1 2013 1 2012 1 since 
inception 2

inception
date

Core Cash Portfolio 2.04% 2.20% 3.25% 3.19% 2.55% 2.48% 32.39% 28 Feb 2008

Core Income Portfolio 5.72% 4.93% 2.34% 5.44% 3.20% 8.30% 52.97% 23 Jul 2008

Global Income Portfolio 3 6.12% 5.60% 1.03% 4.02% 2.19% 7.20% 43.33% 31 Oct 2008

Core Inflation Portfolio 3 7.73% 0.34% -0.31% 9.83% 4.04% 8.15% 36.28% 31 Oct 2008

Property Inflation Portfolio 5.80% -1.74% 7.34% 14.21% 2.73% 18.84% 54.05% 31 Oct 2008

Equity Inflation Portfolio 3 2.38% -0.72% 5.14% 13.30% 7.54% 4.79% 44.42% 31 Oct 2008

Core Growth Portfolio 5 7.58% -5.61% 5.03% 7.55% 26.06% 13.68% 153.87% 1 May 2003

Global Equity Growth Portfolio 5 9.95% -2.13% 8.08% 14.99% 22.74% 15.81% 221.21% 6 Mar 1996

Global Multi-Asset Growth Portfolio 4 21.57% 16.88% -16.54% -13.96% -2.02% -3.30% -24.96% 7 Nov 2011

Dividend and Growth Portfolio 5 17.39% 10.44% 13.00% 15.78% 5.69% 18.50% 659.00% 2 Dec 1992 

1. Returns for each year are annualised.   2. Since inception returns are cumulative to 28 February 2017.   3. Performance is measured since the launch 
of the APS platform (now known as NZ Funds Managed Portfolio Service) on 31 October 2008.   4. The inception date shown is the inception date of the 
current investment strategy.   5. The since inception information represents a composite strategy, which is used to illustrate the long-term performance 
of the investment approach used in managing the Portfolios. They do not represent the historic returns of the Portfolios, nor are they an indication of the 
future returns of the Portfolios.  

Pre tax returns are stated after Portfolio fees and expenses, but before any advisory fees or investor tax. Past performance is not necessarily
an indication of future returns.
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1. Source: US Census Bureau – 25-54 year olds not in paid employment, 23 February 2017.

Background
Financial markets, as investors well know, move in cycles. However, as the cycles are often a decade or more apart, it is 
hard for the human brain to contemplate that tomorrow will be different from the previous decade. But, when the cycle 
turns, that is exactly what happens. And today, the cycle has turned.

Kahneman, who won a Nobel Prize in economics, observed that humans were more likely to understand and acknowledge 
change when they were able to draw on a past experience to validate a new paradigm. So, let us cast our minds back to the 
collapse of Lehman Brothers, which marked the start of the last cycle.

Why everything was different after Lehmans
Despite our house price, savings and even our employment being integrally linked with financial markets, they rarely 
intrude on daily life. When they do, it is usually for all the wrong reasons. The collapse of 158-year old Lehman Brothers 
was just such an instance. It made global headlines because it showed that the world's largest banks were no longer too 
big to let fail. And as a consequence, there was a very real possibility that we would face a second Great Depression.

Fortunately, in studying the Great Depression, economists had learned how to prevent it reoccurring. Central bankers 
systematically cut interest rates until they were at all-time lows and then held them there for almost a decade. They also 
began the wholesale purchase of government bonds. In some countries this programme - labelled quantitative easing - 
forced the price of bonds so high that the interest rates became negative.

Many central banks did not stop there, they also purchased structured credit, high yield bonds and global shares on a 
massive scale. As a result, the price of some assets soared. However, for many, global recovery did not feel like a boom. 
This is because 'recovery' has had more in common with a recession than with a period of expansion. Instead of full 
employment, the percentage of 25 to 54 year olds seeking employment in the United States has, until recently, been as 
high as 19%. With persistent unemployment there has been little wage growth. Inflation has hovered around 0%.
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2. Sources: Bloomberg, NZ Funds calculations, 01 March 2017. 

It is little wonder then, that the sectors of the share market that have outperformed have been those that are traditionally 
purchased in a recession. Companies from defensively orientated sectors such as property; gas, electricity and water 
utilities; consumer staples (like food, personal hygiene and household cleaning brands); alcohol; tobacco; and healthcare 
have all done well. In contrast, companies from sectors which traditionally do well during an economic recovery have 
struggled.

In retrospect then, Lehmans resulted in a series of actions by central bankers which saw interest rates forced ever lower, 
driving bonds - and certain bond-like sectors of the global share market - higher. Metals and mining, commodities, banking 
and finance, and other growth orientated companies, on the other hand, have languished.

Why everything will be different after Trump
Trump is to markets what Lehmans was to central bankers. We believe the structural changes Trump is determined to 
make will impact financial markets for many years to come. In actual fact, many of the changes, which will underpin the 
next decade of returns, began before Trump's inauguration. In our research, ahead of the United Kingdom's Brexit vote 
and United States' election, we demonstrated that changes in governments or geopolitical relationships very rarely 
have lasting effects on financial markets. They can, however, help to accelerate the changes which are already underway. 
Just as Lehmans was a casualty of structural changes that began years before its demise, the 'Trump bump' is in fact the 
continuation of a series of events which began well before Trump's election.
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i. Interest rates will rise

In the immediate aftermath of Lehmans, central bankers were praised for their bold and swift intervention. But as time 
passed and the side-effects of artificially low interest rates became better understood, in the form of suppressed 
bank lending and rising inequality, the question being asked is why are interest rates not back at long-term sustainable 
levels?

In the United States, the Federal Reserve began raising interest rates almost two years ago - exactly seven years 
after it took rates to 0%. Since Trump's election, the Federal Reserve has come under pressure to raise rates faster. 
We believe they will increase rates two or three times this year alone. Trump plans to increase government spending 
on everything from defence to infrastructure. This will see fiscal stimulus (increased government spending) replace 
monetary stimulus (the need for low interest rates) and accelerate the rate at which global interest rates must rise. As 
Stan Druckenmiller, former Chief Investment Officer of George Soros' Quantum Fund, commented on CNN "Interest 
rates have been at stupid levels, they've been held down... they're like beach balls under water."

3. Sources: Bloomberg, S&P 500, Euro Stoxx 50, Nikkei 225, NZX 50 Portfolio Index Gross, 23 February 2017.   4. Sources: Bloomberg, DXY, 10 year 
government bonds, 23 February 2017.   5. Sources: Bloomberg, Federal Reserve funds rates, 10 year government bonds, 23 February 2017.   

Recovery with 0% interest rates? Rates rise for the first time since 2008 5
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ii. Commodities, inflation and economic growth will also rise

Preliminary data for global economic growth, published in February by Goldman Sachs with the introduction of their 
high frequency Current Activity Indicator (CAI), implies that 2017 should be the strongest year for global growth 
since 20116. As global economic growth accelerates, helped by deregulation and corporate tax reform in the United 
States, more resources will be sucked into the economic engines of the United States and China. As we discussed last 
quarter, much of the United States fiscal spend will be focused on commodity-heavy infrastructure assets such as 
dams, airports, roads and bridges and defence contracts. Media commentators speculate these projects could exceed     
US$1 trillion.

In New Zealand we have been able to stave off an economic slowdown by rebuilding Christchurch and by encouraging 
strong net migration. Despite these sources of stimulus, the Reserve Bank has held interest rates at distressed levels 
for almost a decade. New Zealand is now well overdue for a prolonged period of rising interest rates. The most recent 
commentary from the Reserve Bank of New Zealand is that they have moved from an easing stance to a neutral stance; 
a necessary announcement ahead of a rate rising cycle.

Looking back, we believe we will say 2016 was the year local and international interest rates bottomed and since then 
it is has been one-way traffic, upwards. We are fortunate to have the flexibility within our investment mandates to be 
able to mitigate the impact of rising rates and the corresponding fall in bond prices. Consequently, we do not anticipate 
any medium-term deterioration in client returns in our income orientated portfolios.

6. Source: Goldman Sachs Economic Research Trackin' All Over the World - Our New Global CAI, 25 February 2017.   7. Source: American Society                
of Civil Engineers, 2013 Report Card for America’s Infrastructure.   8. Source: National Council on Public Works Improvements. 

Portfolio theme: Overweight beneficiaries of infrastructure. Re-building the United States > US$1trillion 7
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iii. Shares will continue to grow long-term investor wealth

Since Lehmans, shares have risen by between 138% and 207% in the case of two of the top performing global 
markets - the United States and New Zealand. Given that there has been little growth in company earnings, this gain 
has been primarily fuelled by investors paying ever higher prices. In the case of United States shares, companies have 
only been priced on higher multiples 2% of the time over the last 40 years.

Since Lehmans, commodities have lost more than half their value. The violence with which this occurred forced many 
commodity producing companies to abandon their large, long-term capital-intensive projects. This means that when 
global demand recovers, as it is doing now, there will be a long delay before much needed additional supply comes 
online. In the intervening years many commodities are capable of recovering their lost value and in some cases 
setting new highs. As commodities resume rising, along with employment and economic growth, we expect inflation 
expectations to continue to be revised upward.

Again, our flexible investment mandates should enable us to take full advantage of these long-term trends, most 
obviously through the Global Multi-Asset Portfolio, which holds a full exposure to commodities through shares, futures 
and an investment with commodity specialist Astenbeck Capital Management LLC. However, clients' other Portfolios 
and KiwiSaver, Superannuation and ROPS Strategies are also well positioned to profit from a global resurgence in 
commodity demand through owning the bonds and shares of cyclical companies.

9. Source: www.quora.com

Portfolio theme: Overweight beneficiaries of infrastructure. One Belt, One Road > US$7trillion 9
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After a brief pause, China has reallocated its aggressive borrow-to-build infrastructure programme from housing and 
cities to rebuilding the old Silk Road. The project labelled by China's President Xi Jinping 'One Belt, One Road' covers 
approximately 60 countries, and establishes China as the central trading link between Asia and Europe, bypassing 
America. The cost is estimated to be anything up to US$7 trillion; sufficient to re-rate commodities for years to come.
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10. Sources: Bloomberg, NZ Funds calculations, 23 November 2016. 

Despite this, we remain optimistic about the long-term outlook for share price appreciation. As defensive orientated 
shares have soared in value, many growth orientated companies have languished. Companies from sectors such as 
metals and mining, industrial manufacturing, banking and finance and consumer discretionary, can be purchased today 
at prices below where they were valued ten years ago. Investors are in effect getting a decade of internal restructuring, 
debt reduction, technological progress and market share gains for free. As the global economy transitions from 
recovery into fully-fledged growth, we expect these sectors to experience a decade of outperformance pulling 
global indices higher. We have repositioned clients' global investments to benefit from economic growth by selecting 
managers (such as newly appointed Impala Asset Management) and securities that profit from rising interest rates, 
rising inflation, reduced regulation and accelerating global economic growth.

iv. Active management remains important for staying the course 

During the last decade we have rarely needed to mitigate the downside in shares or bonds, however that has not 
always been the case. Many clients will recall NZ Funds' ability to mitigate the downside in global shares in 2008 and 
2009, and our inability to do so in structured credit and private loans. The latter resulted in a number of changes to our 
investment process. As a consequence, seeking to mitigate the downside, as well as capturing the upside, is the first 
consideration when constructing a portfolio and not an afterthought. The performance of Global Multi Asset Portfolio 
during the recent commodity bear market demonstrates the benefit of this approach.

From 2011 to 2015, oil, which had been one of the top performing commodities from 2002 to 2007, lost 72% of its 
value. In contrast, the NZ Funds' Global Multi Asset Portfolio declined by 40% after investment fees, 32% less than 
if the Portfolio had been passively invested in oil. We hope that this, together with our diversified approach to building 
client portfolios, has helped clients weather this downturn, which in turn ensured they remained fully invested until the 
next upcycle arrived, which it has.

Looking back on the decade following Trump's election, we believe the annual growth rate of local and international 
shares will not be materially different from what it is today, between 6% and 8% p.a. However inflation, which has 
traditionally made up little or none of that number historically, will likely make up a more meaningful component of 
clients' returns, perhaps between 2% and 3% per annum of total returns over the period.

Portfolio theme: United States banks' performance, relative to global shares 10
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Michael Lang, CFA 
Chief Investment Officer

Business update
NZ Funds as a whole continues to grow: 2016 marked the fifth consecutive year of growth in client numbers and 
funds under management. We recently passed $1 billion in client funds, which we manage on behalf of over 13,000 
New Zealanders. To service the growing number of clients and independent financial advisers who have chosen 
to partner with us, we now have a presence throughout New Zealand with six regional offices to complement 
our Auckland-based head office. The statistic we are proudest of however, remains the tenure of our clients, our 
management team and our firm which are 12, 15 and 29 years respectively. In investing to achieve long-term 
objectives, stability and tenure is everything.

We remain cautiously optimistic for the remainder of the year and strongly optimistic about medium-to-long-term 
prospects for continuing to grow your capital. Thank you for continuing to entrust your savings with us. From all the 
team at NZ Funds, and from your advisers, we wish you all an enjoyable 2017.

11. Sources: Bloomberg, NZ Funds calculations, 28 February 2017.

The key takeaway being, we expect the merit of our active management to be most evident during downturns. And 
with potentially controversial election results in the Netherlands, France, Germany, South Korea and New Zealand 
in 2017, vigilance around downside risks needs to remain foremost in our minds.
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