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Markets
new zealand
The Reserve Bank of New Zealand (RBNZ) released its quarterly monetary policy statement during the month. In this statement 
the RBNZ reiterated that the next move in the Official Cash Rate (OCR) could be either up or down. The RBNZ also revised its 
inflation and growth forecasts with the most notable change being a downward revision to its short-term growth forecast. This was 
offset by an increase in its longer term growth forecasts. The RBNZ noted the recent decline in business confidence was a risk to 
its forecasts but this was offset by the tight labour market and increased investment especially from Kiwibuild. The ANZ Business 
Confidence Survey was released at the end of the month and showed a further decline in the headline confidence number. However, 
the more important ANZ Own Activity indicator was flat, suggesting business confidence may be bottoming out. While this is 
positive, the six months of declining confidence is likely to have some impact on the real economy. 

The New Zealand dollar declined over the month, starting at US$0.6820, trading as low as US$0.6550 before recovering slightly 
at month end to US$0.6610. The New Zealand share market shrugged off the weaker growth environment, appreciating by 3.4%1 
over the month. The decline in the New Zealand dollar and the RBNZ statement added to the positive tone. 

australia
Australia has another new Prime Minister. Scott Morrison was elected by his party to replace Malcolm Turnbull as Prime Minister 
and leader of the Liberal Party. While this was partly due to the declining popularity of the current government, internal power 
struggles within the Liberal Party were also to blame. With Turnbull subsequently resigning from Parliament and the need for a 
by-election, the current government’s one seat majority is looking shaky. An early general election is therefore quite possible. 
Financial markets largely ignored this latest change although the Australian dollar did fall briefly. 

Data from CoreLogic continues to show that house prices in Australia are falling. In August, house prices fell for the 11th 
consecutive month. In Sydney, prices declined by 0.3% over the month and are down 5.6% for the year. In Melbourne prices 
fell 0.6% in August and are down 1.7% for the year. This weakness in the property market reaffirms that the Reserve Bank of 
Australia is currently on hold and unlikely to increase the OCR for at least the next year. Interestingly, due to funding pressure 
one Australian bank has recently had to increase mortgage rates. If this flows through to the rest of the industry, then a cut in the 
OCR (currently 1.5%) is possible. 

The Australian share market appreciated by 1.42%2 over the month. The New Zealand dollar/Australian Dollar cross traded 
between AU$0.9200 and AU$0.8950 over the month.

international
There is an old saying that share markets climb a wall of worry and that was certainty the case during August with the global share 
market appreciating by 1.1%3. 

The United States market was the strongest performing market reaching new all-time highs and ending the month up 3.3%4. The 
strong performance in the United States share market reflected the strong reporting season and strength of the United States 
economy. However, emerging markets were one of the worries and in aggregate their share markets declined by 0.55%5 over the 
month. This was in part due to the financial crisis in Turkey and on-going concerns about the implications of the trade war between 
the United States and China. 

The Euro Stoxx 50 fell by 3.8% and the United Kingdom FTSE 100 by 4.1%, partly due to continued Brexit concerns. The Japanese 
share market rose by 1.4%6 over the month.

1. S&P NZX 50 Portfolio Index with imputation credits.
2. ASX S&P 200 Accumulation Index.
3. MSCI ACWI in local currency terms.
4. S&P 500 Total return.
5. MSCI Emerging Market Index (local currency).
6. Nikkei Index.



Managed Portfolio Service
income category¹
The Income Category returned 0.75% for the month of August, taking the 12-month return to 2.01%.

Investors around the world are heavily positioned for interest rates in the United States to move higher. Such an extreme weighting 
in one direction often tends to be a contrarian signal. As a result, we do not expect long-term interest rates in the United States to 
rise as rapidly as consensus expectations over the short term. However, the strong United States economy means that they will 
have to rise at some point and when this happens it will weigh on corporate bond returns. Therefore, from a global bond perspective, 
we intend to gradually reduce the exposure to corporate bonds over the next six months. 

Meanwhile, New Zealand and Australian corporate bonds have enjoyed a period of strong performance due to the recent decline 
in New Zealand interest rates. This move lower primarily reflects the RBNZ’s statement that it does not expect the OCR to change 
until 2020. Following the RBNZ’s comments, several New Zealand bonds are in demand at yields below 4%, which is bidding up 
bond prices.

inflation category2

The Inflation Category returned 0.39% for the month of August, taking the 12-month return to 8.51%.

The Category has exposure to both global and domestic listed property shares and property related shares. Global property 
companies, especially in the United States, have performed strongly over the last month. Investors seeking out havens as global 
trade disputes intensify have helped push United States real estate investments up. United States real estate is seen as a 
defensive investment option shielded from the heated trade disputes. Real estate shares have also recovered as interest rates 
have retrenched.

Most sectors in the S&P 500 closed the month in the black except for Energy and Materials which are key components of the 
Category given their tendency to perform well in an inflationary environment. Most major commodities were weaker in August 
which can be attributed to the uncertainty around escalating trade tensions between the United States and China. Both parties 
applied tariffs on US$34 billion of goods, taking effect on 6th July, and a further US$16 billion taking effect on 23rd August. 
Despite this, we are constructive on commodities for the remainder of the year as the Chinese government has increased its efforts 
in supporting infrastructure fixed asset investment which has fallen this year, until now, because of the deleveraging campaign.

growth category3

The Growth Category returned 0.51% for the month of August, taking the 12-month return to 10.12%.

The globally focused growth portfolios rose over the month reflecting the rise in global share markets and the depreciation in the 
New Zealand dollar. Core Growth Portfolio and Global Equity Portfolio have a portion of their exposure through equity futures. 
These futures enable the portfolios to get a market return on this portion. This was the largest contribution to return over the 
month. Another contributor to the positive performance in Core Growth Portfolio and the Global Multi Asset Growth Portfolio was 
ISAM. ISAM had a very strong month helped by the weakness in the Turkish Lira. Movements in this exchange rate highlighted the 
benefits of a trend manager. As the currency started falling they added to their short positions. However, when the currency went 
into freefall they reduced these positions as their risk models captured the higher volatility. This meant ISAM were able to lock-in 
their gains over the month. 

The New Zealand share market returned 3.4%4 in August. Company result reporting season was largely benign and we saw little 
sign that falling business confidence was affecting the fortunes of our major listed companies. Fast growing companies again 
featured strongly amongst the best performers. The Dividend & Growth Portfolio returned 0.28%. Our strongest contributor was 
A2 Milk where we had built a position following a pull-back in the share price to what we regarded as a reasonable valuation level. 
Trade Me and Chorus also rose after reporting positive full year results, in-line with our investment cases for each. On the downside, 
Fletcher Building reported earnings as expected but management highlighted high cost pressures in the industry at present, which 
drove the share price lower. We continue to believe it offers upside as the company restructures and recovers from its difficulties. In 
Australia our investment in Rio Tinto suffered from the weakness in commodity 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. 
4. S&P NZX50 Portfolio Index with imputation credits.



KiwiSaver Scheme
income strategy
The Income Strategy returned 0.77% for the month of August, taking the 12-month return to 2.32%.

Investors around the world are heavily positioned for interest rates in the United States to move higher. Such an extreme weighting 
in one direction often tends to be a contrarian signal. As a result, we do not expect long term interest rates in the United States to 
rise as rapidly as consensus expectations over the short term. However, the strong United States economy means that they will 
have to rise at some point and when this happens it will weigh on corporate bond returns. Therefore, from a global bond perspective, 
we intend to gradually reduce the exposure to corporate bonds over the next six months. 

Meanwhile, New Zealand and Australian corporate bonds have enjoyed a period of strong performance due to the recent decline 
in New Zealand interest rates. This move lower primarily reflects the RBNZ’s statement that it does not expect the OCR to change 
until 2020. Following the RBNZ’s comments, several New Zealand bonds are in demand at yields below 4%, which is bidding up 
bond prices.

inflation strategy
The Inflation Strategy returned 0.19% for the month of August, taking the 12-month return to 9.93%.

Risk sentiment, especially in United States equity markets, turned positive in the second half of the month with a trade 
agreement being reached between the United States and Mexico. This helped the S&P 500 hit record highs and drove the positive 
performance within the Inflation Strategy. Most sectors in the S&P 500 closed the month in the black except for Energy and 
Materials which are key components of the Strategy given their tendency to perform well in an inflationary environment. 

Most major commodities were weaker in August which can be attributed to the uncertainty around escalating trade tensions 
between the United States and China. Both parties applied tariffs on US$34 billion of goods, taking effect on 6 July, and a further 
US$16 billion taking effect on 23 August. Despite this, we are constructive on commodities for the remainder of the year as the 
Chinese government has increased its efforts in supporting infrastructure fixed asset investment which has fallen this year, until 
now, because of the deleveraging campaign.

growth strategy
The Growth Strategy returned 1.82% for the month of August, taking the 12-month return to 14.82%. 

The globally focused growth holdings in the Strategy rose over the month reflecting the rise in global share markets and the 
depreciation in the New Zealand dollar. The Strategy has a portion of its exposure through equity futures. These futures enable 
the Strategy to generate a market return on this portion. This was the largest contribution to return over the month. Another 
contributor to the positive performance in the Strategy was ISAM. ISAM had a very strong month helped by the weakness in the 
Turkish Lira. Movements in this exchange rate highlighted the benefits of a trend manager. As the currency started falling they 
added to their short positions. However, when the currency went into freefall they reduced these positions as their risk models 
captured the higher volatility. This meant ISAM were able to lock-in their gains over the month. 

The New Zealand share market returned 3.4%1 in August. Company result reporting season was largely benign and we saw little 
sign that falling business confidence was affecting the fortunes of our major listed companies. Fast growing companies again 
featured strongly amongst the best performers. The Australasian share component of the Strategy returned 0.41%. Our strongest 
contributor was A2 Milk where we had built a position following a pullback in the share price to what we regarded as a reasonable 
valuation level. Trade Me and Chorus also rose after reporting positive full year results, in-line with our investment cases for each. 
On the downside, Fletcher Building reported earnings as expected but management highlighted high cost pressures in the industry 
at present, which drove the share price lower. We continue to believe it offers upside as the company restructures and recovers 
from its difficulties. In Australia our investment in Rio Tinto suffered from the weakness in commodity markets.

1. S&P NZX50 Portfolio Index with imputation credits.



Managed Superannuation Service
income strategy
The Income Strategy returned 0.75% for the month of August, taking the 12-month return to 2.24%.

Investors around the world are heavily positioned for interest rates in the United States to move higher. Such an extreme weighting 
in one direction often tends to be a contrarian signal. As a result, we do not expect long-term interest rates in the United States to 
rise as rapidly as consensus expectations over the short term. However, the strong United States economy means that they will 
have to rise at some point and when this happens it will weigh on corporate bond returns. Therefore, from a global bond perspective, 
we intend to gradually reduce the exposure to corporate bonds over the next six months. 

Meanwhile, New Zealand and Australian corporate bonds have enjoyed a period of strong performance due to the recent decline 
in New Zealand interest rates. This move lower primarily reflects the RBNZ’s statement that it does not expect the OCR to change 
until 2020. Following the RBNZ’s comments, several New Zealand bonds are in demand at yields below 4%, which is bidding up 
bond prices.

inflation strategy
The Inflation Strategy returned 0.19% for the month of August, taking the 12-month return to 9.85%.

Risk sentiment, especially in United States equity markets, turned positive in the second half of the month with a trade 
agreement being reached between the United States and Mexico. This helped the S&P 500 hit record highs and drove the positive 
performance within the Inflation Strategy. Most sectors in the S&P 500 closed the month in the black except for Energy and 
Materials which are key components of the Strategy given their tendency to perform well in an inflationary environment. 

Most major commodities were weaker in August which can be attributed to the uncertainty around escalating trade tensions 
between the United States and China. Both parties applied tariffs on US$34 billion of goods, taking effect on 6 July, and a further 
US$16 billion taking effect on 23 August. Despite this, we are constructive on commodities for the remainder of the year as the 
Chinese government has increased its efforts in supporting infrastructure fixed asset investment which has fallen this year, until 
now, because of the deleveraging campaign.

growth strategy
The Growth Strategy returned 1.81% for the month of August, taking the 12-month return to 14.57%. 

The globally focused growth holdings in the Strategy rose over the month reflecting the rise in global share markets and the 
depreciation in the New Zealand dollar. The Strategy has a portion of its exposure through equity futures. These futures enable 
the Strategy to generate a market return on this portion. This was the largest contribution to return over the month. Another 
contributor to the positive performance in the Strategy was ISAM. ISAM had a very strong month helped by the weakness in the 
Turkish Lira. Movements in this exchange rate highlighted the benefits of a trend manager. As the currency started falling they 
added to their short positions. However, when the currency went into freefall they reduced these positions as their risk models 
captured the higher volatility. This meant ISAM were able to lock-in their gains over the month. 

The New Zealand share market returned 3.4%1 in August. Company result reporting season was largely benign and we saw little 
sign that falling business confidence was affecting the fortunes of our major listed companies. Fast growing companies again 
featured strongly amongst the best performers. The Australasian share component of the Strategy returned 0.41%. Our strongest 
contributor was A2 Milk where we had built a position following a pullback in the share price to what we regarded as a reasonable 
valuation level. Trade Me and Chorus also rose after reporting positive full year results, in-line with our investment cases for each. 
On the downside, Fletcher Building reported earnings as expected but management highlighted high cost pressures in the industry 
at present, which drove the share price lower. We continue to believe it offers upside as the company restructures and recovers 
from its difficulties. In Australia our investment in Rio Tinto suffered from the weakness in commodity markets.

1. S&P NZX50 Portfolio Index with imputation credits.



New Zealand Funds Management Limited is the issuer of the NZ Funds Managed Portfolio Service, the NZ Funds KiwiSaver 
Scheme and the NZ Funds Managed Superannuation 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, the NZ Funds KiwiSaver Scheme Product 
Disclosure Statement and the NZ Funds Managed Superannuation 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 

www.nzfunds.co.nz

Follow us on twitter.com/nzfunds


