
Asset  
allocation  
guide 
2021

 



How to use this report

In this report, we walk through the 
steps involved in establishing and 
managing your investment portfolio, 
our investment philosophy, research 
process and resources.

This report also outlines our 
recommended strategic asset 
allocations and details the risk and 
return characteristics of each. It is 
intended to assist clients as they 
consider what asset allocation 
best suits their circumstances and 
investment objectives.

We offer a range of allocations, 
recognising that individual investors 
have very different attitudes to 
risk, investment objectives, income 
requirements and investment time 
horizons. No single asset allocation 
can accommodate all investors.
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Introduction
We regard diversification as the foundation of prudent investment. 
The first and most important step in this process is deciding on an 
appropriate asset allocation. 

Cash, fixed income, property and 
shares (also referred to as equities or 
stocks) are the four main asset classes 
in the investment world. Each asset 
class has different risk and return 
characteristics - cash is often viewed 
as the lowest risk, while shares are 
deemed higher risk. Investing in a mix 
of these asset classes can reduce the 
overall risk of a portfolio and provide 
much smoother returns over the long-
term. 

Cash and fixed income are commonly 
referred to as income assets while 
shares and property are known as 
growth assets. Determining what 
proportion of a portfolio should be 
invested in each of these asset classes 
is called asset allocation. 

Deciding on an appropriate asset 
allocation is a very important step 
in portfolio management as how a 
portfolio is split between the asset 
classes determines, more than any 
other factor, a portfolio’s risk and 
return profile. As such, diversification 
across, and within, asset classes is the 
foundation of prudent investment.

It is also important to undertake 
regular reviews of your portfolio’s 
asset allocation. While it is important 

to take a medium-term view (seven 
years plus) when putting together a 
portfolio, it is important to ensure that 
the composition of the portfolio does 
not drift too far away from its set 
objectives, stated asset allocation and 
desired risk profile as outlined in your 
Investment Policy Statement (IPS).

In our view, a balanced portfolio, 
where capital is diversified or spread 
across the main asset classes and 
markets, provides the smoothest 
ride for investors over the long-term 
and is the best way of managing 
uncertainty. As it includes shares, a 
balanced portfolio gets a slice of the 
upside when sharemarkets rise, but 
the fixed income allocation insulates 
it from the worst of sharemarket 
falls when these happen. As such, 
having a balanced portfolio provides 
a good trade-off between risk and 
return and is the most prudent way 
of investing for income, growth and 
safety over the long-term. This can 
be seen in the adjacent table, which 
shows the returns from a range of 
assets for each year since 2001. The 
best performing asset is coloured 
light blue and the worst is dark blue. 
Every asset except the balanced 
portfolio has, at one time or another, 

delivered the best or worst return. 
The balanced portfolio is a picture 
of stability in comparison to single 
assets. In addition, over the long-term 
the balanced portfolio has delivered 
above average returns that are not far 
behind the best performing assets, 
despite being far less volatile than the 
top performers.

Some may ask “why not just buy  
New Zealand shares as they have 
provided the best returns since 
2001?” The simple answer is that 
historical returns provide no accurate 
guide to future returns. The future 
performance of markets is uncertain 
and the best performing market 
over the past 10 years may not be 
the best performing market over the 
next 10 years. Country specific risks 
that could potentially threaten the 
value of an investment portfolio are 
also unforeseeable. Diversification 
helps protect investors against this 
uncertainty. 
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Year

New 
Zealand 
shares

New Zealand 
listed 

property
Australian 

shares

PWR 
balanced 
portfolio

New 
Zealand 
house 
prices

New 
Zealand 

fixed 
income

New 
Zealand 

cash
International 

shares

2001 16.7% 12.1% 7.0% 5.2% 4.7% 4.8% 6.1% -10.4%

2002 4.2% 10.4% -19.6% -4.7% 7.9% 8.7% 5.7% -35.7%

2003 26.5% 13.4% 23.6% 10.3% 19.3% 6.4% 5.6% 7.7%

2004 28.0% 20.0% 20.8% 17.8% 13.5% 5.5% 6.1% 5.4%

2005 9.0% 18.7% 20.3% 10.4% 13.5% 6.9% 7.2% 17.3%

2006 18.7% 24.9% 30.7% 19.2% 11.9% 4.2% 7.7% 18.0%

2007 -0.3% -4.3% 20.8% 4.2% 4.5% 3.9% 8.5% 3.1%

2008 -33.7% -20.7% -37.7% -12.3% -4.8% 15.8% 8.8% -24.1%

2009 19.4% 12.1% 43.4% 11.8% 9.6% 1.7% 3.4% 9.5%

2010 3.1% 3.0% 9.5% 4.6% -2.2% 7.0% 3.0% 5.8%

2011 1.4% 10.4% -11.2% 1.6% 0.9% 13.3% 2.9% -6.5%

2012 27.2% 20.5% 13.6% 11.5% 9.6% 4.8% 2.7% 9.2%

2013 18.3% 3.9% 3.4% 7.0% 9.8% -2.0% 2.7% 24.3%

2014 17.2% 24.3% 1.4% 9.3% 5.4% 7.8% 3.4% 10.3%

2015 13.6% 14.6% 5.6% 9.8% 3.3% 5.4% 3.4% 12.0%

2016 9.6% 2.7% 8.8% 5.1% 11.0% 3.4% 2.5% 6.9%

2017 22.6% 12.8% 19.0% 13.1% 6.6% 5.5% 2.0% 21.7%

2018 4.9% 9.8% -8.0% 3.2% 1.8% 4.6% 2.0% -3.8%

2019 30.0% 31.3% 23.1% 17.1% 12.1% 4.9% 1.7% 27.1%

2020 14.5% 4.4% 6.2% 10.8% 19.3% 5.4% 0.6% 8.9%

Total return pa 11.5% 10.6% 7.4% 7.5% 7.7% 5.8% 4.3% 4.1%

Best return 30.0% 31.3% 43.4% 19.2% 19.3% 15.8% 8.8% 27.1%

Worst return -33.7% -20.7% -37.7% -12.3% -4.8% -2.0% 0.6% -35.7%

No. of negative years 2 2 4 2 2 1 0 5

Mean 12.5% 11.2% 9.0% 7.8% 7.9% 5.9% 4.3% 5.3%

Historical volatility 11.6% 10.3% 16.0% 6.0% 9.5% 3.1% 0.7% 13.3%

Source: Bloomberg, Craigs Investment Partners. The performance figures shown are compound returns in NZ dollars and are before fees. The PWR balanced portfolio performance 
assumes that net dividends are reinvested and that the portfolio is rebalanced to original weightings at the end of each month. The 90 day Bank Bill has been used as a proxy for the 
portfolio’s cash exposure while NZ Govt Bonds (5yr) has been used as a proxy for the portfolio’s bond exposure. Indices used include; New Zealand cash – NZX NZ Gross Returns 90 
Day Bank Bills, New Zealand fixed income – SPX/NZX NZ Government Bond Index, New Zealand house prices – REINZ Median House Price, New Zealand shares – S&P/NZX All Gross 
Index, New Zealand listed property – S&P/NZX Real Estate Gross Index, Australian shares - All Ords Accumulation Index, International shares - MSCI All Country World Gross Index. 

Returns from a range of assets and the Private Wealth Research balanced portfolio 2001 - 2020
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Volatility is one method of measuring the risk of the various investments

KEY:  Historical annualised standard deviation   Historical annual return

Source: Bloomberg, Craigs Investment Partners. Analysis period January 2001 - December 2020.  
Note: The returns from International shares and Australian shares have been negatively impacted  
by a strong NZ dollar during the period covered in this chart.
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In the investment world, risk can 
assume many guises; be it the risk 
posed by inflation silently eroding 
the spending power of savings, 
to the fluctuation in the value of 
an investment over time (either 
positive or negative) due to market 
movements, changes in interest or 
exchange rates, or the permanent 
loss of capital due to credit risk. It is 
therefore important to understand 
the different risks relating to investing, 
how they vary across (and within) 
asset classes and the opportunities 
provided by spreading investment 
across a range of asset classes, 
regions, sectors and securities.

While there is no one perfect 
measure that encapsulates all the 
risks related to investing, one method 
of measuring investment risk (the 
fluctuation in the capital value of an 
investment over time) is by comparing 
the volatility, or standard deviation, 
of one asset class against another. 
Generally speaking, the more certain 
an investment’s return, the lower the 
investment risk, or variation from the 
expected return. As illustrated in the 
adjacent chart, cash and fixed income, 
which typically provide known income 
streams, are lower risk investments 
than property and shares (where both 
income streams and capital value can 
vary over time), although the trade off 
for this degree of certainty is typically 
a lower potential return. 

Investment risk
When it comes to investing, risk and return go hand in hand. 
Understanding risk and determining what level of risk you are 
comfortable with are important parts of the investment decision.

Risk / reward Indicator

Risk 
classification

Annualised  
standard deviation

Risk 
indicator

1 0.0% - 0.5%
Low  Typically lower rewards, lower risk

2 0.5% - 2.0%

3 2.0% - 5.0%
Medium

4 5.0% - 10.0%

5 10.0% - 15.0%

High  Typically higher rewards, higher risk6 15.0% - 25.0%

7 25.0% +

Source: Committee Of European Securities Regulators.
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It is, however, important to remember 
that even lower risk assets such as 
cash (term deposits) or government 
bonds are not risk free. While the 
capital value of these assets may 
not fluctuate to the same degree as 
shares (see adjacent chart), investors 
can face large swings in the income 
stream provided by these assets. 

An example of this volatility occurred 
in June 2008 where, in the space 
of nine months, the six-month term 
deposit rate more than halved, falling 
from 8.45%pa to 3.67%pa. An investor 
who had enjoyed an income stream 
of around 8.0%pa on their investment 
would have seen their income stream 
fall 56.6% to around 3.5%pa by the 
end of this period. 

In comparison, equities, which are 
subject to larger swings in their 
underlying capital value, have tended 
to provide more resilient income 
streams; the income stream provided 
by an evenly weighted portfolio of 10 
New Zealand companies fell by just 
2.7% over the 2008 – 2009 period.

Last year was also notable for a sharp 
decline in dividends. The 13% fall from 
this theoretical portfolio came in the 
wake of the COVID-19 pandemic, 
which saw numerous companies 
reduce, suspend or temporarily  
cut dividends.

Importantly, we should point out that 
in most cases, this was a voluntary 
decision that businesses made due  
to the extreme uncertainty around  
the outlook at that time. We believe 
this was a sensible, prudent approach, 
and one which also reduced any 
possibility of fresh capital being 
required.

With the worst of the pandemic behind 
us, and the economy returning to 
a more normal state, we have seen 
dividends reinstated this year and 
many have even started growing again. 
This is reflected by the bar on the far 
right of the chart, which is based on 
our forecasts for dividends during 
2021.

Annual return of government bonds and New Zealand equities

KEY:  NZ govt bonds   NZ equities

Source: Bloomberg, Craigs Investment Partners.
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Any investment involves a degree of risk

KEY:   6 month term deposit rate

Source: Reserve Bank of New Zealand, Craigs Investment Partners.
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Focus on dividends, not share prices

KEY:  Dividends per share (gross)    Capital value of portfolio (RHS)

Source: Iress, Craigs Investment Partners. The value of $10,000 invested in an equally weighted 10 stock portfolio 
comprising AIA, CEN, EBO, FPH, FBU, MFT, POT, RYM, TPW, WHS. Calendar year end prices have been used in 
calculations.
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Over 2007/09, the portfolio fell 24% but  
the annual dividend fell by just 3%.

In the space of nine months the return  
earned on cash more than halved.

The fluctuation in the capital value of a bond is 
much lower than that of equities.

Asset allocation guide 20216 / 



Another consideration when 
determining the allocation to low 
risk income assets (cash and fixed 
income) versus higher risk growth 
assets (shares and property) is 
inflation. While a key advantage of 
income assets such as cash and fixed 
income is known cash flows (interest 
payments, return of capital), the major 
disadvantage is the erosion of capital 
over time due to inflation. 

The impact inflation can have on the 
spending power of money is often 
overlooked by investors as it is not as 
immediately obvious as the potential 
impact of volatility on equity values. 

However, the impact of inflation 
on the value of savings can be 
devastating over time. Averaging 
5.7%pa since 1967, inflation has 
eroded the purchasing power of 
$1,000 by a whopping 95.3%. To 
think of it another way, to buy the 
same amount of goods $1,000 would 
have bought in 1967, you would need 
$19,333 today. Similarly, the spending 
power of $1,000 invested entirely 
in bank deposits would also have 
failed to keep pace with inflation 
over this period. Equities have been 
the only asset class that has not only 
protected the spending power of an 
investor’s capital over time but has 
also provided growth in income and 
accumulation of wealth in real terms 
(i.e. after inflation). 

The impact of inflation may not be immediately obvious but it consistently 
erodes the purchasing power of savings

KEY:  Spending power of $1,000 tucked under mattress

Source: Bloomberg, Craigs Investment Partners.
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Own shares to help protect the spending power of capital from being 
eroded by inflation

Source: Reserve Bank of New Zealand, Bloomberg, Craigs Investment Partners. Share returns are calculated using  
the Barclays Capital Index form prior to 1986 and the NZSE Gross Index from 1986 to current. This index excluded 
dividends up to 1986, included gross dividends from 1987 to 2000 and net dividends since then – on balance it includes 
dividends reinvested net of tax. The six month term deposit rate was sourced from the RBNZ, tax has been deducted 
from interest at a rate of 30% and interest has been compounded. Inflation has been calculated using CPI data.
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The annualised dispersion of returns converges towards the expected 
return as the investment horizon lengthens

KEY:   Volatility of expected returns over 20 years   Expected long-term return

Source: Mercer, Craigs Investment Partners forecasts. Scenario based on PWR balanced portfolio with an expected 
return of 4.5% and a standard deviation of 10%. The upper and lower bounds are based on a 95% confidence interval.
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The volatility associated with 
investing in equities should not 
always be thought of as negative 
and, depending on an investor’s time 
frame, can be put to work to their 
advantage. One such advantage is 
the prospect for real long-term capital 
growth. While in the short-term the 
volatility of equities may outweigh the 
expected return, this changes as the 
time horizon lengthens, making time 

Time is a great mitigator of the downside risk posed by volatility

New Zealand shares: January 1967 - current

1 year rolling 
holding period 

return (%pa)

5 year rolling 
holding period 
returns (%pa)

10 year rolling 
holding period  
returns (%pa)

Highest return 124.2% 42.9% 29.2%

Lowest return -49.2% -14.6% 0.3%

Total return 10.10% 10.10% 10.10%

Number of periods with negative returns 140 100 0

Number of periods with positive returns 496 488 528

Percentage of periods with positive returns 78.0% 83.0% 100.0%

Source: Bloomberg, Craigs Investment Partners.

a great mitigator of the downside risk 
posed by volatility. The longer the 
investment time horizon (including 
both the years to and throughout 
retirement), the greater the 
opportunity for good years to offset 
bad years, thereby narrowing the 
range of compound annual returns 
towards the long-run expected 
return. 
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However, investors also need to be 
aware that the range of total return 
diverges from the expected total 
return as the investment horizon 
expands. So while it is less likely that 
a portfolio invested for the long-
term will lose money compared to 
a portfolio invested over a shorter 
horizon, the magnitude of potential 
variation from the expected total 
return increases with the duration of 
a portfolio’s investment horizon. An 
example of this can be seen in the 
adjacent graph.

Nevertheless, investors with longer 
investment horizons whose future 
wealth is not wholly reliant on 
investment returns (for example they 
are still working) will typically hold 
a higher allocation to growth assets 
(bearing in mind that the frequency 
of periods of negative returns is also 
likely to increase). 

One of the easiest ways to reduce risk 
associated with investing is to hold 
a diversified portfolio of assets. The 
particular allocation to income and 
growth assets will vary from person 
to person and will be dependent, 
among other things, on an individual’s 
income requirements, investment 
time horizon and tolerance for risk. 
As can be seen in the adjacent chart, 
by combining a mix of income and 
growth assets in a portfolio investors 
can significantly reduce volatility, 
while also lifting the potential for real 
long-term capital growth. 

Combining a mix of the different asset classes in a portfolio can provide 
much smoother returns to investors over the long-term

KEY:     Historical annualised standard deviation of different asset classes 
 Historical annualised standard deviation of five strategic portfolios

 

Source: Bloomberg, Craigs Investment Partners. Historical volatility of major asset classes  
January 2000 – December 2020.
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As the investment time horizon lengthens, so too does the magnitude  
of your potential loss

KEY:     Low total return   Expected total return   High total return

 

Source: Mercer, Craigs Investment Partners forecasts. Scenario based on NZ$100,000 invested in the PWR balanced 
portfolio with an expected return of 4.5% and a standard deviation of 10%. The upper and lower bounds are based on a 
95% confidence interval.
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Portfolio establishment process
It is helpful to work through a logical process when designing and 
putting in place a portfolio, beginning with deciding what you are 
trying to achieve financially. This goal setting is absolutely vital to 
ensuring you invest in a way that best suits your circumstances  
and objectives. 
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1

Establish your goals and 
identify your financial needs

We work with you to identify your 
financial objectives. This involves an 
analysis of your financial situation, 
your tolerance for risk and a 
consideration of your short and long-
term investment goals. Some issues 
to consider include:

Time horizon – How long are you 
investing for? This includes the years 
to, and throughout retirement.

 Income – Are you requiring a steady 
income stream or are you still working 
which means your requirement for 
income at this stage is lower? 

Liquidity – Ability to convert 
investment to cash promptly. Listed 
assets are inherently more liquid than 
unlisted assets.

Safety – How much investment risk 
are you willing to tolerate?

Growth – Growth in income and 
capital provides protection against 
inflation.

Tax – Always considered but never 
allowed to drive investment decisions.

Set your asset allocation 

After setting objectives, we then 
decide on an asset allocation that we 
believe best matches your objectives 
and aligns with your risk tolerance. 
Asset allocation refers to the process 
of determining what portion of a 
portfolio should be invested into 
income assets (cash, fixed income) 
and growth assets (shares, property) 
in order to meet your goals and risk 
tolerance. Selecting the appropriate 
asset allocation for you is a critical 
decision as it will largely determine 
the risk and return profile of your 
portfolio.

3

Formulate an Investment Policy 
Statement

The next step is establishing an 
Investment Policy Statement (IPS) 
that formalises your goals and 
asset allocation. It will also outline 
the policies and guidelines for how 
your portfolio is to be invested and 
covers issues like the sort of assets 
the portfolio will own, the need for 
liquidity, the emphasis on income 
relative to growth, and how risk will be 
managed.

2 
Set your asset 

allocation

3 
Formulate an  

Investment Policy  
Statement 

4 
Select your  
investments 

5 
Implement  

the portfolio

1 
Establish your  

goals and identify  
your financial needs

6
Review and  

monitor the portfolio  
and performance

Our six steps  
to establishing  
and managing  

your investment  
portfolio

2
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Select your investments

With the asset allocation 
framework in place, we then make 
recommendations on the specific 
investments that will be held 
within each asset class. We believe 
portfolios should be well diversified 
and invested in high quality assets, 
whether fixed income or shares. 

Some of the attributes we look for 
when identifying a quality company 
include: 

•  A strong market position and 
sustainable competitive advantage; 

•  A track record of earnings and 
dividend per share growth; 

•  Potential to generate earnings 
growth; 

•  A history of shareholder friendly 
corporate governance;

•  Strong financial position with 
prudent debt levels; 

•  A highly profitable and cash 
generative business model; and 

•  A well performed and highly 
regarded management team. 

We draw on our research expertise 
to develop portfolios of direct stocks 
across New Zealand, Australia and 
international markets, together with 
the use of listed investment trusts and 
index funds.

The main assets and investments we 
recommend include:

Cash – Money at the bank including 
bank term deposits out to 90 days.

Fixed income – Fixed income 
investments encompass a range of 
products that are intended to provide 
investors with regular payments 
of interest and capital repaid on 
maturity. Fixed income securities 
or bonds are typically issued by 
government, local authorities and 
companies (including banks). We 
include bank term deposits longer 
than 90 days in this asset class.

Shares or equities – Shares provide 
investors with part ownership 
of businesses, the long-term 
performance of which are linked to 
economic growth. In general, shares 
are higher risk investments than cash 
and high quality fixed income and 
returns are more volatile. However, 

4

they tend to provide superior returns 
over the long-term. 

Property – We access property 
through listed property vehicles 
(which provide an exposure to 
the underlying property assets) 
rather than directly. In our view, 
listed property vehicles provide 
superior liquidity, transparency and 
diversification compared with direct 
property investment.

For further information on these 
asset classes, please refer to The 
characteristics of each asset class  
on pages 20-23.

Implement the portfolio

Given the natural oscillation of 
markets, trying to pick the best time 
to invest is very difficult. We therefore 
believe it is absolutely critical to 
not only diversify investments, but 
also diversify time by purchasing 
investments in instalments and 
allocating funds to markets over a 
period of time. A staged approach like 
this is important as it reduces market-
timing risk.

5
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Our role as adviser  
and portfolio  
manager
As investment adviser and portfolio 
manager, we will co-ordinate the 
investment of the portfolio and 
assist in developing and monitoring 
investment policies, evaluate the 
performance of the portfolio, and 
provide research, advice and market 
information.

Craigs Investment Partners will also 
endeavour to:

•  Develop an investment strategy 
suitable for you;

•  Document and update as required 
the Investment Policy Statement 
(IPS);

•  Manage the portfolio in line with 
this IPS; and

•  Monitor and report on your 
portfolio regularly.

Review and monitor the 
portfolio and performance

Once in place, it is important 
that portfolios be monitored and 
reviewed on a regular basis. Markets 
are dynamic and at times it can be 
timely to adjust portfolios, either 
to take advantage of specific 
opportunities, reduce risk, or to 
adjust the portfolio if investment 
fundamentals change.

Rebalancing is a key part of the 
monitoring process. Rebalancing 
involves keeping the portfolio’s asset 
mix in line with your initial or target 
asset allocation. A portfolio that 
strays too far from your intended 
asset allocation may have a different 
risk profile than you expect, or would 
be comfortable with. Rebalancing 
can be easily achieved by reducing 
the exposure to assets that have 
grown beyond their intended 
weighting, and using the proceeds to 
buy those assets that have become 
under-weighted. 

6 The Client/Authorised 
person’s role in the 
investment process
We work alongside our clients and 
believe they too have an important 
role to play in the management of 
their portfolio. The most important 
elements that clients should 
contribute to the investment process 
are:

•  Work together with us to develop 
the IPS, including the investment 
objectives;

•  Ensure that you are comfortable 
with the risk of your portfolio;

•  Consider and respond to our 
recommendations;

•  Provide feedback on any issues or 
aspects of any recommendations 
you would like clarified, reviewed or 
altered; and

•  Advise of any changes in your 
personal circumstances that could 
warrant a review of your investment 
objectives or portfolio. 
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Our investment philosophy
The core elements of our investment philosophy and approach are: 
1) a focus on quality across all asset classes; 2) building a portfolio 
that generates income today and income growth over time; 3) a 
conservative approach to risk management; and 4) a recognition of  
the paramount importance of careful and broad diversification.
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Core investment philosophies

1) Diversification. We believe a 
diversified portfolio of high-quality 
direct investments provides the best 
risk-adjusted returns over the long-
term, as well as liquidity and income.

2) Income. Subject to growth 
requirements, we build portfolios 
that generate income, and also aim 
to deliver income-growth over the 
long-term.

3) Risk management. Subject to 
each client’s particular objectives, 
our primary goals are to mitigate risk, 
protect capital, and grow both the 
capital and income by at least the rate 
of inflation over the long-term.

4) Research. We have a strong 
research focus and our advice is 
based on our in-house research.

5) Disciplined approach. We 
recommend clients put together an 
Investment Policy Statement (IPS) 
with their adviser that details their 
investment objectives and how the 
portfolio will be invested. An IPS can 
be a very helpful reference point or 
‘roadmap’, as it provides guidelines 
and a framework for how the portfolio 
is invested and monitored.

Key investing beliefs behind our 
philosophy

1) Portfolios should generate 
income. We believe a portfolio should 
generate a reasonable and reliable 
income stream from interest and 
dividends.

2) Inflation protection should be a 
key objective. A portfolio’s dividend 
income stream and capital value 
should grow at a rate at least in line 
with inflation, if possible.

3) International assets are an 
important component of a portfolio. 
New Zealand’s domestic markets are 
small and our economy and currency 
are relatively fragile by international 
standards. To provide diversification 
away from New Zealand, it is 
prudent to include an allocation to 
international equities in a portfolio.

4) The primary role of fixed income 
is to provide security of capital 
and income. We regard fixed 
income as the bedrock of a portfolio 
that provides a buffer against the 
inevitable periods of volatility in 
markets, and a source of reliable 

income. Because of this, we generally 
prefer to take risk within equities 
(where investors share in any upside), 
and not in fixed income where our 
primary concern is the return of 
capital and certainty of distributions 
over the life of the instrument.

5) The primary role of equities 
and property is to provide growth. 
Equities and property are termed 
‘growth’ assets. They are higher risk 
than fixed income but they offer the 
potential for higher returns and are 
best placed to provide protection 
against inflation.

6) ‘Quality at a reasonable price’ 
(QARP) should be a core framework 
when selecting investments. 
Investments with high quality 
characteristics, purchased at 
reasonable prices, have the potential 
to provide the best risk-adjusted long-
term returns. 
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Our investment process and  
research resources
Craigs Investment Partners is one of the largest investment advisory 
firms in New Zealand. We direct significant resources to investment 
portfolio research and analysis, with the goal of optimising portfolios 
for New Zealand based investors. 

Craigs’ investment committee is a 
key component of the firm’s research 
process and works closely with the 
PWR team. This committee reviews 
and oversees the PWR portfolios, 
asset allocation recommendations 
and key publications. 

The five strategic portfolios 
outlined in our asset allocation 
recommendations have been put 
together by our research team and 
investment committee and we believe 
they are the most effective mix of 
assets to meet a range of different 
income and growth requirements 
and risk tolerances. The structure 
of each of PWR’s five strategic 
portfolios is based on our analysis 
of historic relationships between 
the different asset classes over 
varying time frames and cycles, our 
assumptions regarding the long-term 

characteristics of each asset class, 
and our view on what mix of income 
and growth assets is most appropriate 
to meet the varying objectives and 
range of risk tolerances. 

Research resources
Craigs have a dedicated Private 
Wealth Research (PWR) and fixed 
income team of 16 staff. These 
teams work closely together and are 
responsible for providing research 
and advice on portfolio strategy, asset 
allocation, portfolio construction, 
market conditions and security 
selection. Our investment decisions 
are based on the assumption of a 
high quality portfolio invested for the 
long-term. 

In addition, Craigs has an institutional 
equity research team based in 
Auckland. Together, our analysts 
undertake research on a wide range 
of local and international companies, 
funds and fixed income securities.  
Our affiliations with international 
partners also enable us to offer 
further economic and equities 
research insights, with extensive 
coverage of international markets. 
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Investment process

Building a fixed income 
portfolio

The key to investing in fixed income 
securities is having confidence 
regarding the return of capital 
and certainty of receiving interest 
coupons on the due date. A fixed 
income portfolio usually comprises 
negotiable fixed income securities 
(bonds) and bank term deposits 
greater than 90 days. One of the 
purposes of including fixed income 
securities in a portfolio is to provide 
regular income payments (semi-
annually or quarterly) and to lower the 
risk (volatility) of the entire portfolio. 
As such, a ‘safety first’ mantra should 
be adopted when investing in fixed 
income. 

Your fixed income portfolio 
should be reliable and safe. 
Security should be put ahead 
of return when building a fixed 
income portfolio.

We classify fixed income 
securities under one of our three 
portfolio positioning ratings; Core, 
Supplementary or Niche. These 
classifications are based primarily on 
risk. As a guideline we recommend at 
least 60% should be invested in Core 
securities, which are both high quality 
and relatively liquid senior bonds.

Below we outline some of the issues 
to consider when building a bond 
portfolio and how we seek to mitigate 
risk. 

Credit risk. Credit risk is the risk that 
an issuer of deposits, bonds or other 
fixed income securities falls into 
financial difficulty and is unable to 
pay the interest when due or to repay 
your capital. 

In our view, minimising credit risk 
is the most important element to 
consider when selecting bonds. 
Credit risk is also known as default 
risk. Bonds issued by corporates 
have a higher risk of default than the 
Government. For this reason credit 
risk is important to assess when 
investing in corporate bonds. 

One way we can lower the credit risk 
is to use credit ratings produced by 
reputable international credit rating 
agencies and weight portfolios to 
higher quality securities. While a 
higher credit rating (AAA or AA) 
does not remove all risk, you can be 
more confident that a company with 
a strong credit rating is less likely to 
default than a lower rated company. 

Our investment policy strongly 
recommends fixed income be heavily 
weighted towards the higher end of 
the credit spectrum to minimise the 

risk of loss of capital. Another way of 
reducing risk is to ensure the bonds 
are well diversified across issuers 
(financial and non-financial). 

However, there are an increasing 
number of securities that are loosely 
classified as ‘fixed income’ yet have 
a very different risk profile to that 
of the issuer (and senior bonds). 
For instance, the instruments may 
be subordinated, perpetual, have 
unknown repayment dates or the 
ability for the principal to be written 
off. Our preference is to invest mostly 
in unsubordinated (senior) debt 
obligations of an issuer as generally 
these instruments will have lower 
credit risk and better liquidity. 

Liquidity risk. This describes the 
ability to be able to buy and sell 
a fixed income security in the 
secondary market in a timely fashion 
at a fair price. 

The most liquid securities are issued 
by the Government and New Zealand 
Local Government Finance Authority. 
These enjoy the highest domestic 
Issuer Credit Rating of AA+ (S&P) and 
in aggregate there are over NZ$142bn 
on issue. The volume of all other 
retail bonds on issue in the domestic 
market is much smaller at cNZ$29bn 
and comprises many small issues. 
The securities we have classified as 
Core (all investment grade, senior and 
unsubordinated) are traded by banks 
and institutional investors as well 
as NZX Firms. These securities are 
relatively liquid. 
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In addition to those bonds classified 
as Core, there are a number of retail 
fixed income securities that are, for 
various reasons, less reliable with 
respect to liquidity. This includes, but 
isn’t restricted to, bonds with credit 
ratings below investment grade or 
unrated and/or subordinated bonds. 
These tend to be more complex 
and there is a smaller investor pool 
which results in a lower level of 
liquidity and wider spreads between 
the bid and offer. Consequently, 
these securities are assigned as 
Supplementary or Niche with lower 
recommended weightings per 
security and in aggregate. In general 
terms, we recommend at least 60% 
of a portfolio be invested in Core 
securities, with Supplementary 
instruments representing no more 
than 40% of a bond portfolio, and 
Niche no more than 20% of a bond 
portfolio. 

Senior bonds and highly rated 
securities tend to have higher levels 
of liquidity and investing the bulk of a 
fixed income portfolio in these sorts 
of investments is the best way of 
managing liquidity risk.

Reinvestment risk. This is the risk 
that proceeds from the payment of 
principal and interest might have 
to be reinvested at a lower interest 
rate than the current investment. 
The key to reducing interest rate risk 
is to spread maturities and interest 
rate resets so, in any given year, you 
are only exposed to a small part of 
your portfolio maturing or having 
interest rates reset. This is known as 
‘laddering’ and provides more stable 
and known flows of income.

Building a share portfolio

With numerous research and 
historical evidence supporting a focus 
on ‘quality’ shares (those that have 
a solid business, strong finances, a 
track record of growing dividends 
and strong leadership), we believe the 
core of a portfolio should be invested 
in high quality blue-chip shares. 

One of the most important features 
of quality companies is that they are 
cash machines. Cash is like oxygen to 
a company, and quality companies 
typically generate high levels of 
operating cash flow and, over the 
long-term, have tended to be less 
volatile and provide higher returns.

When selecting individual shares and 
building a share portfolio, we take 
into account each client’s need for 
income and growth, their risk profile 
and the characteristics of their other 
portfolio holdings. Portfolios should 
be diversified and comprise a range 
of different companies operating 
in different sectors, industries and 
markets (both local and overseas). 
While it should be focused on quality 
companies, it should also have a mix 
of different types of shares, including 
growth, value, income, cyclical and 
defensive shares. 

As well as being diversified, a 
portfolio should generate an income 
stream that, over time, grows at a rate 
that at least matches inflation in order 
to protect the real spending power 
of your savings. A sustainable and 
growing income stream acts as an 
airbag during periods of volatility and 
will help you sit through the inevitable 
ups and downs that come with 
investing in growth assets.

Cash is like oxygen to a 
company. Quality companies 
typically generate high levels 
of operating cash flow and, 
over the long-term, have 
tended to be less volatile and 
provide higher returns. 

As with fixed income, we classify 
shares under one of our three 
portfolio positioning ratings; Core, 
Supplementary or Niche. These 
classifications are based primarily on 
risk. Stocks that we believe are more 
defensive, less volatile and lower risk 
are classified as Core. The next tier is 
rated Supplementary and the higher-
risk stocks are classified as Niche. 
The terms reflect our view on the role 
each stock should play in a portfolio 
and signal how much of a portfolio 
should be invested in a particular 
stock. Stocks rated Core should be 
the most significant holdings in a 
portfolio while stocks rated Niche 
should represent a much smaller 
proportion of a portfolio. In general 
terms, we recommend around 70% 
of a portfolio be invested in stocks 
rated Core, with Supplementary-rated 
stocks representing 20% to 30%,  
and Niche no more than 10% of a 
portfolio. 
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Asset class Role Risks Returns Investment parameters

A balanced 
portfolio

The role of a balanced 
portfolio is to provide 
investors with a diversified 
exposure to financial markets. 
Historical evidence shows 
that a balanced portfolio 
provides the most effective 
trade-off between risk 
and return. In addition, our 
emphasis on investing in 
listed assets provides an 
additional degree of liquidity. 

Any investment involves 
a degree of risk, and a 
balanced portfolio is no 
exception. Although the 
diversification offered by 
a balanced portfolio helps 
mitigate risk, returns will 
still be influenced by the 
performance and volatility of 
financial markets, and losses 
can occur at times. As well as 
this market risk, the varying 
performance of underlying 
individual investments will 
also influence returns. 

Some of the key risks faced 
by investors include market 
declines, changes in interest 
rates, inflation, currency 
movements and security 
specific risk. A portfolio’s 
relative exposure to these 
risks will be determined by 
the nature of the securities 
held and the asset allocation 
settings. 

Given balanced portfolios 
are an amalgam of various 
asset classes, returns have 
historically tended to average 
between those from fixed 
income and growth assets 
such as shares and property. 
In a nominal sense, this has 
implied average annual 
returns of between 6% and 
8%pa (pre tax and fees) over 
the longer-term, depending 
on the portfolio’s mix of 
income and growth assets. 

Maintain a broad exposure to 
the different asset classes.

Ensure portfolios are not only 
diversified by region but also 
by sector and issuer.

Include a mix of income and 
growth assets, with a focus 
on high quality companies 
with the ability to grow 
earnings and dividends to 
investors over time. We 
would expect a balanced 
portfolio to hold at least the 
minimum recommended 
exposure to Core rated 
securities (70% equities, 60% 
fixed income).

Quality stocks tend to be less 
volatile and more resilient 
during market falls than 
riskier, lower quality stocks. 

Cash 
(includes 
bank term 
deposits out  
to 90 days)

The role of cash is to provide 
a liquid investment that earns 
interest income. Security of 
capital is very important. 

Inflation – Erosion of the real 
value of cash holdings by 
inflation is a significant risk. 
If the inflation rate is higher 
than the nominal interest rate 
received, then the real value 
of cash is reducing. 

Falling interest rates – 
Cash returns will rise if 
interest rates rise, but will 
fall if interest rates fall. For 
example, if interest rates fall 
from 6% to 3%, the income an 
investor in cash will receive 
will halve. 

Currency risk – Any cash 
holdings in foreign currencies 
will be subject to movements 
in the New Zealand dollar 
relative to the currency held. 

Returns will be closely 
linked to the level of short-
term interest rates. Cash 
investments provide no 
capital growth and all returns 
come from interest. After 
allowing for tax, returns 
will only modestly exceed 
inflation (0.5% to 1.0%pa). 

Hold sufficient funds in cash 
and short-term deposits 
(up to 90 days) to meet any 
short-term commitments/
expenses and for unexpected 
emergencies.

The characteristics of each  
asset class
Below we highlight the key characteristics of each of the  
asset classes referred to in this publication. 
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Asset class Role Risks Returns Investment parameters

New Zealand 
fixed income

The key purposes of fixed 
income (or bonds) in a 
portfolio are to provide 
known income payments, 
security of capital and to 
lower the risk (volatility) of 
the entire portfolio. 

We believe it is important to 
invest in a laddered portfolio 
(see page 19 for a description 
of laddering) of high quality 
fixed income securities 
across a range of maturities 
and issuers. 

Inflation – As fixed income 
investments, bonds are 
susceptible to rising inflation. 

Rising interest rates – 
Increasing interest rates 
will result in a decline in 
the capital value of existing 
bonds. 

Credit risk – Fixed income 
investors are dependent 
entirely on the credit quality 
of the issuer. An issuer that 
falls into financial difficulty 
can result in a permanent loss 
of capital for bond investors. 
Government bonds have a 
higher credit quality than 
corporate bonds, but yields 
on these bonds are lower as 
a result. 

Structure – Some bonds are 
subordinated, perpetual or 
have equity characteristics. 
All of these issues raise the 
risk profile of these fixed 
income securities. 

Liquidity – The New Zealand 
bond market can be illiquid, 
meaning if you need to sell 
then you may be unable to 
exit your position in a timely 
manner and may have to 
accept a lower price.

Returns will be largely 
determined by the level of 
longer-term interest rates. 
Interest payments from 
bonds are called coupons 
and these are paid semi-
annually or quarterly during 
the life of the instrument. 
Unlike cash, bonds can 
provide gains (or losses) on 
the original capital invested 
if the bonds are sold prior 
to maturity. Returns from 
bonds should normally be 
expected to exceed cash by 
1.0% to 3.0%pa. Returns will 
vary depending on the credit 
quality, subordination and 
term of each bond.

Fixed income securities 
should generally be held to 
maturity to minimise costs.

The fixed income portfolio 
should be laddered across 
a range of securities with 
varying maturity dates to 
minimise interest rate risk.

No single security or issuer 
should represent an excessive 
proportion of the portfolio. 

At least 60% of the portfolio 
should be invested in high 
quality bonds classified as 
Core in an effort to minimise 
credit risk.

Also categorised as fixed 
income are a range of other 
instruments, including 
subordinated bonds, and 
hybrids such as capital 
notes, capital bonds and 
preference shares. These are 
classified as Supplementary 
and Niche and should 
together represent a smaller 
proportion of a portfolio.

International 
fixed income 
(hedged)

For larger portfolios, 
investors may wish to add 
an allocation to international 
bonds (up to a maximum 
of 25% of the allocation to 
fixed income). Given our view 
of fixed income as a source 
of stability in portfolios, 
international bond exposures 
should be fully hedged back 
to New Zealand dollars.

Inflation, interest rates, 
credit risk, structure and 
liquidity – International fixed 
income (hedged) faces the 
same risks as New Zealand 
fixed income in terms of 
inflation, interest rates, credit 
risk, structure and liquidity. 

Currency/hedging risk – The 
addition of international 
bonds introduces an 
additional source of risk 
into the portfolio – currency 
risk. While hedging seeks 
to minimise the impact of 
currency movements on 
returns, it is important to 
note that hedging is not 
perfect - it aims to reduce, 
not eliminate, currency risk 
and mismatches can occur.

Returns will reflect the 
prevailing interest rate of 
the country in which the 
international bond is issued. 
In addition, a hedging 
premium/cost - in essence 
the difference between 
short-term interest rates in 
the domestic (or hedged) 
currency and foreign (or 
base) currency – will be 
added to the international 
bond return.

Larger portfolios that may be 
unable to achieve adequate 
diversification in New 
Zealand may wish to consider 
an exposure to international 
bonds (hedged). 

We recommend a maximum 
of 25% of a portfolio’s total 
allocation to fixed income 
be invested in international 
bonds (hedged).

Focus on high quality 
international fixed income 
funds hedged back to New 
Zealand dollars.
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Asset class Role Risks Returns Investment parameters

New Zealand 
equities 

The primary goal of equities 
in a portfolio is to provide 
growth (in both capital and 
income) and a source of 
current income. Investing 
in shares is about buying 
companies that generate 
income from dividends that is 
both sustainable and has the 
potential to grow over time.

It is the growth aspect that 
should provide protection, 
or a hedge, against inflation 
over the long-term. 

We believe the best risk-
adjusted returns come from 
holdings in quality companies 
purchased at reasonable 
prices. 

Share price volatility – Share 
prices can be extremely 
volatile. During the global 
financial crisis many markets 
fell 40-50% and a number of 
individual stocks fell by 80% 
or more. 

Stock specific risk – 
Individual stocks can be 
volatile. Any stock can deliver 
a loss of 100%, although 
this risk is more acute 
with smaller companies, 
companies with weak 
balance sheets and those 
operating in high-risk sectors. 
The best protection against 
this stock specific risk is 
diversification across a range 
of stocks, sectors, styles and 
market caps. 

Regulatory risk – Many 
New Zealand companies, 
particularly in the utilities and 
infrastructure sectors, face 
a high degree of regulatory 
risk which sees returns on 
investment capped.

Dividend cuts – We invest 
core portfolios in blue-chip 
companies that provide 
solid dividends. However, 
dividends are not fixed 
and can be reduced or cut 
completely if the company 
runs into financial difficulty. 

The total return from shares 
is made up of dividend 
income and capital gains. 
Not all companies pay 
dividends, but on average, 
dividends provide a return of 
around 3% to 6% a year. On 
top of this dividend return, 
shares also provide capital 
gains. This capital gain 
comes from an increase in 
the company’s share price, 
which itself is driven by the 
company’s performance in 
terms of growing profits 
and dividends. This growth 
aspect, which cash and 
bonds do not offer, means 
equities offer the best 
potential for inflation 
protection. 

The portfolio should be 
diversified across a range of 
sectors and company names.

The core of the portfolio 
should be held in large cap 
stocks. Smaller companies 
and lower quality stocks 
should represent a smaller 
proportion of the portfolio. 

Stocks are purchased to 
access current and future 
dividend streams and with 
the intention of being held 
for the long-term (seven 
years plus). Turnover should 
be kept to a minimum to 
minimise costs and market 
timing risk.

Australian 
and 
international 
equities

International shares deliver 
an important element of 
diversification to portfolios 
as they provide exposure to 
overseas markets, economies 
and currencies, and, 
importantly, diversification 
away from New Zealand. 

We access international 
shares through investments 
in direct stocks, listed 
investment trusts and index 
funds. Unless international 
positions are substantial, we 
generally do not recommend 
hedging exposures as this 
would dilute one of the 
key reasons for investing 
overseas, which is a decrease 
in exposure to New Zealand 
centric risks/assets.

Currency – The value of a 
international equity portfolio 
will fall if the New Zealand 
dollar rises. The New Zealand 
dollar can be extremely 
volatile and a rising dollar 
can erode the value of an 
overseas equity portfolio in 
New Zealand dollar terms. 
Investors with portfolios 
that are heavily weighted to 
overseas assets may want to 
consider currency hedging. 

Stock specific risk, volatility 
and dividend cuts – The 
same issues apply to 
overseas equities as New 
Zealand equities in terms of 
volatility, stock specific risk 
and dividend cuts.

Overseas equities are like 
New Zealand equities in 
that returns come from 
dividend income and capital 
gains. However, currency 
movements also contribute 
to the total return on 
overseas equities.

The international equity 
portfolio should be 
diversified across a range 
of funds to obtain adequate 
diversification. Direct stocks 
can then be added as desired 
around this portfolio. 

It should also include a range 
of investment managers, be 
geographically diversified 
and hold a range of sectors. 

While yields available in 
international markets are 
typically lower than in New 
Zealand, favour companies 
paying sustainable and 
growing dividends as, while 
yields are low, international 
companies typically offer the 
potential for higher levels of 
dividend growth over time.
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Asset class Role Risks Returns Investment parameters

Listed 
property

Property is an important 
sector of the New Zealand 
equity market, providing 
attractive yields to investors. 

While we have elected to 
show property as a separate 
asset class, given its close 
correlation with equities 
it is more appropriate to 
regard listed property as just 
another sector (like utilities, 
healthcare or telecoms) 
within the equity part of a 
portfolio.

Stock specific risk and 
dividend cuts – The same 
issues apply to listed 
property as New Zealand and 
international equities in terms 
of stock specific risks and 
dividend cuts.

Volatility – While at times 
listed property has exhibited 
lower levels of price volatility 
than the broader equity 
market, during periods of 
severe market stress volatility 
tends to mirror that of the 
broader market.

Listed property is like New 
Zealand and overseas 
equities in that returns 
come from dividend income 
and capital gains. Currency 
movements will also 
contribute to the total return 
for any international listed 
property companies held.

A diversified range of listed 
property vehicles, both local 
and international should be 
held in the portfolio.

Focus on internally managed 
vehicles with a track record 
of lifting distributions to 
shareholders.

Alternative 
assets

The inclusion of some 
alternative assets (private 
equity, gold, US treasury 
bonds) in a portfolio has 
the potential to reduce its 
overall volatility. While there 
is a plethora of assets in the 
alternative space, including 
hedge funds, structured 
products and commodities, 
none are perfect.

Alternative assets can display 
less price volatility than 
listed equities, due to being 
unlisted and/or because the 
particular fund has been 
structured to deliver less 
volatile returns. However, 
these can also have lower 
levels of transparency and 
liquidity than conventional 
listed equities.

Given the multitude of assets 
that are deemed alternative, 
the returns from this asset 
class can be quite varied. 

Returns primarily come from 
capital gains given a number 
of alternatives are non-
income generating assets.

As the primary rationale for 
including alternatives in a 
portfolio is often to reduce 
volatility, we would not 
expect alternatives to deliver 
superior returns relative to 
equities over the long-term. 

Similar to equities, ensure the 
portfolio is well diversified 
across managers.

We also recommend 
diversifying across a range of 
alternatives given the mixed 
returns provided by the asset 
class as a whole. 

A word on alternative assets

Alternative assets can be difficult to 
define, as the term can mean different 
things to different investors. 

Generally, assets that don’t quite 
fit into any of the traditional boxes 
– equities, bonds and fixed income 
– are often considered alternative 
assets. Most commonly, this 
means things like private equity, 
direct property, gold and other 
commodities, and hedge funds or 
absolute return funds. Things like art, 
antiques, classic cars and collectables 
would also be included by some. 
In many parts of the world, Real 
Estate Investment Trusts (REITs) are 
also thought of as being part of this 
group. 

Alternative assets often have different 
risk and return characteristics to 
listed equities and fixed income, 
which means they provide additional 
diversification, and can improve 

returns or reduce risk. One of the 
drawbacks is that they can be difficult 
for smaller investors to access, as 
some are largely the domain of 
wholesale or institutional investors. 
Minimum levels of investment can 
also be a hurdle. Liquidity can be 
limited (particularly for private equity 
or direct property), while regular, 
predictable income is not generally 
a characteristic of these types of 
assets.

All of this means investors must 
consider their risk profile, income 
requirements and potential liquidity 
needs before investing in alternative 
assets. A long-term investment time 
horizon (10 years or more) is also 
highly recommended. If those caveats 
are accepted and understood, 
alternative assets can be an exciting 
asset class that offers strong return 
potential and some additional 
diversification away from listed 
markets and traditional portfolios.

We do not have a formal target 
in our Strategic Asset Allocation 
for alternative assets at this time. 
However, we do acknowledge the 
increasing relevance of this asset 
class (particularly private equity), 
and believe a modest allocation is 
appropriate for clients that understand 
the risks, liquidity limitations and other 
nuances of alternative assets.

As a guide, we are comfortable with 
a ‘high growth’ investor allocating up 
to approximately 10% of a portfolio 
to alternative assets. Given the range 
of potential investments one could 
categorise as alternative assets, we 
suggest investors work with their 
adviser to ensure the size and nature 
of any allocation is suitable for their 
specific circumstances, risk profile and 
other requirements. As with any asset 
class, diversification is important, so 
a single exposure to any individual 
funds, securities or holdings should  
be limited. 
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Strategic asset allocation
Our sample portfolio allocations for differing risk profiles.

Portfolio profile
 Income assets % of total 
 Growth assets % of total

Conservative Balanced Income Balanced Growth High Growth

Growth Very low Low Average Above average Higher

Portfolio profile Most defensive 
portfolio. 

Income focus.

A mix of growth  
and income.

A balanced mix  
but tilted  
to growth.

A growth  
orientation.

A strong  
growth focus.

Some key risks Low inflation 
protection.
Interest rate  

changes.
NZ focused.

Sharemarket 
volatility.

Interest rate  
changes.

NZ focused.

Sharemarket 
volatility.

Interest rate  
changes.

Sharemarket 
volatility.

Exchange rates.

Sharemarket  
volatility.

 Exchange rates.

 Best rolling 12m return  
 (past 20 years)

 Long-run expected return
 Worst rolling 12m return  

 (past 20 years)

Conservative Balanced Income Balanced Growth High Growth

Asset class weightings
Cash 5% 5% 4% 3% 3%

NZ fixed income 70% 50% 36% 22% 7%

NZ equities 11% 16% 20% 23% 24%

Australian equities (unhedged) 6% 11% 15% 21% 26%

International equities (unhedged) 5% 15% 22% 28% 37%

Property 3% 3% 3% 3% 3%

Income allocation range 70-100% 50-70% 30-50% 15-35% 0-20%

Growth allocation range 0-30% 30-50% 50-70% 65-85% 80-100%

Forecast risk and returns
Gross return (pa) 2.6% to 3.6% 3.4% to 4.4% 4.0% to 5.0% 4.6% to 5.6% 5.2% to 6.2%

Real return (after tax and inflation) 0.0% to 1.0% 0.7% to 1.7% 1.2% to 2.2% 1.7% to 2.7% 2.1% to 3.1%

Gross yield (pa) 2.2% to 2.7% 2.5% to 3.0% 2.8% to 3.3% 3.0% to 3.5% 3.2% to 3.7%

Likelihood of a negative return 5.2 years in every 20 6.1 years in every 20 6.5 years in every 20 6.8 years in every 20 7.0 years in every 20

Likelihood of a return below -5% 0.9 years in every 20 2.4 years in every 20 3.4 years in every 20 4.2 years in every 20 4.7 years in every 20

Historic returns (past 20 years)
 Calendar year returns Conservative Balanced Income Balanced Growth High Growth

Average gross rolling 12m return (pa) 5.4% 5.9% 6.4% 6.9% 7.2%

Range of rolling 1 year returns -4.5% to 11.1% -12.3% to 18.3% -18.0% to 23.9% -23.7% to 30.1% -28.8% to 36.8%

Range of rolling 5 year returns 3.7% to 7.2% 2.2% to 9.4% 1.0% to 11.2% -0.2% to 13.1% -1.6% to 14.7%

Source: Bloomberg, Mercer, Craigs Investment Partners. The performance figures shown are compound returns in NZ dollars. Expected return and risk figures are based on Mercer 
and Craigs Investment Partners estimates. Inflation of 1.7% has been assumed. These are not intended to convey any guarantee as to future performance. The historical asset 
allocation returns are based on actual historical data and geographical indices and weighted according to the selected asset allocation of the portfolio. The indices used include; 
Cash - NZX NZ Gross Returns 90 Day Bank Bills, Fixed Income - S&P/NZX NZ Government Bond Index, NZ - S&P/NZX All Gross Index, Property - S&P/NZX Real Estate Gross 
Index, Australia - All Ords Accumulation Index, International - MSCI All Country World Gross Index. All returns are before fees. A tax rate of 30% has been assumed.
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Profile

Sample asset allocations

 Cash 5%

 NZ fixed income 70%

 NZ equities 11%

  Australian equities (unhedged) 6%

 International equities (unhedged) 5%

 Property 3%

Income and growth allocations and indicative ranges

Target income allocation 75%

Income allocation range 70-100%

Target growth allocation 25%

Growth allocation range 0-30%

Investor description

Risk tolerance Low

Investment horizon 5 years plus

Current income requirement Crucial

Portfolio characteristics – breakdown of equity allocations

New Zealand equities 50%

Australian equities 27%

International equities 23%

International currency exposure 11%

Forecast returns

Gross yield (pa) 2.2% to 2.7%

Net yield (pa) 1.3% to 1.8%

Gross return (pa) 2.6% to 3.6%

Net return (pa) 1.7% to 2.7%

Real return (after inflation and tax) 0.0% to 1.0%

Forecast risk profile

Likelihood of a negative return 5.2 years in every 20

Likelihood of a return below -5% 0.9 years in every 20

Range of rolling 1 year returns -4.5% to 11.1%

Range of rolling 5 year returns 3.7% to 7.2%

Note: Real return is based on a tax rate of 30% and inflation of 1.7%.
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Conservative

Investment objective 

This is a lower risk portfolio allocation that has as its 
primary focus the provision of a highly reliable income 
stream and protection of the capital value of the 
portfolio.

Who should use this allocation? 

The conservative portfolio allocation best suits investors 
who have a very low tolerance for risk and volatility in 
the value of their investments. People who are reliant on 
receiving a regular and known income stream, and are 
less concerned with inflation protection or longer-term 
capital growth should consider this allocation. 

Indicative returns 

We expect the gross return from this portfolio to be 
between 2.6% to 3.6% per annum. Almost all of this 
return will consist of income rather than growth. There 
may be some variance in annual returns, either up or 
down, depending on the performance of the small 
proportion of growth assets in the portfolio. 

Risks 

This portfolio will have a relatively low level of volatility. 
As it has only a moderate exposure to growth assets it is 
exposed to erosion in its real value by inflation. This risk 
will be exacerbated if most, or all, of the income stream 
is spent rather than reinvested. With only 11% of the 
portfolio allocated to overseas assets, the portfolio is 
heavily exposed to the New Zealand dollar. Movements 
in interest rates will also heavily affect returns. 

Portfolio strategy 

Cash – A range of call and term deposits up to 90 days, 
as and when available and appropriate. 

Fixed income – With 70% of the portfolio made up 
of New Zealand fixed income, the most important 
strategy to apply to this portfolio is the maintenance 
of a laddered portfolio of high quality fixed income 
investments. For larger portfolios, investors may wish to 
add an allocation to international bonds hedged (up to a 
maximum of 25% of the allocation to fixed income).

Property – A portfolio of New Zealand listed property 
trusts. 

Shares – A range of blue chip New Zealand and 
Australian shares selected from the PWR New Zealand 
and Australian portfolios and a range of international 
funds selected from one of the PWR international 
portfolios. 
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Profile

Sample asset allocations

 Cash 5%

 NZ fixed income 50%

 NZ equities 16%

  Australian equities (unhedged) 11%

 International equities (unhedged) 15%

 Property 3%

Income and growth allocations and indicative ranges

Target income allocation 55%

Income allocation range 50-70%

Target growth allocation 45%

Growth allocation range 30-50%

Investor description

Risk tolerance Medium

Investment horizon 7 years plus

Current income requirement Medium - high

Portfolio characteristics – breakdown of equity allocations

New Zealand equities 38%

Australian equities 26%

International equities 36%

International currency exposure 26%

Forecast returns

Gross yield (pa) 2.5% to 3.0%

Net yield (pa) 1.5% to 2.0%

Gross return (pa) 3.4% to 4.4%

Net return (pa) 2.4% to 3.4%

Real return (after inflation and tax) 0.7% to 1.7%

Forecast risk profile

Likelihood of a negative return 6.1 years in every 20

Likelihood of a return below -5% 2.4 years in every 20

Range of rolling 1 year returns -12.3% to 18.3%

Range of rolling 5 year returns 2.2% to 9.4%

Note: Real return is based on a tax rate of 30% and inflation of 1.7%.

Investment objective 

Seeks to provide a reasonably secure and stable income 
stream, and deliver a moderate level of capital growth 
over the long-term. 

Who should use this allocation? 

Investors who require a steady income stream but also 
a moderate level of long-term capital growth. As it 
has 55% of assets allocated to cash and fixed income, 
the level of volatility is considerably lower than a more 
growth orientated portfolio. As such, it may also be 
a useful starting portfolio for people new to portfolio 
investing, and who (over time) will look to shift more of 
their portfolio into growth assets. It may also be suitable 
for people approaching retirement who have less 
tolerance for volatility in the value of their investments. 

Indicative returns 

This portfolio allocation is expected to provide a gross 
return that is between 3.4% to 4.4% per annum. Around 
80% of this annual return will come from income, with 
20% coming from capital growth. These returns will 
vary depending on movements in interest rates and the 
performance of shares and property. 

Risks 

The 45% of the portfolio invested in shares and 
property will be affected by the inherent volatility of 
these markets. The returns from this portfolio will also 
heavily depend on changes in interest rates with 55% 
of the portfolio invested in the fixed income and cash 
sectors. Its long-term real value is also tied closely to 
the performance of the New Zealand dollar, with 74%  
of assets invested locally. 

Portfolio strategy 

Cash – A range of call and term deposits up to 90 days, 
as and when available and appropriate. 

Fixed income – With a 50% allocation to New Zealand 
fixed income, the most important strategy to apply to 
this portfolio is the maintenance of a laddered portfolio 
of high quality fixed income investments. For larger 
portfolios, investors may wish to add an allocation to 
international bonds hedged (up to a maximum of 25% 
of the allocation to fixed income).

Property – A portfolio of New Zealand listed property 
trusts. 

Shares – A range of blue chip New Zealand and 
Australian shares selected from the PWR New Zealand 
and Australian portfolios and a range of international 
funds selected from one of the PWR international 
portfolios. 

Balanced Income
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Profile

Sample asset allocations

 Cash 4%

 NZ fixed income 36%

 NZ equities 20%

  Australian equities (unhedged) 15%

 International equities (unhedged) 22%

 Property 3%

Income and growth allocations and indicative ranges

Target income allocation 40%

Income allocation range 30-50%

Target growth allocation 60%

Growth allocation range 50-70%

Investor description

Risk tolerance Medium - high 

Investment horizon 9 years plus

Current income requirement Medium

Portfolio characteristics – breakdown of equity allocations

New Zealand equities 35%

Australian equities 26%

International equities 39%

International currency exposure 37%

Forecast returns

Gross yield (pa) 2.8% to 3.3%

Net yield (pa) 1.7% to 2.2%

Gross return (pa) 4.0% to 5.0%

Net return (pa) 2.9% to 3.9%

Real return (after inflation and tax) 1.2% to 2.2%

Forecast risk profile

Likelihood of a negative return 6.5 years in every 20

Likelihood of a return below -5% 3.4 years in every 20

Range of rolling 1 year returns -18.0% to 23.9%

Range of rolling 5 year returns 1.0% to 11.2%

Note: Real return is based on a tax rate of 30% and inflation of 1.7%.
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Investment objective 

This portfolio should be used as the benchmark 
allocation that provides longer-term investors with a 
well-diversified portfolio. It should deliver a balance of 
income and growth over the medium to long-term. 

Who should use this allocation? 

Long-term investors seeking a balanced portfolio and 
a mix of income and growth. Even those investors who 
have little or no need for income may want to consider 
this allocation if they wish to limit the risk profile 
and volatility of their portfolio. This allocation is also 
appropriate for people saving for their retirement,  
who want a balanced portfolio. 

Indicative returns 

This portfolio allocation is expected to provide a gross 
return that is between 4.0% to 5.0% per annum. These 
returns will vary depending on movements in interest 
rates and the performance of growth assets. 

Risks 

A feature of this portfolio is that it is a well-balanced 
portfolio. As such, its exposure to any single risk is 
limited. However, 60% of the portfolio is invested in 
growth assets and is therefore exposed to the inherent 
volatility of this asset class. Movements in interest rates 
will also impact on the returns from the fixed income 
investments. 

Portfolio strategy 

Cash – A range of call and term deposits up to 90 days, 
as and when available and appropriate. 

Fixed income – With 36% of the portfolio made up 
of New Zealand fixed income, the most important 
strategy to apply to this portfolio is the maintenance 
of a laddered portfolio of high quality fixed income 
investments. For larger portfolios, investors may wish 
to add an allocation to international bonds hedged (up 
to a maximum of 25% of the allocation to fixed income).

Property – A portfolio of New Zealand listed property 
trusts, complemented with an overseas property fund 
to provide additional diversification if appropriate. 

Shares – A range of blue chip New Zealand and 
Australian shares selected from the PWR New Zealand 
and Australian portfolios. The international equities 
component should be made up of international funds 
selected from one of the PWR international portfolios, 
to which direct stocks or sector/market focused funds 
can be added to provide more active positions if 
appropriate. 

Balanced
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Profile

Sample asset allocations

 Cash 3%

 NZ fixed income 22%

 NZ equities 23%

  Australian equities (unhedged) 21%

 International equities (unhedged) 28%

 Property 3%

Income and growth allocations and indicative ranges

Target income allocation 25%

Income allocation range 15-35%

Target growth allocation 75%

Growth allocation range 65-85%

Investor description

Risk tolerance High

Investment horizon 12 years plus

Current income requirement Low

Portfolio characteristics – breakdown of equity allocations

New Zealand equities 32%

Australian equities 29%

International equities 39%

International currency exposure 49%

Forecast returns

Gross yield (pa) 3.0% to 3.5%

Net yield (pa) 1.8% to 2.3%

Gross return (pa) 4.6% to 5.6%

Net return (pa) 3.4% to 4.4%

Real return (after inflation and tax) 1.7% to 2.7%

Forecast risk profile

Likelihood of a negative return 6.8 years in every 20

Likelihood of a return below -5% 4.2 years in every 20

Range of rolling 1 year returns -23.7% to 30.1%

Range of rolling 5 year returns -0.2% to 13.1%

Note: Real return is based on a tax rate of 30% and inflation of 1.7%.

Investment objective 

To provide long-term growth with less emphasis on 
delivering income. 

Who should use this allocation? 

Investors seeking growth who have a long-term 
timeframe and an above-average tolerance for risk. 
It may suit younger people who have many income-
earning years ahead of them and wish to build up an 
investment portfolio. 

Indicative returns 

Returns will vary considerably given the inherent 
volatility of growth assets, which make up 75% of this 
portfolio. The expected gross return from this portfolio 
allocation is between 4.6% to 5.6% per annum over the 
long-term. 

Risks 

This portfolio is highly exposed to sharemarkets and 
its performance will therefore depend heavily on the 
returns from this asset class. With 49% of the portfolio 
invested globally, exchange rate movements will also 
impact on returns. We estimate this portfolio allocation 
may incur a negative return 6.8 years in every 20.

Portfolio strategy 

Cash – A range of call and term deposits up to 90 days, 
as and when available and appropriate. 

Fixed income – The most important strategy to apply 
to any fixed income portfolio is the maintenance of 
a laddered portfolio of high quality fixed income 
investments. For larger portfolios, investors may wish 
to add an allocation to international bonds hedged (up 
to a maximum of 25% of the allocation to fixed income).

Property – A portfolio of New Zealand listed property 
trusts, complemented with an overseas property fund 
to provide additional diversification if appropriate. 

Shares – A range of blue chip New Zealand and 
Australian shares selected from the PWR New Zealand 
and Australian portfolios. The international equities 
component should be made up of international funds 
selected from one of the PWR international portfolios, 
to which direct stocks or sector/market focused funds 
can be added to provide more active positions if 
appropriate. 

Growth
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Profile

Sample asset allocations

 Cash 3%

 NZ fixed income 7%

 NZ equities 24%

  Australian equities (unhedged) 26%

 International equities (unhedged) 37%

 Property 3%

Income and growth allocations and indicative ranges

Target income allocation 10%

Income allocation range 0-20%

Target growth allocation 90%

Growth allocation range 80-100%

Investor description

Risk tolerance High

Investment horizon 15 years plus

Current income requirement Low

Portfolio characteristics – breakdown of equity allocations

New Zealand equities 28%

Australian equities 30%

International equities 42%

International currency exposure 63%

Forecast returns

Gross yield (pa) 3.2% to 3.7%

Net yield (pa) 1.9% to 2.4%

Gross return (pa) 5.2% to 6.2%

Net return (pa) 3.8% to 4.8%

Real return (after inflation and tax) 2.1% to 3.1%

Forecast risk profile

Likelihood of a negative return 7.0 years in every 20

Likelihood of a return below -5% 4.7 years in every 20

Range of rolling 1 year returns -28.8% to 36.8%

Range of rolling 5 year returns -1.6% to 14.7%

Note: Real return is based on a tax rate of 30% and inflation of 1.7%.
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High Growth

Investment objective 

To provide long-term growth with little emphasis on 
delivering income. 

Who should use this allocation? 

Investors seeking growth who have a long-term 
timeframe and a high tolerance for risk. It may suit 
younger people who have many income-earning years 
ahead of them and wish to build up an investment 
portfolio. 

Indicative returns 

Returns will vary considerably given the inherent 
volatility of shares and property investments, which 
make up 90% of this portfolio. The expected gross 
return from this portfolio allocation is between 5.2%  
to 6.2% per annum over the long-term. 

Risks 

This portfolio is highly exposed to sharemarkets and 
its performance will therefore depend heavily on the 
returns from this asset class. With 63% of the portfolio 
invested globally, exchange rate movements will also 
impact on returns. We estimate this portfolio allocation 
may incur a negative return 7.0 years in every 20.

Portfolio strategy 

Cash – A range of call and term deposits up to 90 days,  
as and when available and appropriate. 

Fixed income – The most important strategy to 
apply to a fixed income portfolio is the maintenance 
of a laddered portfolio of high quality fixed income 
investments. For larger portfolios, investors may wish 
to add an allocation to international bonds hedged (up 
to a maximum of 25% of the allocation to fixed income).

Property – A portfolio of New Zealand listed property 
trusts, complemented with an overseas property fund 
to provide additional diversification if appropriate. 

Shares – A range of blue chip New Zealand and 
Australian shares selected from the PWR New Zealand 
and Australian portfolios. The international equities 
component should be made up of international funds 
selected from one of the PWR international portfolios, 
to which direct stocks or sector/market focused funds 
can be added to provide more active positions if 
appropriate. 
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Active management – An investment 
management approach that seeks to 
outperform the market through the 
application of informed, independent 
investment judgement. The 
opposite of passive management, or 
‘indexing’ which seeks to replicate 
market performance through the 
construction of a portfolio mirroring 
the composition of the market.

Add – Private Wealth Research 
valuation based portfolio view rating. 
This rating reflects our current view 
of the attractiveness of the current 
share price of each stock.  
To determine these ratings, we take 
into account our analyst’s valuation 
as well as broader factors, such as 
the outlook for the stock’s sector 
and its possible performance relative 
to the broader market. Stocks rated 
Add are those that we believe offer 
good relative value and should 
perform better than the market 
average over the coming year. Stocks 
rated Hold are those we believe will 
perform in line with the broader 
market, while those rated Reduce 
are, in our view, expensive and/or 
likely to lag the market average over 
the coming 12 months. 

Asset allocation – Describes how 
a portfolio is split across the main 
asset classes (cash, fixed income, 
shares and property), or types 
of investments. A portfolio’s split 
between the asset classes is very 
important as it determines, more 
than any other factor, the portfolio’s 
risk and return profile.

Asset class – When talking about 
investment, an asset class refers 
to one of four general types of 
investment: shares, bonds, property 
or cash. 

Balance sheet – A summary of a 
company’s assets and liabilities, what 
it owns and owes. 

Balanced portfolio – A balanced 
portfolio is where capital is 
diversified or spread across the main 
asset classes and markets. In our 
view, a balanced portfolio provides 
the smoothest ride for investors 
over the long-term and is the best 
way of managing uncertainty. 
As it includes shares, a balanced 
portfolio gets a slice of the upside 
when sharemarkets rise, but the 
fixed income allocation insulates 
it from the worst of sharemarket 
falls when these happen. As such, 
having a balanced portfolio provides 
a good trade-off between risk and 
return and is the most prudent way 
of investing for income, growth and 
safety over the long-term.

Basis points (bps) – A unit of 
measure commonly used when 
referring to changes in interest rates. 
One basis point is equivalent to 
0.01% or 1/100th of a percent. 

Bond yield – The return you will 
receive on a bond until its maturity. 

Book value – The value of real 
assets as recorded in a company’s 
accounts. Generally book value 
should be the lesser of market value 
or net realisable value (after disposal 
costs).

Bottom up – To invest with no 
regard for the economy or market 
but instead consider only the 
fundamentals of each individual 
stock. 

Brokerage – The fee charged by 
brokers to buy and sell shares and 
bonds. 

Bubble – When a market rises far 
beyond any reasonable assessment 
of fair value. A ‘bursting’ bubble is 
when this market falls suddenly. 

Business cycle – Also known as the 
economic cycle. The rise and fall of 
the economy, from a peak, or boom, 
to a trough and back to a peak. The 
length and duration of each phase is 
not predictable.

Capital gains – Comes from an 
increase in a company’s share 
price, which itself is driven by the 
company’s performance in terms of 
growing profits and dividends.

Cashflow – Detailed in the cashflow 
statement. A company’s cashflow is 
the amount of cash it generates. 

Compounding – A very simple 
concept based around the fact that 
over time not only does your capital 
earn returns, but if you reinvest these 
returns, you will then earn returns on 
those returns. 

Contrarian approach – An 
investment approach that goes 
against the crowd by buying assets 
that are performing poorly and then 
selling when they perform well. 

Core – Private Wealth Research 
classification based primarily on 
risk. Stocks that we believe are more 
defensive, less volatile and lower-risk 
are classified as Core; the next tier 
is rated Supplementary; while the 
higher-risk stocks are classified as 
Niche. The terms relate to our view 
on the role each stock should play 
in a portfolio and signal how much 
of a portfolio should be invested in 
a particular stock. Stocks rated Core 
should be core holdings in a portfolio 
while stocks rated Niche should 
represent a much smaller proportion. 
In general terms, we recommend 
around 70% of a portfolio be 
invested in stocks rated Core, 
with Supplementary-rated stocks 
representing 20% to 30% and Niche 
no more than 10% of a portfolio. 

Commonly used investment terms
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Correlation – The degree to which 
two assets behave in a similar 
manner under differing market 
conditions. The more similarly they 
behave, the greater their positive 
correlation; the more they behave 
in opposite ways, the greater their 
negative correlation. Holding 
uncorrelated assets in a portfolio 
can enhance the diversification of a 
portfolio.

Coupon – The interest rate at which 
a fixed interest security is issued. The 
interest amount (coupon) is paid on a 
specified date to the security holder.

Credit margin – The margin over a 
benchmark rate (either government 
or swap rate) at which a fixed income 
issue is priced.

Credit rating – A rating given to 
a company or government or 
investment product by a ratings 
agency, like Standard & Poors. 
Higher ratings are given to entities 
that the rating agency believes are 
higher quality and have less chance 
of defaulting on their debt. Credit 
ratings are not fool proof. The high 
ratings given to many structured 
bonds before the global financial 
crisis proved to be utterly wrong as 
many subsequently failed. 

Credit risk – The risk that an issuer 
of deposits, bonds or other fixed 
income securities falls into financial 
difficulty and is unable to pay the 
interest when due or to repay your 
capital.

Cross rate – The rate of conversion 
between two currencies, for example 
the New Zealand dollar versus the 
Australian dollar is referred to as the 
NZ/AU cross rate. 

Current ratio – The value of current 
assets dividend by current liabilities. 
If the current ratio is less than one, 
the company would have a shortfall 
of cash if immediately liquidated. This 
is a measure of the company’s ability 
to meet its short-term obligations.

Cyclical stock – A company whose 
performance is tied closely to the 
health of the economy. When the 
economy is doing well they do well, 
and vice versa. Companies involved 
in areas like construction, travel and 
retailing tend to be cyclical. 

Debentures – A type of fixed interest 
security usually issued by finance 
companies at a fixed rate of interest 
and for a fixed term, usually one to 
five years. The debenture is secured 
by a trust deed over an asset, or 
assets, of a company.

Debt security – A security that 
represents a loan to a company 
or the government. Debt security 
(such as bank notes, bonds and 
debentures) holders normally receive 
interest payments at regular intervals 
and receive their money back on the 
security’s maturity date.

Defensive stock – A company that 
is largely immune to changes in 
the economy and continues to sell 
its products whether the economy 
is booming or in recession. Some 
defensive sectors include healthcare, 
food and utilities. 

Direct investment – Investing 
directly into shares, bonds and 
property rather than through funds. 

Discounted cashflow (DCF) 
valuation – A method of estimating 
the fair value of a company by 
discounting its predicted future free 
cashflows. 

Diversification – The practice of 
investing in a range of investments, 
principally to reduce risk. A portfolio 
can be diversified either within and/
or across asset classes.

Dividend discount model (DDM) – 
Similar to a DCF, a DDM discounts 
future expected dividends to 
estimate what a company is worth. 

Dividend yield – A key term that 
we talk about a lot. It describes 
the return from a share from its 
dividend. For example if a company 
has a share price of $1.00 and pays a 
dividend over the year of 5 cents per 
share, it will have a dividend yield of 
5% (5 cents divided by $1.00). 

Dividends – Many people don’t 
realise there are two forms of return 
from shares. Capital gains from a 
rising share price is the most widely 
understood form of return, but 
the return from dividends is also 
important. Most companies pay their 
dividend in two instalments during 
the year. Some smaller companies 
don’t pay dividends, they retain all 
their profits and reinvest it into their 
company so they can grow. 

Dividends per share (DPS) – The 
amount of total dividends paid 
attributable to each share.

Earnings per share (EPS) – The 
amount of annual profit (after 
tax and all other expenses) that 
is attributable to each share in 
the company. EPS is calculated 
by dividing profit by the average 
number of shares on issue.

EBIT – Earnings before interest 
and tax. A measure of a company’s 
earnings before considering the 
financing of that company (the 
share of equity capital and debt 
employed). Because it excludes 
interest costs and taxation, EBIT 
allows comparisons between the 
underlying company performance 
over time, and between different 
companies in similar industries.

EBITDA – Earnings before interest, 
tax, depreciation and amortisation. 
A measure of a company’s earnings 
before considering the financing 
of that company (the share of 
equity capital and debt employed), 
and disregarding potentially 
very different depreciation and 
amortisation policies. EBITDA 
allows fair comparisons between 
company performance over time, 

/ 33



and between different companies in 
similar industries. It provides a good 
indication of the ‘cash’ earnings of a 
business.

Enterprise value (EV) – EV is the 
sum of a company’s market value 
(shares on issue multiplied by share 
price) and its total net debt (long-
term debt plus overdraft less cash). 
EV is in effect the total a buyer would 
have to pay for a company. Many 
look at the market capitalisation of 
a company as its value, but a buyer 
has to not only buy all the shares, 
but also takes on the outstanding 
debts of the company, hence these 
are included in the calculation of 
EV. Given it takes the value of both 
equity and debt into account, EV 
allows comparisons to be made of 
different companies regardless of 
the funding choice between debt 
and equity. Common valuation ratios 
used to compare companies in the 
same industry are EV/EBIT and EV/
EBITDA.

Ex date – The first business day after 
the record date for an entitlement 
or right. From this date, any shares 
purchased do not carry that 
entitlement or right.

Exchange traded fund (ETF) – An 
investment vehicle or fund that 
is traded on the stock exchange 
much like a single security. It is a 
basket of securities that reflect the 
composition of a stockmarket index. 
The ETF’s value is based on the net 
asset value of the underlying stocks 
that it represents.

Fair dividend rate (FDR) – The 
New Zealand tax rules that apply to 
investments in international shares. 

Fair value – What is a share worth 
today? A huge number of factors 
come into play; the company’s 
outlook, risk, how much debt it 
has, the outlook for the economy, 
to name a few. For all the complex 
valuation models we use, the tried 
and true measures of price earnings 
(PE) ratio and dividend yield are 
still useful measures of value. Listed 

companies usually trade on 12 to 15 
times earnings (profits). Some trade 
on less, if they are riskier or have a 
more subdued outlook. While others 
with a rosy growth outlook, or with 
a very defensive business, trade 
on much higher PE ratios. Some 
companies on our market trade on 
25 or 30 times earnings. During the 
tech bubble in the late 1990’s in the 
United States some tech companies, 
like Microsoft, were trading on 80 
times or more. Even though they 
had wonderful prospects, this 
was still too expensive and when 
growth slowed down, their share 
prices collapsed. In many cases, and 
Microsoft is a prime example, they 
are still good businesses but their 
shares just got way too expensive. 

Fiscal policy – From the Latin word 
fiscus meaning ‘public money’. 
Fiscal policy describes how the 
government uses its budget to 
influence the economy. To stimulate 
economic activity it may increase 
spending. Many governments often 
‘run deficits’, which means they 
spend more than they earn in tax.

Forward rate – A currency rate for 
a set date in the future, calculated 
by adjusting the current ‘spot’ cross 
rate by the difference in interest rates 
between the two currencies. 

Free cashflow – EBIT less taxation, 
plus depreciation and amortisation, 
less increase in working capital, less 
capital expenditure, plus disposals. 
Free cash flow is the residual money 
available to pay debt and equity 
holders after the running costs of the 
business. A long winded calculation, 
but a very important one. Finding 
out if the company creates or burns 
cash is a very important to investors. 
Many great investors like Warren 
Buffett and Peter Lynch believe free 
cash flow to be very important.

Fund manager – Organisation or 
person who manages a fund

Fundamentals – Anything that 
is ‘fundamental’ to the working 
of a company’s business and its 
profitability; operating costs, product 
prices, technical innovations etc. 

Futures – A contract to deliver or 
purchase a certain investment or 
asset in the future at a set price. 
Often highly geared. 

G7 – An organisation of the largest 
seven economies in the world. 

GDP (gross domestic product) – 
The total value of goods produced 
and services provided in a country 
during one year.

Gearing – The level of leverage or 
debt behind an investment. Also see 
net debt to equity.

Goodwill – An intangible asset 
created through an acquisition. 
Goodwill is the excess price paid 
for a business, above the total book 
value of that business.

Gross margin – The percentage 
of earnings after deducting the 
cost of goods sold and marketing 
costs from total sales. Margins are 
very important in business. They 
effectively measure what’s left over 
from total sales after deducting the 
costs of these sales. High margins 
are indicative of a strong company. 
Low margins can signal a company 
facing stiff competition or high costs.

Growth assets – Equities and 
property are termed ‘growth’ assets. 
They are higher risk than fixed 
income but they offer the potential 
for higher returns and are best 
placed to provide protection against 
inflation.

Hedge fund – A managed fund 
where the manager attempts to 
‘hedge’ risk and deliver a steady, 
rather than volatile, return. Many 
hedge funds use a high level of 
gearing, making them high risk 
investments. 
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Hold – Private Wealth Research 
valuation based portfolio view rating. 
This rating reflects our current  
view of the attractiveness of the 
current share price of each stock.  
To determine these ratings, we take 
into account our analyst’s valuation 
as well as broader factors, such as 
the outlook for the stock’s sector 
and its possible performance relative 
to the broader market. Stocks rated 
Add are those that we believe offer 
good relative value and should 
perform better than the market 
average over the coming year.  
Stocks rated Hold are those we 
believe will perform in line with the 
broader market, while those rated 
Reduce are, in our view, expensive 
and/or likely to lag the market 
average over the coming 12 months. 

Imputation credits – When a New 
Zealand company pays a dividend 
it may attach imputation credits 
to the dividend reflecting the tax 
the company has already paid on 
earnings. 

Income assets – Cash and fixed 
assets are termed ‘income’ assets. 
The role of income assets in a 
portfolio is to provide security 
of capital and income. Income 
assets provide a buffer against the 
inevitable periods of volatility in 
markets, and a source of reliable 
income. 

Index – A measure of a market’s 
overall performance calculated by 
adding together the performance of 
a group of leading shares. 

Index fund – A fund that tracks an 
index. Sometimes referred to as 
passive funds. 

Inflation – Describes the rise in the 
price of goods and services. In New 
Zealand inflation is measured using 
the Consumer Price Index (CPI). 
Since 1967, CPI has risen 1,833%, 
meaning a basket of goods and 
services that cost $1.00 in 1967, now 

costs $19 - which equates to a 95% 
decline in the spending power of our 
money.

Initial public offering (IPO) – The 
listing of a new company onto the 
sharemarket. 

Intangibles – Assets that have 
no physical presence but are 
nevertheless valuable. Examples 
include brands, and intellectual 
property.

Interest cover – A ratio, usually 
either cash interest cover, which is 
operating cash flow over interest 
paid, or EBIT over net interest paid. 
Interest cover shows a company’s 
ability to meet its interest obligations.

Internal rate of return (IRR) – The 
return required from an investment 
so that the present value of the 
future cashflows is equal to the cost 
of the investment. IRR answers the 
question, “If my investment had been 
invested in a bank account instead 
(and I made the same contributions 
and withdrawals), what interest rate 
would give me the same ending 
value?” 

Investment statement – A document 
that outlines the details of an issue of 
shares, bonds or other securities. 

Investment trust – A closed-end 
fund which is listed and trades on 
the stock exchange like any typical 
listed company. Investment trusts 
can hold shares in hundreds of 
different companies at any one 
time which means you can enjoy 
all the advantages of stock market 
investment while spreading the risk.

Laddered portfolio – A key way to 
reduce interest rate risk in a fixed 
income portfolio. This is achieved by 
ensuring a good spread of maturities 
and interest rate resets so, in any 
given year, you are only exposed to a 
small part of your portfolio maturing 
or having interest rates reset. 

Leverage – The level of gearing or 
debt behind an investment. 

Liquidity – Liquidity relates to the 
ease with which an investment 
can be turned back into cash. 
Government bonds and blue chip 
shares are examples of very ‘liquid’ 
investments, because you can usually 
sell them at a moment’s notice. 
Investment property, on the other 
hand, has low liquidity, as it takes 
time to sell a property and receive 
payment and has substantially higher 
transaction costs.

Listed property trust (LPT) – A 
unitised portfolio of property assets 
that is listed on a stock exchange. 
This allows investors to purchase an 
interest in a professionally managed 
portfolio of real estate. These are 
commonly referred to in other 
jurisdictions, such as Australia, as real 
estate investment trusts or (REITs). 

Long (to go ‘long’) – To buy an 
investment and benefit if it goes up 
in value. ‘Going long’ is the opposite 
of ‘going short’. 

Market capitalisation – The total 
market value of a company or the 
total market. It is calculated by 
multiplying the total number of 
shares on issue by their market price. 
This can be applied to work out the 
market value of one company, an 
index or the value of all companies 
listed on an exchange.

Monetary policy – Monetary policy 
attempts to influence the economy 
by controlling interest rates and the 
money supply. Generally, interest 
rates are lowered to stimulate the 
economy and lifted to slow it down. 
In New Zealand the government 
undertakes fiscal policy and the 
central bank (the Reserve Bank) 
looks after monetary policy. 

Mum and Dad investors – A term 
used to describe individual investors. 
The term ‘retail’ investors is also 
sometimes used. We prefer the 
term individual investors, or private 
investors. 
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Negative equity – A situation where 
a person’s debts exceed the value of 
their assets. 

Net asset value (NAV) – The 
value of a company’s assets less 
the value of its liabilities. The 
total assets (securities, cash, and 
accrued earnings) of a company or 
fund minus any liabilities, usually 
expressed on a per share basis (and 
therefore divided by the number of 
units outstanding).

Net debt to equity – A ratio which 
describes a company’s financial 
leverage. It takes into account 
changes in the value of a company’s 
assets. It shows how ‘leveraged’ a 
company is, that is how much debt 
it has compared to shareholders 
funds. Companies with lower debt 
are generally lower risk investments. 
Also referred to as gearing.

Niche – Private Wealth Research 
classification based primarily on 
risk. Stocks that we believe are more 
defensive, less volatile and lower-risk 
are classified as Core; the next tier 
is rated Supplementary; while the 
higher-risk stocks are classified as 
Niche. The terms relate to our view 
on the role each stock should play 
in a portfolio and signal how much 
of a portfolio should be invested in 
a particular stock. Stocks rated Core 
should be core holdings in a portfolio 
while stocks rated Niche should 
represent a much smaller proportion. 
In general terms, we recommend 
around 70% of a portfolio be 
invested in stocks rated Core, 
with Supplementary-rated stocks 
representing 20% to 30% and Niche 
no more than 10% of a portfolio. 

Non-renounceable issue – An issue 
where the right to subscribe to 
new securities cannot be sold on 
market or transferred to another 
shareholder. 

Normalised – ‘Normalising’ means 
smoothing out profit or sales figures 
by deleting the effect of abnormal 
and unusual gains or losses that have 

been reported by the company. This 
is done to provide a more realistic 
view of the normal operating profit 
of a firm.

Operating margin – Operating profit 
is the surplus after deducting all 
the normal costs associated with 
operating the business. Operating 
margin is therefore the operating 
profit divided by the operating 
revenue. See comments on gross 
margin for further explanation.

Opportunity cost – From an 
investment perspective, it can refer 
to the return given up to invest 
in something else. For instance, 
if you take some money out of a 
bank account to buy a section, the 
opportunity cost of owning the 
section is the interest you give up by 
leaving the bank account. 

Options – The option to buy or sell 
an investment at a certain price by 
a set date in the future. Often highly 
geared. 

Passive management – Seeks 
to replicate market performance 
through the construction of a 
portfolio mirroring the composition 
of the market. Also referred to as 
indexing.

Payout ratio – The percentage 
of after tax profits paid out to 
shareholders as dividends. A high 
payout ratio (80%- 100%) reflects 
a company with few growth 
opportunities, but generally a steady 
cash flow, whilst a low payout ratio 
can mean the company has more 
growth potential.

Perpetual note/bond – A bond with 
no fixed maturity date.

Portfolio – A grouping of 
investments into a coherent 
structure. 

Portfolio Investment Entity (PIE) – A 
PIE is a managed or index fund that 
‘pools’ the individual investments of a 
number of investors and then invests 
these pooled funds on their behalf. 
The term ‘PIE’ refers to a tax status 

that funds can obtain if they meet 
certain requirements. Most, but not 
all, funds are PIEs. The key benefit 
of having PIE status is that it allows 
the fund to generally tax investment 
income based on the tax rate of their 
investors, rather than at the entity’s 
tax rate. 

Preference shares – Shares that 
entitle the shareholder to first claim 
on the profits of a company when 
it comes to dividend payments and 
which hold priority over ordinary 
shares for repayment of capital in the 
event that the company is liquidated. 
Preference shares rank below 
creditors and debenture holders and 
often carry no entitlement to vote 
at general meetings except under 
special circumstances. 

Price earnings ratio (PE) – Provides 
a simplistic valuation tool for 
investors. This ratio is calculated by 
dividing the share price by earnings 
per share. As a rule of thumb, 
the higher the PE ratio the more 
expensive the company, hence the 
reason why ‘value’ investors focus on 
buying companies with low PE ratios.

Price target – Price targets are 
calculated by our analysts and are 
based on their discounted cash flow 
valuation model, along with any 
adjustments made to account for 
any other material issues. We believe 
it is important not to rely only on 
price targets as there are many other 
issues that need to be taken into 
consideration when selecting stocks 
for a long-term portfolio. Price 
targets are just one of the inputs we 
use to arrive at our portfolio views.

Private investors – Individual 
investors, as opposed to institutional, 
wholesale or corporate investors. 

Prop or proprietary trader – A 
trader who trades in markets using 
their firm’s money to make a profit 
for their firm, rather than using 
client’s money. 

Real return – Refers to the return 
on an investment after adjusting for 
inflation. 
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Rebalancing / Reweighting – 
Describes the process of adjusting a 
portfolio back to its original settings 
both across the asset classes (cash, 
fixed income, shares and property), 
and across individual shares and 
bonds. This is achieved by trimming 
holdings which have got too big, 
usually because they have performed 
well, and using the proceeds to add 
to those holdings or sectors that 
have lagged. 

Reduce – Private Wealth Research 
valuation based portfolio view rating. 
This rating reflects our current 
view of the attractiveness of the 
current share price of each stock. To 
determine these ratings, we take into 
account our analyst’s valuation as 
well as broader factors, such as the 
outlook for the stock’s sector and its 
possible performance relative to the 
broader market. Stocks rated Add 
are those that we believe offer good 
relative value and should perform 
better than the market average over 
the coming year. Stocks rated Hold 
are those we believe will perform in 
line with the broader market, while 
those rated Reduce are, in our view, 
expensive and/or likely to lag the 
market average over the coming  
12 months. 

Reinvestment risk – This is the risk 
that proceeds from the payment of 
principal and interest might have 
to be reinvested at a lower interest 
rate than the current investment. 
The key to reducing interest rate risk 
is to spread maturities and interest 
rate resets so, in any given year, you 
are only exposed to a small part of 
your portfolio maturing or having 
interest rates reset. This is known as 
‘laddering’.

Renounceable issue – An issue 
where the shareholder has the 
option of either subscribing for new 
securities or selling that right on 
market. 

Return – The gain or loss provided 
by an investment. Also see total 
return.

Return on assets (ROA) – The ratio 
of net profit after tax plus interest 
paid after tax, divided by the average 
total assets of the company. It is a 
measure of the return the company 
generates on the assets it has.

Return on capital employed (ROCE) 
– This is the earnings of the business 
before interest and tax, over the 
total debt and equity plus deferred 
liabilities such as taxation. This is the 
return on the total money invested in 
the firm, from both shareholders and 
lenders.

Return on equity (ROE) – The ratio 
of profit after tax divided by the 
average equity employed by the 
company. Shows the return the 
company is generating on the money 
shareholders have invested in the 
company. 

Return on invested capital (ROIC) – 
Earnings before interest and tax less 
statutory taxation, divided by total 
equity less the revaluation reserve, 
plus net debt. Very similar to ROCE.

Rights issue – An offer of additional 
shares to existing shareholders in 
proportion to their shareholding, 
usually at a discount to the prevailing 
market price.

Risk – In the investment world, 
risk can assume many guises; be it 
the risk posed by inflation silently 
eroding the spending power of 
savings, to the fluctuation in the 
value of an investment over time 
(either positive or negative) due 
to market movements, changes in 
interest or exchange rates, or the 
permanent loss of capital due to 
credit risk.

Risk free rate (RFR) – Refers to 
the return you can earn on a risk 
free investment. We usually use the 
five-year government bond as the 
definition of a risk-free investment 
and look at the interest rate on these 
bonds to get the current risk-free 
rate of return. 

Risk tolerance – How much risk an 
investor is willing to take. 

Share buyback – A share buyback is 
when a company buys back its own 
shares from shareholders, reducing 
the number of outstanding shares. 

Sharebroker / stockbroker – An 
organisation or person that buys 
and sells shares, bonds and other 
investments for investors. Many 
brokers also provide investment 
advice and portfolio management 
services. 

Shorting – To get an exposure to an 
investment that will rise in value if 
the investment falls. This is done by 
‘selling the investment short’, in other 
worlds, selling it before owning it. If 
it falls in value the investor can buy 
it back at a lower price and make a 
profit. If the investment rises then a 
short position will lose money. 

Spot rate – The current rate, usually 
of a cross rate. See forward rate.

Standard deviation – We use 
standard deviation to measure the 
volatility or fluctuation in the total 
return of an asset over time. A high 
standard deviation is indicative of a 
more volatile share.

Stapled security – Stapled securities 
are created when two or more 
related securities are contractually 
bound together so that they 
cannot be sold separately. Typically, 
stapled securities consist of one 
trust unit and one share in the 
funds management company. The 
trust holds the portfolio of assets 
while the related company carries 
out the funds management and or 
development opportunities. 

Stock, equity, share – All three refer 
to shares. 

Strategic asset allocation – A mix of 
assets for a portfolio that is intended 
to be in place for the long-term. 
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Top down – Considering investments 
with reference to broad economic 
and market issues rather than by 
looking at the specifics of individual 
investments. 

Total return – The return on an 
investment over a stated period, 
including realised or unrealised 
capital gain or loss, and dividends or 
interest; expressed as a percentage 
of the investment’s value at the 
beginning of the period. Total return 
is the true measure of investment 
results, as distinct from either 
income, yield or price appreciation 
alone, since total return measures 
the total change in value of an 
investment over a given period (aside 
from the investor’s own withdrawals 
or additions).

Turnover – The rate of change in a 
portfolio. For example, a portfolio 
with 100 stocks in which 10 are sold/
bought during the year would have a 
turnover of 10%.

Value investing – An approach to 
investment used by many investors 
who focus on finding companies 
which are ‘cheap’. Some commonly 
used ratios looked for by value 
investors include low PE ratios, 
low price to book ratios and high 
dividend yields. The opposite of 
value investing is growth investing 
which disregards price in favour of 
the growth potential of a company.

Weighted average cost of capital 
(WACC) – The implied required rate 
of return for a business based on 
the use of equity and debt in the 
funding of the business. Calculating 
WACC requires an assessment of 
the riskiness of the business. Higher 
risk businesses have higher WACCs 
because investors should receive a 
higher return for the higher level of 
risk they take on. As well, within a 
business, equity investors require a 
greater return than lenders because 
they face greater risk. Consequently, 
equity WACCs are higher than debt 
WACCs.

Working capital – Funds required by 
the business in its daily operations, 
for example inventories held, and 
debtors who are yet to pay funds 
held.

Yield curve – The graphic depiction 
of the relationship between the yield 
on bonds of the same credit quality 
but different maturities. A normal 
yield curve is upward sloping, with 
short-term rates lower than long-
term rates. 

Supplementary – Private Wealth 
Research classification based 
primarily on risk. Stocks that we 
believe are more defensive, less 
volatile and lower-risk are classified 
as Core; the next tier is rated 
Supplementary; while the higher-risk 
stocks are classified as Niche. The 
terms relate to our view on the role 
each stock should play in a portfolio 
and signal how much of a portfolio 
should be invested in a particular 
stock. Stocks rated Core should be 
core holdings in a portfolio while 
stocks rated Niche should represent 
a much smaller proportion. In general 
terms, we recommend around 70% 
of a portfolio be invested in stocks 
rated Core, with Supplementary-
rated stocks representing 20% to 
30% and Niche no more than 10% of 
a portfolio. 

Swap rate – Benchmark rate over 
which fixed income products are 
priced.

Tactical asset allocation – Short-
term alterations to a strategic 
asset allocation to reflect market 
conditions and expectations of 
future risks and returns. 

Technical analysis – Research on 
patterns in past share trading as a 
basis for predicting future trends 
in prices. Technical analysis - in 
contrast to company or fundamental 
analysis - assumes that prices rise 
and fall at different rates in patterns 
that can be exposed. Analysis of past 
changes enables prediction of future 
movements.

Time weighted return (TWR) – TWR 
measures investment performance 
(income and price changes) of a 
portfolio. It eliminates the effects of 
the size and timing of capital flows 
that alter the internal rate of return 
(IRR) numbers.
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Disclaimer: This publication is a private communication to clients of Craigs Investment Partners Limited resident in New Zealand. It is not intended for public circulation, publication 
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future or forward looking statement is included in this document, no representation is given as to whether that statement will prove correct). Those acting upon information and 
recommendations do so entirely at their own risk. Craigs Investment Partners Limited and/or its partners and employees may, from time to time, have a financial interest in respect 
of some or all of the matters discussed. The Private Wealth Research Team responsible for the content of this publication confirm that: (1) the views expressed in the publication 
accurately reflect the Private Wealth Research Team opinion about the subject, securities and issuers and/or other subject matter as appropriate; and (2) no part of any team 
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Level 4, PwC Centre
Cnr Anglesea & Ward Streets
PO Box 1282, Hamilton 3240
P. 07 838 1818 F. 07 838 0828
E. hamilton@craigsip.com

TAURANGA
Craigs Investment Partners House
158 Cameron Road
PO Box 13155, Tauranga 3141
P. 07 577 6049 F. 07 578 8416
E. tauranga@craigsip.com

ROTORUA
First Floor
1196 Whakaue Street
PO Box 1148, Rotorua 3040
P. 07 348 1860 F. 07 348 1863
E. rotorua@craigsip.com

GISBORNE
66a Reads Quay
PO Box 153, Gisborne 4040
P. 06 868 1155 F. 06 868 1154
E. gisborne@craigsip.com

HAVELOCK NORTH
Level 1, 15 Joll Road
PO Box 8262, Havelock North 4157
P. 06 826 2500 F. 06 826 2501
E. havelocknorth@craigsip.com

NEW PLYMOUTH
First Floor, 9 Young Street
PO Box 8011, New Plymouth 4340
P. 06 759 0015 F. 06 759 0016
E. newplymouth@craigsip.com

WHANGANUI
17 Drews Avenue
PO Box 63, Whanganui 4541
P. 06 349 0030 F. 06 348 5523
E. whanganui@craigsip.com

PALMERSTON NORTH
First Floor
Cnr Broadway Avenue & Vivian Street
PO Box 1543, Palmerston North 4440
P. 06 953 3460 F. 06 953 0640
E. palmerstonnorth@craigsip.com

WELLINGTON
Level 4, 20 Customhouse Quay
PO Box 10556, Wellington 6143
P. 04 917 4330 F. 04 917 4350
E. wellington@craigsip.com

BLENHEIM
2 Alfred Street
PO Box 678, Blenheim 7240
P. 03 577 7410 F. 03 577 7440
E. blenheim@craigsip.com

NELSON
9 Buxton Square
PO Box 772, Nelson 7040
P. 03 744 0100 F. 03 744 0101 
E. nelson@craigsip.com

CHRISTCHURCH
Craigs Investment Partners House
Level 3, 76 Victoria Street
PO Box 90, Christchurch 8140
P. 03 379 3433 F. 03 379 5687
E. christchurch@craigsip.com

QUEENSTOWN
Craigs Investment Partners House 
Level 3, Five Mile Centre 
Grant Road, Frankton
PO Box 2487, Wakatipu 
Queenstown 9349
P. 03 901 0170 F. 03 901 0179
E. queenstown@craigsip.com

DUNEDIN
Level 4, 229 Moray Place
PO Box 5545, Dunedin 9054
P. 03 477 5900 F. 03 477 6743
E. dunedin@craigsip.com

GORE
120 Main Street
PO Box 317, Gore 9740
P. 03 208 9310 F. 03 208 4161
E. gore@craigsip.com

INVERCARGILL
Level 2, 20 Don Street
PO Box 1246, Invercargill 9840
P. 03 214 9939 F. 03 214 9933
E. invercargill@craigsip.com


