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Markets
new zealand
The outlook for the New Zealand economy remains uncertain. Business and consumer confidence remains at ten-year lows while 
tax receipts and electronic card payments are implying a buoyant economy. Looking forward, most economists are forecasting 
stronger economic growth and higher inflation over the next six months. Yet despite this, the RBNZ remains firmly on hold with no 
changes expected to the Official Cash Rate until 2020.  

The New Zealand share market took its lead from international markets over the month, falling 6.2%1. Despite being typically 
considered a ‘risk-on’ currency, the New Zealand dollar appreciated over the month. The appreciation in the dollar probably reflects 
that at the start of the month, hedge funds were very short the New Zealand dollar. These funds may have looked to cover these 
positions given the volatility in global financial markets.  

australia
The property market in Australia has peaked. Over the past year, house prices nationwide have declined by 3.5%2. These declines 
are most marked in Sydney (down 7.4%) and Melbourne (down 4.7%)2. The declines in property prices are due to tighter lending 
standards, increased supply and lower demand, especially from non-residents. UBS, which has to date correctly predicted this 
downturn, is projecting that house prices will fall by around 10% by 2020. This forecast assumes Sydney and Melbourne prices 
will fall by around 15% over the same period. This downturn in property prices is unusual in that it is not being driven by rising 
unemployment. This is likely to limit any falls. Given the weak outlook for house prices, the Reserve Bank of Australia is firmly on hold. 

The Australian share market declined by 6.1%3 over October. The New Zealand/ Australian dollar cross rate appreciated slightly 
through October with the outlook broadly similar for both countries.

international
Global share markets declined sharply through October. The decline was initially driven by higher long-term United States interest 
rates and comments by the Federal Reserve Chairman, Jay Powell, that further short-term interest rate rises were likely. The on-
going trade dispute between the United States and China did not help sentiment. October was also a reporting month in the United 
States with companies reporting their third quarter earnings. While these reports saw profit growth of over 24% over the third 
quarter of 2017, companies’ guidance for future quarters was more subdued. The market tended to take their lead from these 
latter comments as well as punishing those companies which reported lower than expected earnings. 

A strong supporting factor of the United States share market has been companies buying back their own shares. Many companies 
will buy back shares rather than pay dividends as it tends to be more tax efficient for investors. However, companies are not able 
to buy back their own shares in the two weeks prior to reporting results. This takes a large buyer out of the market and increases 
market volatility, and this possibly played some part in the share market weakness. The United States share market fell by 6.9% 
over the month, although at its peak the market was down by more than 10.4%. The technology sector dominated Nasdaq index 
declined by 9.2% over the month.

Other major share markets took their lead from the United States. The European markets declined by 5.9%4, Japan by 9.1% and 
the United Kingdom by 5.1%4 over the month. Emerging markets also fell over the month, down 7.8%. Emerging markets have now 
declined by more than 17% from their highs in January 2018. United States long-term interest rates rose over the month despite 
the volatility in share markets. 10-year bond yields started the month at 3.06% and ended the month at 3.14%.  

1. S&P NZX 50 Portfolio Index with imputation credits.
2. Source: Corelogic.
3. S&P ASX 200 Index.
4. EuroStoxx 50, Nikkei 225, FTSE 100. Source: Bloomberg.



Managed Portfolio Service
income category

The Income Category returned -0.09% for the month of October, taking the 12-month return to 0.91%. 

In the Core Income Portfolio, we continue to face an environment where interest rates are not changing. In this situation the key 
themes are to harvest as much yield as possible from New Zealand corporate bonds and to be exposed to interest rates as this 
increases the yield we can generate. During the month these core themes were the primary drivers of return, rather than any one 
individual position. 

The Global Income Portfolio has been defensively positioned. This has been actioned in three ways; switching into shorter maturity 
corporate bonds, adding credit and interest rate derivatives and selling selected corporate bonds in favour of holding higher levels 
of cash. This defensive stance has benefited the Portfolio over the last month and, in particular, the United States Treasury futures 
and Credit Default swap position have helped to mitigate the impact of negative markets. 

inflation category2

The Inflation Category  returned -4.81% for the month of October, taking the 12-month return to 2.59%.

While the Inflation Category was largely driven by the global share market sell-off in October, the Category’s performance was 
mitigated somewhat by its exposure to defensive assets including floating rate bonds, property and a strengthening United States 
dollar. The good news is that we have a booming United States economy, as highlighted by the United States job report following 
month end. A strong economy means a higher inflationary environment which is generally positive for the Category with investments 
that typically outperform during periods of above average inflation.

Despite October’s volatility, we remain positive on the Category’s exposure to the Property, Materials and Financials sectors. It is 
perhaps important to note that there are few signs suggesting that the United States Federal Reserve will raise rates dramatically to 
clamp down on inflation—indeed, broader year-on-year inflation measures were moderated in at the end of last quarter. Therefore, 
we have positioned the Category with a positive view of share markets with a tilt towards key sectors. The Materials sector – 
which we gain exposure to through Impala, one of our global investment managers – will benefit from an increasing inflationary 
environment while the Financials sector should benefit from increasing interest rates.

growth category3

The Growth Category  returned -7.86% for the month of October, taking the 12-month return to -1.43%.

The New Zealand and Australian share markets were not immune to the global sell-off in October, both falling around 6%. As seen 
elsewhere, highly priced growth companies bore the brunt of the selling. Usually we would expect this to be an environment in which 
the Dividend & Growth Portfolio performs well, on a relative basis. However, an unusual number of idiosyncratic issues affecting 
companies in the Portfolio drove a weak return of -7.91%. These included a disappointing sales update from Michael Hill Jeweller 
following a change in promotional strategy, AMP announcing the divestment of its life insurance business at a price well below 
expectations, and Z Energy coming under political pressure for high petrol prices. Heightened market volatility during October 
possibly exacerbated share price reactions to these announcements. This was partly offset by a short position in Pushpay, and long 
position in United States credit default swaps, the latter forming part of NZ Funds’ broader downside mitigation strategy.

The globally-focused Growth Portfolios fell over the month reflecting declines in global markets and slightly underperformed 
against their reference portfolios. Given the 10% decline, this underperformance is not unexpected. While NZ Funds has downside 
mitigation strategies, these strategies are only expected to add value when the share markets fall by around 20%. Protecting 
against smaller falls would be too expensive and significantly limits the ability to capture the upside. A good example of this is the 
performance of ISAM. ISAM, being a trend manager, will underperform when markets suddenly change direction however quickly 
they sell their losing positions. If the market then continues to fall, they will position the fund to benefit from the decline. On the other 
hand, should the market recover they will reinitiate their prior positions. Consequently, ISAM were one of the weaker performers over 
the month and this negatively impacted both the Core Growth Portfolio and the Global Multi-Asset Growth Portfolio.

1. The return calculations are based on a 25% allocation to the Core Income Portfolio, a 10% allocation to the Global Multi-Asset Growth Portfolio, a 25% allocation to the Global Equity Growth 
Portfolio ad a 40% allocation to the Dividend and Growth 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 0.02% for the month of October, taking the 12-month return to 1.32%. 

For the Australasian component of the strategy we continue to face an environment where interest rates are not changing. In this 
situation the key themes are to harvest as much yield as possible from New Zealand corporate bonds and to be exposed to interest 
rates as this increases the yield we can generate. During the month these core themes were the primary drivers of return, rather 
than any one individual position. 

The international component of the portfolio has been defensively positioned. This has been actioned in three ways; switching 
into shorter maturity corporate bonds, adding credit and interest rate derivatives and selling selected corporate bonds in favour 
of holding higher levels of cash. This defensive stance has been a benefit to the Strategy over the last month and, in particular, the 
United States Treasury futures and Credit Default swap position have helped to mitigate the impact of negative markets. 

inflation strategy
The Inflation Strategy  returned -5.56% for the month of October, taking the 12-month return to 2.17%.

While the Inflation Strategy was largely driven by the global share market sell-off in October, the Strategy’s performance was 
mitigated somewhat by its exposure to defensive assets including floating rate bonds and a strengthening United States dollar. 
The good news is that we have a booming United States economy, as highlighted by the United States job report following month 
end. A strong economy means a higher inflationary environment which is generally positive for the Strategy with investments that 
typically outperform during periods of above average inflation.

Despite October’s volatility, we remain positive on the Strategy’s exposure to the Materials and Financials sectors. It is perhaps 
important to note that there are few signs suggesting that the United States Federal Reserve will raise rates dramatically to clamp 
down on inflation—indeed, broader year-on-year inflation measures were moderated in at the end of last quarter. Therefore, we 
have positioned the Strategy with a positive view of share markets with a tilt towards key sectors. The Materials sector – which we 
gain exposure to through Impala, one of our global investment managers – will benefit from an increasing inflationary environment 
while the Financials sector should benefit from increasing interest rates.

growth strategy
The Growth Strategy returned -8.57% for the month of October, taking the 12-month return to 1.13%.

The New Zealand and Australian share markets were not immune to the global sell-off in October, both falling around 6%. As seen 
elsewhere, highly priced growth companies bore the brunt of the selling. Usually we would expect this to be an environment in which 
the Dividend & Growth portion of the Strategy performs well, on a relative basis. However, an unusual number of idiosyncratic issues 
affecting companies in the Strategy drove a weak return of -8.21%. These included a disappointing sales update from Michael Hill 
Jeweller following a change in promotional strategy, AMP announcing the divestment of its life insurance business at a price well 
below expectations, and Z Energy coming under political pressure for high petrol prices. Heightened market volatility during October 
possibly exacerbated share price reactions to these announcements. This was partly offset by a short position in Pushpay, and long 
position in United States credit default swaps. The latter forming part of NZ Funds’ broader downside mitigation strategy.

The globally-focused growth portion of the Strategy fell over the month reflecting declines in global markets. The Strategy slightly 
underperformed its reference portfolios. Given the 10% decline, this underperformance is not unexpected. While NZ Funds has 
downside mitigation strategies, these strategies are only expected to add value when the share markets fall by around 20%. 
Protecting against smaller falls would be too expensive and significantly limits the ability to capture the upside. A good example of 
this is the performance of ISAM. ISAM, being a trend manager, will underperform when markets suddenly change direction however 
quickly they sell their losing positions. If the market then continues to fall, they will position the fund to benefit from the decline. 
On the other hand, should the market recover they will reinitiate their prior positions. Consequently, ISAM were one of the weaker 
performers over the month.



Managed Superannuation Service
income strategy
The Income Strategy returned 0.02% for the month of October, taking the 12-month return to 1.24%. 

For the Australasian component of the strategy we continue to face an environment where interest rates are not changing. In this 
situation the key themes are to harvest as much yield as possible from New Zealand corporate bonds and to be exposed to interest 
rates as this increases the yield we can generate. During the month these core themes were the primary drivers of return, rather 
than any one individual position. 

The international component of the portfolio has been defensively positioned. This has been actioned in three ways; switching 
into shorter maturity corporate bonds, adding credit and interest rate derivatives and selling selected corporate bonds in favour 
of holding higher levels of cash. This defensive stance has been a benefit to the Strategy over the last month and, in particular, the 
United States Treasury futures and Credit Default swap position have helped to mitigate the impact of negative markets. 

inflation strategy
The Inflation Strategy  returned -5.55% for the month of October, taking the 12-month return to 2.08%.

While the Inflation Strategy was largely driven by the global share market sell-off in October, the Strategy’s performance was 
mitigated somewhat by its exposure to defensive assets including floating rate bonds and a strengthening United States dollar. 
The good news is that we have a booming United States economy, as highlighted by the United States job report following month 
end. A strong economy means a higher inflationary environment which is generally positive for the Strategy with investments that 
typically outperform during periods of above average inflation.

Despite October’s volatility, we remain positive on the Strategy’s exposure to the Materials and Financials sectors. It is perhaps 
important to note that there are few signs suggesting that the United States Federal Reserve will raise rates dramatically to clamp 
down on inflation—indeed, broader year-on-year inflation measures were moderated in at the end of last quarter.  Therefore, we 
have positioned the Strategy with a positive view of share markets with a tilt towards key sectors. The Materials sector – which we 
gain exposure to through Impala, one of our global investment managers – will benefit from an increasing inflationary environment 
while the Financials sector should benefit from increasing interest rates.

growth strategy
The Growth Strategy returned -8.55% for the month of October, taking the 12-month return to 1.00%. 

The New Zealand and Australian share markets were not immune to the global sell-off in October, both falling around 6%. As seen 
elsewhere, highly priced growth companies bore the brunt of the selling. Usually we would expect this to be an environment in which 
the Dividend & Growth portion of the Strategy performs well, on a relative basis. However, an unusual number of idiosyncratic issues 
affecting companies in the Strategy drove a weak return of -8.21%. These included a disappointing sales update from Michael Hill 
Jeweller following a change in promotional strategy, AMP announcing the divestment of its life insurance business at a price well 
below expectations, and Z Energy coming under political pressure for high petrol prices. Heightened market volatility during October 
possibly exacerbated share price reactions to these announcements. This was partly offset by a short position in Pushpay, and long 
position in United States credit default swaps. The latter forming part of NZ Funds’ broader downside mitigation strategy.

The globally-focused growth portion of the Strategy fell over the month reflecting declines in global markets. The Strategy slightly 
underperformed its reference portfolios. Given the 10% decline, this underperformance is not unexpected. While NZ Funds has 
downside mitigation strategies, these strategies are only expected to add value when the share markets fall by around 20%. 
Protecting against smaller falls would be too expensive and significantly limits the ability to capture the upside. A good example of 
this is the performance of ISAM. ISAM, being a trend manager, will underperform when markets suddenly change direction however 
quickly they sell their losing positions. If the market then continues to fall, they will position the fund to benefit from the decline. 
On the other hand, should the market recover they will reinitiate their prior positions. Consequently, ISAM were one of the weaker 
performers over the month.



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.
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