
Monthly Review
For the month of November 2018



This page has intentionally been left blank.



Markets
new zealand
Despite business and consumer confidence remaining low, the outlook for the New Zealand economy is generally positive. This 
positive tone was highlighted with the release of the September quarter labour data. This showed that the unemployment rate had 
fallen to 3.9%, the lowest level since 2008. Over the month the Reserve Bank of New Zealand (the ‘RBNZ’) released its quarterly 
Monetary Policy Statement. The forecast incorporated within this document implied the New Zealand economy would continue to 
experience trend growth of around 3% per annum and inflation would remain low. Given this outlook, the RBNZ remains on hold with 
no change to the Official Cash Rate expected for at least eighteen months. The RBNZ also released its Financial Stability report over 
the month. In this report it announced it was increasing the percentage of low loan-to-value loans that the retail banks could issue. 
This is positive for first home buyers, who have re-entered the property market this year. RBNZ Statistics show lending to first home 
buyers has increased 16% over the past year.

The New Zealand share market appreciated by 1.26%1 over the month, although performance between individual shares was 
very disparate. After the United States Federal Reserve Chairman, Jerome Powell, signalled further rate increases would be very 
dependent on economic data, the United States dollar fell. This saw the New Zealand dollar appreciate, ending the month at $0.6870.  

australia
The big question for the Australian economy remains - will the current declines in residential property values cause a hard or soft 
landing for the economy? Unfortunately, data released over the month does not help much to answer this question. Labour market 
data was generally positive with the Australian unemployment rate falling to 5.0%, a seven year low. However, construction data was 
weaker than expected with declines in residential construction (-0.9%) and non-residential construction (-2.2%). 

The Australian share market declined by 2.2%2 over the month, with energy companies experiencing the largest falls. The New 
Zealand dollar/Australian dollar cross rate appreciated slightly over the month with the outlook for both countries broadly similar.

international
Global share markets were volatile over the month, but the global market index finished the month up 1.35%. This rise reflected an 
appreciation in the United States, Japanese and emerging markets. Europe and the United Kingdom continued to decline, not helped 
by the on-going uncertainty over Brexit. The United States market declined at the start of the month. However, Thanksgiving on the 
22nd of November proved to be a circuit breaker. Comments by Federal Reserve Chairman, Jerome Powell, that short-term interest 
rates were close to the neutral rate was seen by the market to imply the Federal Reserve would pause raising rates after the expected 
increase this month. Mr Powell noted they wanted to fully understand the implications from the rates rises the Federal Reserve had 
already made and these comments improved sentiment. Expectations that there would be some positive developments at the G20 
meeting between President Trump and President Xi also buoyed sentiment. 

Emerging markets have underperformed this year, but interestingly did not decline at the start of the month when developed markets 
did. Asian markets, which were down over 20% year-to-date, appear to have found a floor with the Chinese market up 0.61%3 and 
the Hong Kong Hang Seng index up 6.23%.

The price of oil fell sharply over the month with West Texas crude ending the month at US$50.93 per barrel. Comments by Saudi 
Arabia and the United States that they would not limit supply drove the declines. However, by month end this decline reversed when 
Saudi Arabia and Russia announced at the G20 meeting that they would now look to agree to limit supply. United States long-term 
interest rates fell over the month, as the market priced out further rate increases in 2019. The 10-year United States government 
bond yield ended the month at 2.99%.

1. S&P NZX 50 Portfolio Index with imputation credits.
2. S&P ASX 200 Index
3. CSI 300



Managed Portfolio Service
income category¹
The Income Category returned -0.45% for the month of November, taking the 12-month return to 0.34%.

The changing macro-economic environment was to the forefront during November and this impacted the Category’s returns. 
Surprisingly strong economic data in New Zealand pushed up interest rates and brought forward the expectation of a domestic 
interest rate rise. While in the United States it was the opposite as the view on the economy has turned decidedly softer. Of the two 
influences, we see the situation in New Zealand as short lived and we have chosen to look through it. However, we see the changing 
perceptions in the United States as an indication that the growth cycle is peaking, and this is typically a point to adopt a more 
defensive stance toward corporate bonds in general. 

2018 has been the toughest year since 2008 for corporate bonds in the United States. Corporate bonds started the month in robust 
health as they quickly recovered from the declines experienced in October. However, this positivity evaporated later in the month 
as the equity market once again struggled. To mitigate the impact of this volatility we have increasingly used credit default swaps (a 
contract that allows an investor to 'swap' or offset credit risk) and this has added value over the month.

inflation category²
The Inflation Category  returned -1.02% for the month of November, taking the 12-month return to 0.31%.

The Category’s performance in November was once again driven by global market volatility. While performance continues to be 
mitigated by it's exposure to defensive assets including floating rate bonds, the very wide dispersion of individual share returns 
in New Zealand equities (see Growth Category below), the selloff in the United States dollar and concerns over the trade dispute 
between United States and China and the effect on commodity prices all weighed on performance. 

We believe markets are likely to continue their strong run but are getting closer to the end of the cycle. The recent share market 
sell-off appears to be pricing in near-term global economic slowdown which has caused underperformance, especially among 
inflation driven assets including Metals & Mining. While acknowledging some economic headwinds in the coming months, we see 
fundamentals still underpinning share market valuations. We believe the continued strength of the United States economy, a pause in 
interest rate rises, and the truce in the trade war between the United States and China all bode well for inflation exposed assets over 
the next twelve months, including our positions in Metals & Mining, Property and Banks.

growth category³
The Growth Category  returned -1.61% for the month of November, taking the 12-month return to -4.02%.

The New Zealand share market saw a very wide dispersion of individual share returns in November (a developing theme as the bull 
market wanes). The Dividend & Growth Portfolio within the Growth Category had a significant holding in the top performing company 
(Trade Me, +26%), but also in the worst performing (Fletcher Building, -21%), which downgraded earnings guidance during the month 
and was the primary reason for the Portfolio’s weak returns (-2.94%). Having watched from the sideline while Fletcher Building 
went through the turmoil of construction losses, earlier this year we saw the opportunity to invest in one of New Zealand’s largest 
and most established businesses at a share price that reflected maximum negativity and gave little credit to the steps being taken 
to rectify the situation. We were too early. In addition, the market has turned against cyclical companies sooner than we expected. 
However, we have maintained our position given Fletcher Building had been sold off to Global Financial Crisis lows which we think 
is unjustified given that the New Zealand economy continues to truck along. We expect the forthcoming sale of Fletcher Building's 
United States-based Formica division to unlock a further tranche of value and be a potential catalyst for an increase in its share price.

The Global Portfolios performed in line with expectations over the month. The strengthening New Zealand dollar did detract some value, 
but this was mitigated as we had placed a high probability on the New Zealand dollar rising going into Christmas and we consequently 
reduced our exposure. However, longer-term we continue to believe New Zealand’s lower interest rate environment will feed through to 
a lower New Zealand dollar. Given this longer-term view, we maintain some exposure to the United States dollar in the Category.

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 -0.43% for the month of November, taking the 12-month return to 0.76%.

The changing macro-economic environment was to the forefront during November and this impacted the Strategy’s returns. 
Surprisingly strong economic data in New Zealand pushed up interest rates and brought forward the expectation of a domestic 
interest rate rise. While in the United States it was the opposite as the view on the economy has turned decidedly softer. Of the two 
influences, we see the situation in New Zealand as short lived and we have chosen to look through it. However, we see the changing 
perceptions in the United States as an indication that the growth cycle is peaking, and this is typically a point to adopt a more 
defensive stance toward corporate bonds in general. 

2018 has been the toughest year since 2008 for corporate bonds in the United States. Corporate bonds started the month in robust 
health as they quickly recovered from the declines experienced in October. However, this positivity evaporated later in the month 
as the equity market once again struggled. To mitigate the impact of this volatility we have increasingly used credit default swaps (a 
contract that allows an investor to 'swap' or offset credit risk) and this has added value over the month.

inflation strategy
The Inflation Strategy  returned -1.35% for the month of November, taking the 12-month return to -0.22%.

The Strategy’s performance in November was once again driven by global market volatility. While performance continues to be 
mitigated by it's exposure to defensive assets including floating rate bonds, the very wide dispersion of individual share returns 
in New Zealand equities (see Growth Strategy below), the selloff in the United States dollar and concerns over the trade dispute 
between United States and China and the effect on commodity prices all weighed on performance. 

We believe markets are likely to continue their strong run but are getting closer to the end of the cycle. The recent share market sell-
off appears to be pricing in near-term global economic slowdown which has caused underperformance, especially among inflation 
driven assets including Metals & Mining shares. While acknowledging some economic headwinds in the coming months, we see 
fundamentals still underpinning share market valuations. We believe the continued strength of the United States economy, a pause in 
interest rate rises, and the truce in the trade war between the United States and China all bode well for inflation exposed assets over 
the next twelve months, including our positions in Metals & Mining and Banks.

growth strategy
The Growth Strategy returned -1.97% for the month of November, taking the 12-month return to -2.10%.

The New Zealand share market saw a very wide dispersion of individual share returns in November (a developing theme as the 
bull market wanes). The Dividend & Growth Strategy's allocation within the Growth Strategy had a significant holding in the top 
performing company (Trade Me, +26%), but also in the worst performing (Fletcher Building, -21%), which downgraded earnings 
guidance during the month and was the primary reason for the allocation’s weak returns (-2.88%). Having watched from the sideline 
while Fletcher Building went through the turmoil of construction losses, earlier this year we saw the opportunity to invest in one of 
New Zealand’s largest and most established businesses at a share price that reflected maximum negativity and gave little credit 
to the steps being taken to rectify the situation. We were too early. In addition, the market has turned against cyclical companies 
sooner than we expected. However, we have maintained our position given Fletcher Building had been sold off to Global Financial 
Crisis lows which we think is unjustified given that the New Zealand economy continues to truck along. We expect the forthcoming 
sale of Fletcher Building's United States-based Formica division to unlock a further tranche of value and be a potential catalyst for an 
increase in its share price.

The global growth allocation performed in line with expectations over the month. The strengthening New Zealand dollar did detract 
some value, but this was mitigated as we had placed a high probability on the New Zealand dollar rising going into Christmas and we 
consequently reduced our exposure. However, longer-term we continue to believe New Zealand’s lower interest rate environment will 
feed through to a lower New Zealand dollar. Given this longer-term view, we maintain some exposure to the United States dollar in 
the Strategy. 



Managed Superannuation Service
income strategy
The Income Strategy returned -0.42% for the month of November, taking the 12-month return to 0.70%.

The changing macro-economic environment was to the forefront during November and this impacted the Strategy’s returns. 
Surprisingly strong economic data in New Zealand pushed up interest rates and brought forward the expectation of a domestic 
interest rate rise. While in the United States it was the opposite as the view on the economy has turned decidedly softer. Of the two 
influences, we see the situation in New Zealand as short lived and we have chosen to look through it. However, we see the changing 
perceptions in the United States as an indication that the growth cycle is peaking, and this is typically a point to adopt a more 
defensive stance toward corporate bonds in general. 

2018 has been the toughest year since 2008 for corporate bonds in the United States. Corporate bonds started the month in robust 
health as they quickly recovered from the declines experienced in October. However, this positivity evaporated later in the month 
as the equity market once again struggled. To mitigate the impact of this volatility we have increasingly used credit default swaps (a 
contract that allows an investor to 'swap' or offset credit risk) and this has added value over the month.

inflation strategy
The Inflation Strategy  returned -1.31% for the month of November, taking the 12-month return to -0.23%.

The Strategy’s performance in November was once again driven by global market volatility. While performance continues to be 
mitigated by it's exposure to defensive assets including floating rate bonds, the very wide dispersion of individual share returns 
in New Zealand equities (see Growth Strategy below), the selloff in the United States dollar and concerns over the trade dispute 
between United States and China and the effect on commodity prices all weighed on performance. 

We believe markets are likely to continue their strong run but are getting closer to the end of the cycle. The recent share market sell-
off appears to be pricing in near-term global economic slowdown which has caused underperformance, especially among inflation 
driven assets including Metals & Mining shares. While acknowledging some economic headwinds in the coming months, we see 
fundamentals still underpinning share market valuations. We believe the continued strength of the United States economy, a pause in 
interest rate rises, and the truce in the trade war between the United States and China all bode well for inflation exposed assets over 
the next twelve months, including our positions in Metals & Mining and Banks.

growth strategy
The Growth Strategy returned -1.98% for the month of November, taking the 12-month return to -2.19%.

The New Zealand share market saw a very wide dispersion of individual share returns in November (a developing theme as the 
bull market wanes). The Dividend & Growth Strategy's allocation within the Growth Strategy had a significant holding in the top 
performing company (Trade Me, +26%), but also in the worst performing (Fletcher Building, -21%), which downgraded earnings 
guidance during the month and was the primary reason for the allocation’s weak returns (-2.88%). Having watched from the sideline 
while Fletcher Building went through the turmoil of construction losses, earlier this year we saw the opportunity to invest in one of 
New Zealand’s largest and most established businesses at a share price that reflected maximum negativity and gave little credit 
to the steps being taken to rectify the situation. We were too early. In addition, the market has turned against cyclical companies 
sooner than we expected. However, we have maintained our position given Fletcher Building had been sold off to Global Financial 
Crisis lows which we think is unjustified given that the New Zealand economy continues to truck along. We expect the forthcoming 
sale of Fletcher Building's United States-based Formica division to unlock a further tranche of value and be a potential catalyst for an 
increase in its share price.

The global growth allocation performed in line with expectations over the month. The strengthening New Zealand dollar did detract 
some value, but this was mitigated as we had placed a high probability on the New Zealand dollar rising going into Christmas and we 
consequently reduced our exposure. However, longer-term we continue to believe New Zealand’s lower interest rate environment will 
feed through to a lower New Zealand dollar. Given this longer-term view, we maintain some exposure to the United States dollar in 
the Strategy. 



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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