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Markets keep rising, risks are 
growing. So where to from here?
The question many investors are asking at the moment is whether the 
strong run from shares, property and other asset classes can continue. 
It’s a fair question, and we are right to be a little nervous.

Markets have enjoyed an 
exceptionally strong period of 
growth since 2009, with returns 
nothing short of spectacular. This has 
been driven by a range of factors, 
including a rebound from oversold 
levels in the wake of the global 
fi nancial crisis, very low interest 
rates, abundant central bank liquidity, 
limited other options for investors, 
and a patchy economic recovery.

Global economic activity has enjoyed 
a strong synchronised uptick since 
the second half of last year, although 
we have seen signs recently of 
growth losing momentum. Economic 
indicators in the US have been 
disappointing, liquidity and monetary 
conditions have tightened in China, 
and confi dence in the ‘refl ation trade’ 
has waned somewhat.

Central banks have changed their 
tune and are beginning to reverse 
some of the economic life-support 
used during the last several years. 

The US Federal Reserve has 
increased interest rates twice this 
year already, and is moving closer 
to normalising monetary policy. 
Meanwhile, there are similar murmurs 
from central banks in Europe and 
the UK. The path to more normal 
conditions will undoubtedly be a 
bumpy one, but it seems clear that’s 
the direction we are headed.

At the same time as central banks 
become less accommodative, 
geopolitical risks are rising, rather 
than receding. All eyes are on policy 
change and foreign relations in the 
US, Brexit negotiations have only 
just begun, and the new French 
President will soon be under 
pressure to deliver on reform plans. 
The German election is in September, 
the Catalonian region of Spain holds 
a referendum on independence 
shortly after, and the Italian election 
looms as a risk sometime before May 
2018.

Against that backdrop, we have 
valuations that look high in all asset 
classes, not just shares. Volatility is 
low, complacency is high, and it feels 
like we are overdue for a correction 
of some magnitude. For many 
investors a 10% pullback would be 
welcomed as it would release some 
pressure while revealing potential 
buying opportunities.

On the other side of the coin, 
economic data is steady, if not 
spectacular. For all its faults, Europe 
is improving, and we are confi dent 
economic indicators in the US will 
pick-up in the months ahead. 

The global reporting season for the 
March quarter was very strong, with 
overall S&P 500 earnings up some 
13% relative to the same time a year 
ago. That makes for the strongest 
reporting season since the third 
quarter of 2011, so things certainly 
aren’t all bad in the global economy 
and in particular the US. 
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On balance, and given all the 
risk factors out there, we 
think a correction at some 
point in the coming months is 
reasonably likely. 

Japan still looks attractive to us, 
while India remains a bright spot in 
an otherwise risky emerging market 
landscape. Australia continues to 
look challenged, with high budget 
defi cits, political dysfunction and 
question marks over dominant 
sectors like banks and resources.

Here in New Zealand the economy 
is chugging along nicely, supported 
by the strongest population 
growth since the 1960s, a resurgent 
dairy sector and a burgeoning 
tourism industry. We have a stable 
government (notwithstanding the 
upcoming election) that is in the 
enviable position of having options 
due to a strong fi scal position.

The New Zealand dollar remains very 
strong relative to long-term averages, 
although this looks justifi ed against 
many economic performance 
measures. We fi nd it hard to see the 
currency falling substantially unless 
something goes wrong, although 
we also believe it is an opportune 
time to use the high New Zealand 
dollar to add to holdings in off shore 
markets. 

While the domestic economic 
outlook is strong, we should not be 
so naïve as to ignore risks like our 
high household debt levels, reliance 
on migration, and our concentrated 
exposure to key export industries 
(such as agriculture and tourism) and 
key markets (China and Australia 
take about 40% of our goods 
exports).

While acknowledging the risks that 
increasingly hawkish central banks 
pose to future investment returns, 
we can’t rule out a potential reversal 
of course. If a global economic shock 

emerged, or if growth and infl ation 
disappointed in a big way, we could 
easily see them backtrack on plans 
to tighten policy.

On balance, and given all the 
risk factors out there, we think a 
correction at some point in the 
coming months is reasonably likely. 
Having said that, based on current 
conditions, we wouldn’t expect 
this to turn into a full-blown bear 
market. That looks unlikely without 
an accompanying recession in one of 
the major economies, and at present 
there are no recessionary alarm bells 
that we can see. 

We are on the cusp of a traditionally 
weak period of the year for markets, 
with August and September the 
two worst months of the year for 
US shares. The average return since 
1950 has been negative for these 
two months, while September is the 
only month where negative monthly 
returns outnumber positive ones.
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Investors are right to get a little 
more cautious at this point, and to 
take a defensive slant in portfolios. 
However, selling everything and 
hunkering down is not the answer.

The old rules still apply when the 
investment landscape looks murky. 
Don’t be afraid to take some profi ts, 
or to hold a little more cash than 
usual. Consider an allocation to gold, 
if only as an insurance policy against 
something coming out of left fi eld.

Don’t ignore good quality domestic 
fi xed interest. While interest rates 
remain low on a relative basis, 
investors in New Zealand corporate 
bonds are still earning a solid and 
positive real return. Fixed income 
is an important part of a diversifi ed 
portfolio. While investors may be 
concerned that yields will rise quickly, 
causing bond prices to fall, New 
Zealand fi xed income investors in 
corporate bonds tend to be invested 
on average for three years, and to 

a maximum of about seven years. 
Price movements resulting from any 
change in the yield are smaller than 
for long-dated bonds (which extend 
out 10 to 20 years). On a portfolio 
basis, this will cushion investors, as 
will having a concentration of senior 
bonds. In our view, should we see a 
correction in equities, these bonds 
will not suff er the same decline in 
prices and investors will get their 
capital back in a few years anyway. 
Rest assured, if markets experience a 
risk event, fi xed interest will perform 
relatively well.

Ensure you are well diversifi ed, 
everywhere. That means across 
asset classes, regions, sectors and 
companies. Now is not the time for 
taking concentrated positions.

Finally, we shouldn’t forget that 
volatility is the friend of the long-
term investor. We need these periods 
of weakness to pick-up good quality 
assets at reduced prices.

It is impossible to say where fi nancial 
markets will go in the short-term 
but, unlike just about everything else 
in life, the further you look into the 
future, the more predictable markets 
become. In the last 50 years, New 
Zealand shares have averaged just 
shy of 10% per annum. While there 
have been numerous ups and downs 
over that time, there’s never been a 
10-year period where the market has 
declined. 

Maintaining a long-term view and a 
disciplined approach will always be 
a recipe for keeping, generating and 
growing long-term wealth. 

Portfolio strategy / 5



Doing good – A case for 
ethical investing
Giving consideration to more than just the numbers when investing 
is not a new concept, with socially responsible or ethical investing 
dating back to the eighteenth century. Today, investors are 
increasingly aware that taking environmental, social and corporate 
governance issues into account is not only good for society but it 
can also have a material impact on a company’s valuation.

rights and corporate governance) 
can diff er vastly from one individual 
to the next and from one fund to 
another. As such, determining what 
matters to you when investing 
is the fi rst step you should take 
when approaching the responsible 
investment universe.

While some investors may 
ponder whether or not a focus on 
environmental, social and ethical 

issues has a place in investment 
markets, the fi ndings from over 
2,000 academic studies show a high 
correlation between sustainable 
business practices and corporate 
fi nancial performance. This means 
an orientation towards long-term 
responsible investing can be 
incorporated into a portfolio without 
sacrifi cing its return objective, as can 
be seen in the chart below.

A closer look at some of the factors 
considered in the ESG space 
provides some insight into the 
fi ndings of these studies, and is 
an aspect we already incorporate 
into our investment approach 
(specifi cally on the governance 
front). The ethics, vision and integrity 
of management and the board, and 
how a company conducts their 
business (not just what they do) can 
have a huge impact on the long-
term success and performance of 
a company. Embracing standards 
for responsible business behaviour 
encourages closer analysis of a 
business’s practices and supply chain 
by management, and the setting 
of targets that must be measured, 
reported on and hopefully improved 
on from year to year.

Investors have not been 
disadvantaged by incorporating 
SRI factors in portfolios

KEY:    MSCI KLD 400 Social Index Gross
   S&P 500 Total Return Index 

Source: Bloomberg, Craigs Investment Partners. The 
MSCI KLD 400 Social Index (previously the Domini 
400 Social Index) was the fi rst index to measure the 
performance of a broad universe of socially responsible 
stocks in the United States. Indices rebased to 100 on 
30 April 1990. 

0 

200 

400 

600 

800 

1,000 

1,200 

1,400 

1,600 

Apr-90 Apr-96 Apr-02 Apr-08 Apr-14 

Every day, individuals do their bit to 
make the world a better place, be it 
adopting good recycling practices, 
building more environmentally 
friendly and effi  cient homes, or 
opting for a more effi  cient car or 
appliance. The rationale that drives 
us to make these decisions in our 
everyday lives can also be extended 
to investment portfolios thanks to 
the plethora of options available 
from leading market providers in the 
responsible investing space. 

While the numerous investment 
options available in this space have, 
on one hand, made it easier for 
investors, navigating the responsible 
investment space remains complex. 
Socially responsible investing 
(SRI), ethical, ESG (Environmental, 
Social, Governance), thematic, 
best in class, impact, sustainable, 
responsible, green, negative screen 
and positive screen exclusions 
are just a handful of the diff erent 
terms and approaches used in the 
responsible investing universe. But 
terminology is not the only wide 
ranging feature in this space. The 
importance of diff erent ethical, social 
and sustainable issues (e.g. climate 
change, resource scarcity, labour 
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Adopting an ESG stance can also 
help to position portfolios to take 
advantage of opportunities in the 
market arising from regulatory 
changes and advancements in 
technology. Meeting emission 
reduction targets is a prime example 
of this, with demand for clean 
energy, effi  cient power grids and 
energy effi  cient buildings expected 
to continue to rise. On the fl ipside, 
technological advancement and 
cost declines in areas such as water 
technology, industrial automation, 
renewable power and energy 
storage (e.g. batteries) pose a threat 
to incumbent industries and demand 
for such things as fossil fuels.

Common strategies in the 
responsible investment space

Historically, SRI funds have tended 
to adopt a ‘negative or exclusionary’ 
methodology where companies 
or sectors were excluded from a 
portfolio based on social, ethical or 
religious criteria – the most common 
of which relate to areas such as 
weapons, tobacco, alcohol and 
gambling. However, like all things, 
deciding on what to exclude is 
fraught with challenges. For example, 

it is easy to exclude companies that 
manufacture alcohol and cigarettes, 
but should you also exclude 
companies that sell them, such as 
supermarkets? How far one casts 
this net will clearly be dependent 
on the importance of such issues 
to each individual. However, 
consideration needs to be given to 
what impact this (i.e. the degree of 
exclusions) will have on a portfolio’s 
investable universe, diversifi cation 
and investment returns. 

A further area of contention of this 
exclusionary strategy is that even 
if a company is excelling in other 
areas such as corporate governance, 
health and safety or waste reduction 
it could not be considered for 
investment due to the industry or 
sector in which it operates.

Today, index providers and portfolio 
managers are adopting a more 
dynamic ‘positive or best in class’ 
approach to investing, focussing on 
a broader range of environmental, 
governance and social factors. This 
involves digging deeper into each 
investment to determine factors 
such as whether the company is 
considered to be making a positive 

social contribution, is seeking to 
minimise adverse environmental 
eff ects from their operations, has 
strong governance practices, and 
ethical standards in place.

Companies are scored on these and 
other factors, with those scoring 
above a pre-determined threshold 
being eligible for inclusion in an 
index/fund. Controversial sectors 
may, or may not be, specifi cally 
excluded using this approach. 
However, if they do not meet the 
best in class minimum standards 
they will not be eligible for inclusion. 
In some instances, companies 
with an exposure to controversial 
sectors may be included in an index 
or portfolio where the manager 
believes engagement with the 
company can improve their ESG 
related policies and practices, or 
where the less than desirable 
activities only make up a small part 
of a company’s operations. This is 
why understanding the methodology 
adopted by the index provider 
or fund manager is of utmost 
importance when investing in this 
space.

The investment spectrum

ESG risk management

Sustainable investment opportunities

Higher impact opportunities

Traditional Responsible Sustainable Thematic Impact Philanthropy

Limited or no 
focus on non-
financial factors 
of underlying 
investments.

Focus on ESG 
risks ranging 
from exclusion or 
negative screening, 
of harmful 
products such as 
cluster munitions 
and land mines, to 
a wider integration 
of ESG criteria, 
such as food 
security, human 
rights and investor 
engagement.

Focus on positive 
environmental and 
social outcomes, 
through investment 
selection, portfolio 
management 
and investment 
committee 
engagement.

Centres on one or 
a cluster of issue 
areas where social 
or environmental 
need creates a 
commercial growth 
opportunity.

Actively seeks 
to make a 
positive impact 
by investing, for 
example, in non-
profi ts that benefi t 
the community or 
in clean technology 
enterprises. 
Requires some 
financial trade-off.

Philanthropy 
involves charitable 
giving to human 
causes on a large 
scale based on a 
desire to improve 
human welfare. 
Requires 100% 
fi nancial trade-off .

Source: Deutsche Asset Management.
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Some examples of key environmental, 
social and governance criteria 
assessed and scored by market 
providers and managers are shown 
in the table above.

Examples of key environmental, social and governance criteria

Environmental Social Governance

Climate change Human rights Investor engagement

Population growth Labour conditions Board quality

Urbanisation Diversity and equal opportunity Board diversity

Resource scarcity Indigenous people Executive compensation

Ecosystem decline Safety and security Shareholders’ rights

Food security Equality Audit independence

Water usage and quality Employee satisfaction Business ethics

‘Sustainability themed investing’ is 
another approach to responsible 
investing and tends to be focussed 
on specifi c environmental issues 
such as clean energy, green 
technology or sustainable 
agriculture. However, investors need 

to be aware that the signifi cantly 
more concentrated nature of this 
approach has historically resulted 
in a higher level of volatility and a 
greater variance in returns versus the 
broader market.
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Market players
The task of assessing a company’s 
principles in relation to social, 
environmental and governance 
factors has been made easier 
over the years by the growing 
number of indices, rating agencies 
(RobecoSAM, Ethisphere, 
Bloomberg and Sustainalytics) 
and providers (BlackRock, iShares, 
SPDR, Guggenheim, PowerShares) 
operating in this space. 

Overview of selected sustainability indices in the marketplace

ESG approach

Negative/exclusion Positive/best in class Thematic investing

MSCI

MSCI Global SRI 
and ESG Indexes

MSCI Global 
Environment Indexes

MSCI excluding Controversial 
Weapons Indexes

MSCI Global Sustainability 
Indexes

MSCI Global Climate Indexes

MSCI Global Fossil Fuels Exclusion 
Indexes

MSCI Global Low Carbon 
Indexes

FTSE

FTSE4Good 
Index Series

FTSE Environmental 
Opportunities Index Series

FTSE All World excluding Fossil 
Fuels Index Series

FTSE Environmental Technology 
Index Series

FTSE All World excluding Coal 
Index Series

Dow Jones

DJSI Ethical Exclusion 
Sub Indexes

DJSI Broad 
Market Indexes

DJSI Diversifi ed Select Indexes DJSI Diversifi ed Indexes

DJSI Blue Chip Indexes

Source: MSCI, FTSE, S&P Dow Jones. The table above only highlights a small number of the indices available with a responsible investment focus.

The three large index providers 
(MSCI, FTSE and Dow Jones) have 
developed a number of indices 
that cross the spectrum of the 
responsible investing space (see 
the table above). While some 
providers, such as MSCI, have their 
own in-house global ESG research 
team who score companies based 
on the team’s own proprietary 
analysis, others such as Dow Jones 
collaborate with specialists in 
sustainability investing (RobecoSAM) 

to create their sustainability index 
family. However, as noted earlier, the 
methodology adopted by each index 
provider can diff er substantially, even 
across their own suite of indices. As 
such, while the plethora of options 
available that has taken a lot of the 
leg work out of assessing companies, 
investors still need to give 
consideration to the methodology 
adopted by the index providers or 
fund manager to ensure they align 
with their requirements. 
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Global companies covered by PWR that are included in a number 
of listed sustainability funds

3M Johnson Matthey Plc

Alphabet Inc L’Oreal

Amazon Microsoft Corp

Apple Nestle

Berkshire Hathaway Republic Services

Bunzl Roche

Cerner Corp Schlumberger

CVS Health Corp Shire Plc

Diageo Plc Southern

Ecolab Unilever Plc

Fanuc Corporation United Technologies

FMC Corp Visa

General Electric Vodafone Group Plc

Glaxosmithkline Plc Wells Fargo

Johnson & Johnson

Source: Company websites, Craigs Investment Partners.

Not all the indices available in the 
responsible investment space are 
easy to invest in. For example, there 
are no listed ETFs (Exchange Traded 
Funds) that track the performance 
of the FTSE4Good family of indices. 
However, these indices and the lists 
produced by the diff erent rating 
agencies can be used as a guide 
for investors wishing to build an 
exposure to individual company 
names. For example, in the adjacent 
table we have highlighted the global 
companies covered by Private 
Wealth Research that are included 
in a number of the listed ETFs 
providing exposure to this area of 
investment.
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The growing number of options in 
this space is a clear indicator that the 
integration of environmental, social 
and governance considerations into 
mainstream business practice and 
everyday investing decisions has 
become increasingly prevalent as 
individuals ascribe more value to not 
only fi nancial performance but also 
companies that are contributing to 
making the world a better place.

Investment options
iShares MSCI USA ESG Select ETF 
(KLD.US, US$102.51, 1.3%) – KLD 
provides exposure to a portfolio 
of around 100 US companies that 
have been assessed as operating 
in a socially and environmentally 
responsible manner. Companies that 
the index provider determines are 
involved in tobacco and controversial 
weapons, as well as major producers 
of alcohol, gambling, civilian fi rearms, 
military weapons and nuclear power, 
are excluded from the underlying 
index. The index provider’s selection 
process is designed so that 
companies with relatively high overall 
ratings have a higher representation 
in the index than in the MSCI USA 
Index. The portfolio is well diversifi ed 
across industries, and is a virtual 
‘who’s who’ of US companies with 
strong brands and solid histories of 
growth.

iShares MSCI Global Impact ETF 
(MPCT.US, US$54.74, 2.2%) – 
MPCT provides an easy way for 
investors to gain exposure to global 
companies that have a record of 
positive environmental and social 
impact. The approximately 100 
companies included in the portfolio 
not only employ strong, socially 
conscious practices, but also build 
their business around products and 
services that may drive positive 
change. The fund tracks the 
MSCI ACWI Sustainable Impact 
Index which has been designed to 
identify listed companies whose 
core business addresses at least 
one of the world’s major social and 
environmental challenges, as defi ned 
by the United Nations Sustainable 
Development Goals (UN SDGs). 
Examples of sustainable impact 
categories within the UN SDGs 
include nutritious food, treatment of 
major diseases, sanitary products, 
education, aff ordable housing, energy 
effi  ciency, green building, sustainable 
water and pollution prevention. A key 
attraction of MPCT is the portfolio’s 
limited cross-over with Private 
Wealth Research’s (PWR) current 
global coverage list. At present, 
Johnson Matthey is the only global 
name in the MPCT portfolio that is 
covered by PWR. This limited cross-
over means investors can be assured 
that they are not doubling-up on 
individual names held in portfolios. 

QuayStreet Balanced SRI Fund 
(QSSRI.NZUL, NZ$1.67, 0.0%) – 
Established in 2007, the QuayStreet 
Balanced SRI Fund is the largest and 
longest running SRI fund in New 
Zealand. Unlike KLD and MPCT, the 
QuayStreet Balanced SRI Fund is 
actively managed and also holds 
an exposure to cash and bonds in 
the portfolio (c 40%). QuayStreet 
adopt a two stage screening process 
to fi lter the fund’s investment 
universe. The fi rst stage involves 
excluding controversial industries 
such as tobacco, alcohol, gambling, 
fossil fuel mining, nuclear power, 
weapons manufacture and adult 
entertainment. The second stage 
involves screening and identifying 
the companies that conduct their 
business activities in a sustainable 
manner. This involves monitoring a 
company’s environmental, social and 
governance factors to determine if a 
company is operating in a sustainable 
and socially acceptable manner and 
meets best corporate governance 
practices. The fund is well diversifi ed, 
typically comprising between 80-90 
direct holdings at any given time 
and is managed by a team with a 
robust and transparent investment 
process that will satisfy most socially 
responsible investors. 

Disclosure: QuayStreet Asset Management is a wholly 
owned subsidiary of Craigs Investment Partners Limited 
and is the manager of the QuayStreet funds.
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From science fi ction to virtual reality
Since we learned to make fi re and invented the wheel, disruptive 
technologies have had dramatic eff ects on the way we live. In recent 
years it seems like new technologies are being developed at an ever 
increasing rate. We are fi nally realising the kinds of innovations we 
have been seeing in sci-fi  fi lms and books for decades. 

Given the scale and speed of 
change we are seeing, it is very 
diffi  cult to envisage how the world 
may look in 10 years. While new 
technologies will inevitably have 
both positive and negative eff ects 
on investment portfolios, historically 
they have provided some of the best 
investment opportunities so it is 
important for the long-term investor 
to have an understanding of the risks 
and opportunities technology may 
create for their portfolio.

Below we identify four new 
technologies or ideas that we believe 
will substantially disrupt an existing 
market over the next decade. 
Along with advancements in AI 
(Artifi cial Intelligence), augmented 
reality and self-driving cars that are 
driving innovation in a wide range 
of industries, technology is also 
unravelling the mysteries of the 
human body. 

AI (Artifi cial intelligence) 
has moved out of the realms 
of sci-fi  

Post the mobile revolution, AI and 
automation look set to become 
the next disruptive technologies 
that transform the world, with 
the economic implications likely 
impacting policy makers, corporates 
and investors.

What makes automation so 
revolutionary is the scope of its 
disruption. Robots are already 
commonplace in the manufacturing 
industry, usually undertaking 
tasks seen as either too diffi  cult or 
dangerous for humans. However, 
technological advances and a 
signifi cant drop in component 
costs have increased the scope and 
usability of robotics. 

AI has already moved out of the lab 
and is outperforming humans in 
many real world situations. The latest 
deep learning systems outperform 

humans in image and speech 
recognition. According to McKinsey, 
a global consulting company, 
45% of work activities could be 
automated using technology that 
was being demonstrated in 2016. 
This gives us the impression that 
the advancement and adoption 
of automated technologies could 
play out a lot quicker than many 
appreciate. 

A wide range of technology 
companies stand to benefi t from 
these trends. Semiconductor 
(microprocessors and graphic 
processors) and sensory vendors are 
at the epicentre of this revolutionary 
shift; AI demands fast and reliable 
high performance computing 
and the sensors (cameras, radar, 
ultrasound etc) to function. Cloud 
infrastructure leaders Amazon 
(Supplementary, Overweight), 
Microsoft (Supplementary, 
Overweight) and Alphabet (Core, 
Overweight) have been very busy 
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investing in AI solutions and are 
already off ering products that 
incorporate AI technology that 
helps to automate certain business 
processes. Automation and robotics 
companies are also at the forefront 
of this revolution. McKinsey forecasts 
the number of industrial robots 
could rise from 15 million currently 
to 25 million by 2025, implying a 
25-30% annual growth in robot 
sales. Favoured companies within 
this sector include robotics leaders, 
Fanuc (Niche, Overweight) and 
Kuka.

The emergence of autonomous 
vehicles is likely to be the most 
powerful trend the automotive 
history has ever experienced

Due to the legal and technical 
hurdles that must be met, fully 
autonomous vehicles are probably 
many years away from becoming 
mainstream. However, based on the 
direction key players are taking, we 
see two key off erings emerging: 1) 
a personally-owned vehicle with 
full driverless capabilities (sold by 
auto manufacturers); and 2) an 
on-demand autonomous network 
off ering taxi and ride sharing 
services (a direction Uber and 
Google are aggressively moving 
towards). 

The number of vehicles on the road 
is likely to signifi cantly decline as the 
market shifts toward vastly more 
economical automotive service 
models (posing a bleak outlook 

for the automotive manufacturers). 
These could take the form of 
dedicated robotic taxis, goods 
delivery services, overnight trips in 
sleeping cars etc. It could also be 
disruptive from a social perspective; 
an improved taxi system could make 
ride-sharing more effi  cient. In the 
future, autonomous cars could be 
designed specifi cally for business 
meetings or as restaurants. Road 
safety would rise and there would 
be better utilisation of roading 
infrastructure, lowering insurance 
rates and fuel costs. In decades 
to come, if every vehicle was fully 
autonomous, traffi  c lights could 
become obsolete.

Over 40 companies are developing 
autonomous vehicle technology. 
This includes the automotive 
manufacturers, established tech 
companies and a number of tech 
start-ups. Alphabet’s self-driving 
car business, Waymo, is a clear 
leader in developing driverless car 
technology. Its self-driving cars have 
already clocked up more than three 
million miles of on road testing over 
the last seven years and billions 
more in a simulated environment 
using machine learning technology. 
Not only has this led to signifi cant 
technological advancement but 
the cost of Waymo’s technology 
has also dropped dramatically. 
Waymo has partnered with Fiat 
Chrysler which has the automotive 
manufacturing expertise and scale. A 
number of tech companies are also 

working on self-driving technologies, 
including Apple (Core, Overweight), 
Uber, Baidu and Lyft. Automotive 
manufacturers and part suppliers are 
making signifi cant investments into 
this fi eld, including Ford, BMW, Audi, 
Delphi, Tesla and General Motors. 

Advances in the fi eld of 
genomics are leading to 
signifi cant insight into the 
understanding of DNA and 
how the body functions

DNA determines our physical 
characteristics, regulates biological 
activity and can indicate a person’s 
risk for certain diseases. In order 
to interpret DNA, scientists look 
to next generation sequencing, a 
technology that matches genes to 
bodily functions and can identify 
gene mutations. Over the last few 
years there has been a signifi cant 
advancement in the technology used 
to sequence DNA. Next generation 
sequencing tools are now faster and 
more aff ordable than ever. To put it 
in perspective, in 2000, the Human 
Genome Project fi nished sequencing 
the fi rst whole human genome which 
took over a decade and cost over 
US$3bn. Today, next generation 
sequencing tools can sequence 
nearly 20,000 human genomes per 
year at a cost of around US$1,000 
each.

The next generation sequencing 
market is currently worth around 
US$2-3bn per annum but is growing 
rapidly. The market is dominated 
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by two companies that together 
hold around 90-95% market share. 
Illumina is the clear leader with 80% 
market share while Thermo Fisher, 
through its 2014 acquisition of Life 
Technologies, holds the number 
two position with around 15% of the 
market. Illumina estimates that the 
total addressable market for next 
generation sequencing instruments 
is worth around US$30-35bn per 
annum.

Advances in genomics have opened 
the door to precision medicine – 
targeted therapies that use specifi c 
biomarkers to match treatments to 
the unique conditions facing each 
patient. Some of the most prescribed 
drugs in the world only help a 
fraction of the patients they are 
given to, which can prevent patients 
from getting the treatment they 
need and wastes precious healthcare 
resources. 

Precision medicine looks to use 
biomarkers in the body to tell 
medical professionals which 
treatment would be best for the 
patient. Biomarkers are proteins 
in a person’s blood or a genetic 
mutation that can be linked to a 
particular disease. By looking at 
biomarkers, doctors can gain insight 
about the disease and how to 
inhibit its eff ects. The opportunity 
in precision medicine is tremendous 
and is already revolutionising the 
way doctors treat disease. Many of 

today’s newest and most eff ective 
cancer treatments work to block 
the expression of cancer linked 
gene mutations. According to the 
American Association of Cancer 
Research, there are over 800 new 
cancer therapies in development 
and 73% have the potential to be 
precision medicines. These trends 
demonstrate the vast degree to 
which R&D is ramping up in the 
space and the massive impact the 
fi eld is having on healthcare. 

Roche (Supplementary, 
Overweight) is at the forefront of 
precision medicine. The company’s 
edge comes from integrating the 
knowledge from its expertise in both 
diagnostics and pharmaceuticals and 
drawing on it throughout the R&D 
process. This has led the company 
to develop next-generation antibody 
technologies, such as bispecifi c 
antibodies. Bispecifi c antibodies 
are designed to attack two targets 
on cancer cells simultaneously 
which potentially increases their 
eff ectiveness while minimising the 
harmful side eff ects that come with 
other cancer treatments.

Augmented reality a 
revolutionary technology 

In an interview with The 
Independent, Apple CEO, Tim 
Cook, called augmented reality a 
revolutionary technology. He viewed 
it as a product that everyone can 
use, similar to the iPhone. So similar 

to the iPhone, in fact, that it might 
one day supersede it. Mr Cook is 
not alone in this view; some industry 
experts anticipate the market to 
be worth US$180bn by 2020 as 
virtual devices replace smartphones 
and businesses start utilising the 
technology. 

Augmented reality and virtual reality 
are related technologies that provide 
a very diff erent experience and 
serve very diff erent purposes. Virtual 
reality, as the name suggests, creates 
a fully immersive virtual world that 
users interact with. Users don goggle 
type displays that completely cover 
their fi eld of vision. The goal of 
virtual reality is to make a world so 
immersive that a user can’t tell the 
diff erence between what is real and 
what isn’t. 

At present the primary content 
available on virtual reality headsets 
is game software but we believe it 
will quickly expand to include movies, 
TV and music and then broaden to 
other types of entertainment such 
as theme parks, zoos, museums and 
concerts. Key players include Oculus 
Rift, Samsung, Sony, Alphabet and 
HTC.

Augmented reality blends virtual 
reality and real life; users experience 
computer generated images 
superimposed over their view of the 
real world. Ultimately, we believe that 
augmented reality will come in the 
form of glasses. Users will be able to 
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make phone calls, send messages 
and receive directions in front of 
their eyes all while walking, driving 
or talking to someone. Google glass 
has already provided a glimpse of 
the potential of augmented reality 
but due to technological limitations 
it never moved past being a concept. 
Alphabet is now working on a model 
for business use.

Augmented reality technology will 
probably be used in commercial 
applications before being adopted 
for personal use. As the technology 
improves (power effi  ciency) and 
becomes more mainstream (moves 
beyond goggles to glasses) we 
expect there to be explosive 
uptake. As production volumes 
increase, prices should fall, spurring 
further growth. While virtual reality 
is a completely new device and 
therefore has very little overlap with 
other consumer electronic devices, 
augmented reality will provide a 
number of the same functions of a 
smartphone, yet in a potentially more 
convenient way. As a result, many 
industry experts believe that growth 
in augmented reality will likely be 
a catalyst for the evolution from 
smartphones to wearable devices.

Gaining an exposure to these 
technologies

There is one thing that all of these 
disruptive technologies have in 
common; data. Lots and lots of data. 
The raw data from a sequenced 
human genome is 200 gigabytes. 
According to Intel CEO, Brian 
Krzanich, autonomous vehicles 
will generate roughly 40 terabytes 
of data for every eight hours of 
driving. Global data creation is 
expected to double every two 
years for the next decade. Most 
mobile devices, whether a robot, a 
home device or an autonomous 
vehicle, will be controlled wirelessly. 
Given the vast amount of data 
that will need to be processed and 
collected, we believe that housing 
this data via a cloud service vendor 

would be the most effi  cient and 
cost eff ective. We view this as a 
signifi cant revenue opportunity 
for the cloud infrastructure leaders 
Amazon (US$971.40, 0.0% gross 
yield), Microsoft (US$69.08, 2.2% 
gross yield) and Alphabet. All 
three have also built up extensive 
AI capabilities and we believe they 
will become default platforms for AI 
based services. 

Alphabet (US$932.26, 0.0% 
gross yield) is one of the few tech 
companies that has been able to 
continuously position itself for major 
secular moves in the internet market. 
In an eff ort to preserve its innovative 
leadership, Google reorganised 
its business in 2015 under a new 
holding company, Alphabet. Google 
became a wholly owned subsidiary 
of Alphabet and a new segment, 
named Other Bets, was created 
to hold all of the company’s start-
ups or ‘moonshot ideas’. The aim 
of Alphabet is to support and 
assist these new ventures as they 
move from an R&D phase to fully 
commercial businesses. For a 
number of years, Alphabet has 
slowly been expanding its reach into 
a large number of industries. This 
includes its driverless car technology 
(Waymo), biotech (Verily and Calico), 
augmented reality (Google Glass), 
smart home technology (Nest), fi bre 
network infrastructure (Google 
Fiber) and tech start-up incubator 
(Google X) to name just a few. 

Apple (US$144.09, 1.8% gross yield) 
is a world leader in the design and 
manufacture of mobile devices and 
has long been a disruptive force 
within the tech sector. Through the 
success of its long list of products 
(Macintosh, iPod, iPhone, and 
iPad), Apple has built very strong 
brand loyalty and what we consider 
to be one of the most valuable 
consumer platforms in the world. 
Over the long-term, we believe 
that the company will be able to 
continue to grow revenue through 

the introduction of new products 
and services that will fi t neatly into 
the Apple ecosystem. Apple is 
notorious for its secrecy, which 
makes it diffi  cult to know what new 
products the company is working 
on. Two areas Apple CEO, Tim 
Cook, has publically shed some 
light on are its driverless car project, 
codenamed Titan, and Apple’s work 
on augmented reality, a technology 
he is very excited about. 

For investors wanting a more 
diversifi ed exposure to disruptive 
technologies we recommend 
Scottish Mortgage Investment Trust 
(£3.96, 0.8% gross yield). Scottish 
Mortgage is an actively managed 
fund that provides exposure to a 
concentrated portfolio of 70-80 
stocks operating across the globe. A 
key distinguishing feature of SMT’s 
portfolio versus its peers is the 
fund managers’ focus on ‘disruptive’ 
companies where technological 
advancements are disrupting 
established business practices. Their 
view is that the rate of technological 
change is faster today than ever 
before, and the companies that take 
advantage of it will benefi t most. 
The manager sees the greatest 
opportunity in the US and China, and 
in sectors such as technology and 
healthcare.

For a passive exposure to the 
technology sector we recommend 
the iShares Global Technology ETF 
(US$130.85, 0.8% gross yield). The 
fund holds over 100 companies 
and has a clear bias to the US, with 
over 75% of its holdings listed there. 
It provides access to the more 
established tech names such as 
Apple, Alphabet and Microsoft, while 
also providing exposure to the higher 
growth names such as Facebook, 
Twitter and Salesforce. The average 
market cap of the companies held in 
the portfolio at present is US$166bn. 
The annual management expense 
ratio is 0.48%. 
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The migration boom – Structural 
or cyclical?
Migration continues to break records, bringing with it a whole 
lot of positives as well as a similarly long list of challenges. Over time, 
these high levels of inbound migration are expected to fall back to more 
normal levels, or even reverse (temporarily) at some point. However, 
with policy changes from the likes of Australia and the United Kingdom, 
maybe those traditional destinations won’t be the drawcard for Kiwis 
they once were. Should that be the case, the migration boom could be 
here to stay a little longer than previously thought.
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Migration continues to break 
records

In recent months we’ve seen net 
migration hit an all-time high of 
close to 72,000 people a year. That’s 
even stronger than the previous 
three years, which were also record-
breaking. In the preceding fi fteen 
years, annual net migration averaged 
just above 10,000, so you could say 
that at the moment it’s running at 
several times the historic norm.

Net migration of 72,000 a year is 
substantial, especially when you 
consider that we are still a very 
small country in terms of our overall 
population. Our total population is 
currently estimated to be 4.8 million, 
so the current level of migration 
represents an increase of around 
1.5% per annum.

The natural population increase has 
been around 30,000 per year in 
recent times (on average one birth 
every nine minutes, and one death 
every 17 minutes). Add the impact of 
migration and you have a population 
that is growing by approximately 
2.2% each year, the strongest 
population growth since 1962.

It’s not just that more people 
are arriving, it’s also that much 
fewer are leaving

In the chart below, the grey shaded 
area represents overall net migration. 
It is quite clear that the strength 
of the last three years has been 
phenomenal, but the two coloured 
lines tell an equally interesting tale.

The blue line represents non-New 
Zealand citizens. While there has 
been a steady stream of people 
settling in New Zealand over the 
last 20 years, we can see that since 
2013 the number of arrivals has 
risen strongly. This has been a key 
driver of the overall migration story, 
although not the only one.

The gold line represents the net 
movement of New Zealand citizens, 
and as it moves lower it refl ects less 
Kiwis leaving the country. 

Historically, a reasonable number 
of New Zealanders have left the 

country each year. This has often 
off set the non-New Zealanders 
coming in, keeping net overall 
migration at modest levels. On 
occasion, such as from 1998 to 2001 
or during 2012, net migration has 
registered an outfl ow because of 
large spikes in people leaving.

What is very clear in this chart is that 
over the last few years the number 
of New Zealand citizens leaving the 
country has fallen drastically. It is 
now only 1,500 per year, much lower 
than what we have seen at any other 
point during the past 20 years.

In summary, it is obvious that the 
drivers of strong net migration are 
two-fold. On the one hand, we are a 
very popular destination for citizens 
of other countries, but the fact that 
virtually nobody is leaving at the 
moment has exacerbated the overall 
impact on migration fi gures.

New Zealand annual net migration

KEY:  Total net migration    New Zealand citizens leaving (net)   Non-New Zealand citizens arriving 

Source: Statistics NZ, Craigs Investment Partners.
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What sort of impact is the 
weak Australian economy 
having?

While those arriving from Europe, 
Asia and elsewhere are defi nitely 
contributing to the trend, we can 
lay a fair amount of the blame for 
our current popularity at the feet of 
Australia.

Traditionally, a large number of Kiwis 
have headed over the ditch every 
year. Since the late 1970s we’ve lost 
almost 20,000 people on average 
each year to the ‘lucky’ country. In 
the lead up to the global fi nancial 
crisis when the mining boom was in 
full swing, at one point it was closer 
to 40,000 a year.

But that has all changed over the 
past few years, and with the grass 
no longer any greener, people are 
staying put.

This year the gain in people from 
Australia has been at its highest 
level since the mid-1980’s. About 
two-thirds of migrant arrivals from 
Australia were New Zealand citizens, 
so there are clearly numerous ex-
pats coming home as well.

Australia is a much bigger country 
and has always off ered attractive 
job prospects, particularly for blue-
collar workers. Wages are higher 
and workers in many industries 
experience better conditions.

If their economy was in better shape 
and their political backdrop more 
stable, those traditional drawcards 
might be more alluring. However, 
New Zealand looks stronger than 
Australia on most measures today, so 
we are a victim of our own success 
to some degree.

Number of net migrants by region (year to April)

 20-year average 1997 2007 2017 Current vs 20-year average

Americas 1,574 991 1,749 4,331 175%

Asia ex-China and India 8,253 13,714 8,202 15,590 89%

Australia -18,747 -12,054 -23,266 1,018 na

China 5,508 3,546 1,577 10,200 85%

Europe ex-UK 4,147 2,581 3,689 10,355 150%

India 4,822 2,127 2,536 7,999 66%

Other 7,789 7,854 7,359 16,023 106%

United Kingdom 5,011 2,189 10,235 6,416 28%

Total 18,357 20,948 12,081 71,932 292%

Source: Statistics NZ, Craigs Investment Partners.

Net migration to/from Australia

KEY:   Annual net migration from Australia
  20-year average

Source: Statistics NZ, Craigs Investment Partners.
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Where might migration levels 
go from here?

Few people predicted that migration 
levels would remain as strong as they 
have, and for quite so long. It has 
taken most economists by surprise, 
as well as the Reserve Bank of New 
Zealand and most Government 
agencies.

In 2014, when annual migration was 
sitting at about half of today’s levels, 
the Treasury was expecting annual 
net migration to rise to 38,000 
before falling back to the long-
run assumption of 12,000 in 2017. 
The opposite has happened, with 
migration more than doubling since 
then, rather than falling by two thirds.

Today, the Treasury is expecting net 
migration to add 212,000 people to 
the population over the next four 
and a half years, before falling back 
to an annual pace of 15,000 from 
2022.

If we assume the natural population 
increase continues at the same pace, 
in four and a half years’ time New 
Zealand will have a population of 
more than 5.1 million, and there will 
be approximately 7.2% more of us 
than there are today.
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New Zealand annual economic growth

KEY:  GDP    GDP per capita  

Source: Statistics NZ, Craigs Investment Partners.
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Furthermore, those assumptions 
from the Treasury could well prove 
conservative. If net migration 
continues at its current pace, the 
estimate over that period could be 
light by 100,000 people.

What does this mean for 
the economy and fi nancial 
markets?

Strong migration is certainly 
boosting our economy in a 
signifi cant way. The most recent 
gross domestic product (GDP) 
fi gures again highlighted the impact 
of population increases on growth, 
with GDP per capita for the year to 
March 2017 at just 0.9%, well below 
headline GDP growth of 2.5%. 

This can be seen in the chart below, 
with per capita growth lagging well 
below headline economic growth.

An increasing population boosts 
activity and many domestically 
focussed businesses (both large and 
small) will be seeing benefi ts from an 
increasing pool of customers. 

However, there is no shortage of 
corresponding challenges and 

negative spin-off s. The housing 
problems are well documented, 
while the infrastructure limitations 
that started in Auckland seem to 
be spreading to other parts of the 
country. 

While migration is partly to blame 
for minimal wage growth, workers 
arguably benefi t from greater job 
security as businesses are in a 
stronger position.

At present, New Zealand is a 
highly attractive place to live. The 
economy is strong, we have a stable 
government, unemployment is 
low, and we are far away from the 
uncertainty and tension facing many 
parts of the world. 

Further policy changes are possible 
to stem the fl ow of migrants, which 
could see numbers drop closer to 
historic norms. Having said that, 
many have predicted that change 
for some time and have been proven 
wrong, and our attractiveness has 
only grown. For the time being, the 
current dynamic looks here to stay.

Five companies that 
will benefit if migration 
trends remain strong:
Auckland Airport (NZ$7.11, 4.0% 
gross yield) – The gateway for 
the vast majority of international 
arrivals. As an infrastructure asset, 
increased passenger numbers 
provide a major tailwind to 
earnings.

Tourism Holdings (NZ$4.24, 7.6% 
gross yield) –  As New Zealand’s 
largest motorhome rental business, 
the company is a key benefi ciary 
of increased tourism.

Mercury (NZ$3.35, 7.6% gross 
yield) – The electricity sector 
benefi ts from a higher population 
and Mercury is the retailer with 
the greatest weighting towards 
Auckland.

Freightways (NZ$7.62, 5.6% gross 
yield) – Is a high quality company 
that provides an excellent 
exposure to the New Zealand 
domestic economy.

SkyCity (NZ$4.09, 6.2% gross 
yield) – The company’s key 
asset is SkyCity Auckland, which 
benefi ts from inbound tourism and 
growth in the Auckland region. 
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Outlining the investment 
case for Japan
Japan is the world’s third largest economy and home to many 
leading global industrial and technology companies.

for the Japanese economy and 
sharemarket improving, it is our view 
that Japan can outperform global 
markets over the next several years. 

We should acknowledge that high 
debt levels and persistently low 
infl ation are no longer a Japan-
centric problem. All developed 

world economies, and indeed many 
emerging market economies, are 
grappling with elevated total debt 
levels, slow growth and persistently 
low infl ation. Yet only Japanese 
equities receive a valuation discount 
to account for potential defl ationary 
risks. This inconsistency is becoming 
increasingly diffi  cult to justify. 

Any analysis of Japan’s fi scal 
condition must also consider the 
other side of the country’s balance 
sheet (its assets). By any measure, 
Japan is an extraordinarily wealthy 
country. Japanese household wealth 
currently stands at c250% of GDP, 
and the corporate sector has a net 
foreign asset position equal to 70% 
of GDP. The wealth of the Japanese 
private sector helps to explain the 
apparent paradox that Japan is both 
the world’s most indebted major 
developed economy (public sector 
debt) and the world’s largest creditor 
(private sector wealth). 

For many investors, Japan is all too 
easy to ignore. We all know the 
story... the Japanese economy has 
been overburdened with debt and 
mired in a defl ationary malaise for 
more than 25 years. Over this period 
of time there have been several 
false dawns and these relatively 
short-lived bouts of optimism have 
seen the Japanese sharemarket 
experience spectacular rallies, only 
to make new lows when it became 
apparent the economy would 
continue to grapple with high debt 
levels and defl ation. 

It is not our intention to minimise the 
challenges Japan faces. Rather, we 
argue that the negatives associated 
with Japan are well appreciated and 
thus largely priced into Japanese 
equity valuations. Meanwhile, the 
positive catalysts for the Japanese 
economy and sharemarket are far 
less understood. With Japanese 
equities attractively valued relative to 
other markets, and with the outlook 

Japanese equities are attractively 
valued versus peers

KEY:   10 year average forward PE
  Current forward PE 

Source: Statistics NZ, Craigs Investment Partners.

0x 

2x 

4x 

6x 

8x 

10x 

12x 

14x 

16x 

18x 

Japan FTSE Euro
600

Emg
mkts

 S&P
500

Portfolio strategy / 21



Finally, not all debt is equally 
onerous. History teaches us that 
countries that get into trouble with 
debt typically run negative trade 
balances and have high levels of 
foreign currency borrowing. Neither 
of these circumstances applies to 
Japan. On the contrary, Japan has 
run a persistent trade surplus with 
the world for over 30 years and has 
funded government spending almost 
exclusively via domestic savings. 
These are not the preconditions of a 
crisis and, if anything, help to explain 
why Japan has been able to manage 
its debt burden far longer than most 
academics and investors would have 
expected. 

So, perhaps Japan’s balance sheet 
is not as troubling as it fi rst appears. 
That alone may not be suffi  cient to 
build a bullish case for Japanese 
equities. Fortunately, we can point 
to several reasons to be constructive 
on Japan. This view is supported by 
both a historical perspective (see 
page 23) and recent experience, 
which suggests that aggressive 
central bank policies primarily 
benefi t asset prices. 

To begin with, it would be diffi  cult 
to argue that the unconventional 
monetary policies pursued by the 
world’s central bank have not been 
instrumental in the extraordinary 
bull market in risk assets we have 
witnessed over the past several 
years. With this in mind, it is 
noteworthy that the Bank of Japan 
is at the forefront of unconventional 
monetary policy and is likely to 
remain so. We have little doubt 
that the world’s most aggressive 
central bank will continue to surprise 
markets with its willingness to do 
whatever it takes to end defl ation in 
Japan. 

Secondly, while monetary policy has 
been a key driver of the Japanese 
sharemarket, there is some evidence 

that the Japanese economy was 
beginning to mend even prior to the 
aggressive policies implemented by 
the Bank of Japan. Many of Japan’s 
problems have been rooted in 
demographics; namely an ageing 
population and excess savings. 
Initially, this combination was 
highly defl ationary. However, as the 
population has continued to age, the 
size of the working age population 
has been reduced signifi cantly. There 
are now fewer and fewer workers 
available to perform the same 
number of jobs. This has put an end 
to wage defl ation. 

Finally, and somewhat counter-
intuitively, extremely low 
expectations for the Japanese 
economy and sharemarkets are one 
of the more compelling reasons to 
own Japanese equities. One of the 
great paradoxes of investing is that 
what is easy is rarely the correct 
course of action. Similarly, the best 
opportunities often come from 
companies or asset classes where 
sentiment is uniformly negative. 

The outlook for Japan continues 
to improve against a backdrop 
of a highly accommodative 
central bank and very low market 
expectations. Should the Japanese 
economy continue to improve as we 
expect, there is a lot of room for a 
positive shift in expectations, and a 
corresponding rise in Japanese share 
prices. However, the end of defl ation 
in Japan doesn’t necessarily mean a 
return to stable infl ation. As a result, 
risks surrounding an investment 
in Japan centre on exposure to a 
currency that in all likelihood must 
weaken signifi cantly for Japan’s 
economy to improve. 

With a positive view on Japanese 
equities, but a cautious view on 
the yen, our preferred exposure 
to Japan remains the WisdomTree 
Japan Hedged Equity Fund (DXJ). 
DXJ off ers investors a broad 
exposure to the Japanese market 
with an emphasis on dividend 
paying companies and exporters. 
Notably, the fund utilises a 
hedging programme that mitigates 
fl uctuations of the Japanese yen by 
hedging exposures to US dollars. For 
investors who would like exposure to 
Japan without the currency hedge 
overlay provided by DXJ, the iShares 
MSCI Japan ETF is a low cost and 
eff ective means to access this 
market.

The end of deleveraging and 
defl ation?

KEY:    Percent change in total credit to 
private debt 

Source: Bloomberg, Craigs Investment Partners.
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In another notable development, 
private sector credit growth 
recently turned positive for the 
fi rst time since the late 90’s. In 
our view, it is no coincidence that 
this releveraging of the Japanese 
private sector coincided with the 
Japanese economy expanding in 
the past fi ve consecutive quarters 
(the longest period of expansion in 
11 years). Should Japanese wages 
begin to increase as the pool of 
excess savings continues to decrease, 
this would go a long way to ending 
the defl ationary mindset that has 
plagued the Japanese consumer. 
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A little history shows 
where Japan is likely 
headed
It is a little known historical fact that 
Japan was the fi rst country to exit 
the great depression. Japan was 
able to return to growth and infl ation 
in 1932 through a combination 
of policies, including currency 
depreciation, accommodative 
monetary policy, and fi scal spending 
fi nanced directly via the Bank of 
Japan. These policies were eff ective 
primarily because they resulted in a 
large devaluation of the Japanese 
yen relative to the country’s major 
trading partners. 

In our view, such an outcome is once 
again inevitable, with very positive 
implications for Japanese equities. 
The Bank of Japan cannot allow 
the Japanese yen to continue to 
strengthen to the detriment of the 
economy. The policies it has thus 
far implemented, which include 
negative interest rates and anchoring 
the long end of the yield curve, are 
far more experimental than those 
implemented by other central banks.

We fi rmly believe that the end game 
for Japan will again entail the direct 
fi nancing of government spending 
by the country’s central bank. This 
is a form of ‘helicopter money’. If 
such a radical marriage of fi scal and 

monetary policy may seem unlikely, 
it is worth pointing out that so did 
quantitative easing and negative 
interest rates. 

In our view, Japan will once again 
be the fi rst mover, and the fi rst 
country to escape the defl ationary 
forces plaguing the global economy. 
History suggests that the result 
of ever more radical central bank 
policies will be much higher prices 
for Japanese equities, and a material 
devaluation of the Japanese yen. 
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after Ms Yellen’s speech, the Fed 
announced the top 34 US banks 
all passed their most recent stress 
tests, and the immediate reaction 
of a number of these banks was to 
request approval to lift their payout 
ratios. While shareholders will benefi t 
from an increase in distributions, 
the reduction in capital on banks’ 
balance sheets arguably puts the 
banking system in a weaker position.

Stating the obvious, a risk event 
doesn’t have to originate out of the 
banks in order to cause a fi nancial 
crisis. Globally, there are many 
geopolitical risks on the horizon, 
while asset prices remain elevated. 
Closer to home, New Zealand’s 
economic landscape continues 
to look healthy although we are 
conscious of record household debt, 
rising corporate debt and, of course, 
stretched asset valuations, especially 
property.

While another crisis over the next 
few years is not our base case, we 
do see a high likelihood of a fall in 
the price of growth assets and we 
are certainly a lot less confi dent that 
there will be no more crises in Ms 
Yellen’s lifetime. Peter L. Bernstein, 
who developed the effi  cient market 
hypothesis and is also considered 
one of the most renowned economic 
historians and investment managers, 
gave the following quotes during an 
interview in 2004 at age 85.

“The riskiest moment is when you’re 
right. That’s when you’re in the 
most trouble, because you tend to 
overstay the good decisions. Once 
you’ve been right for long enough, 
you don’t even consider reducing 
your winning positions. They feel so 
good, you can’t even face that. As 
incredible as it sounds, that makes 
you comfortable with not being 
diversifi ed. So, in many ways, it’s 
better not to be so right. That’s what 
diversifi cation is for. It’s an explicit 
recognition of ignorance.

There is a tendency for people to 
expect the status quo either to last 
indefi nitely or to provide advance 
signals for shifting strategies. The 
world does not work like that. 
Surprise and shock are endemic 
to the system, and people should 
always arrange their aff airs so that 
they will survive such events. They 
will end up richer that way than (by) 
focussing all the time on getting 
rich.”

Yellen is of course Janet Yellen, the 
US Federal Reserve Chair, and 
her comments were largely in the 
context of the banking system. She 
does not believe there will be another 
fi nancial crisis for at least as long as 
she lives, thanks largely to reforms of 
the banking system since the 2007-
09 crash. 

“Would I say there will never, ever be 
another fi nancial crisis?” Yellen said 
at a question-and-answer event in 
London. “You know probably that 
would be going too far but I do think 
we’re much safer and I hope that it 
will not be in our lifetimes and I don’t 
believe it will be,” she said.

We certainly acknowledge that the 
banking sector is in a far better 
position than during the global 
fi nancial crisis (GFC). Banks are 
well capitalised and subject to 
signifi cantly more onerous regulation, 
not only in the US but on a global 
basis, but we think this statement is 
too optimistic and arguably sends 
completely the wrong signal. 

This message from Ms Yellen does 
not suggest caution or prudence; 
instead it could be taken as an 
invitation to take more risk on the 
basis that the actions of the Federal 
Reserve have ’successfully‘ led the 
US out of the GFC and no similar 
crisis is foreseeable. One could argue 
that taking more risk is just what 
the banking sector did. The day 

In an overly complacent market, 
stay invested in fi xed income
The headline in major media on 27 June, read “Fed’s Yellen 
expects no new fi nancial crisis in ‘our lifetimes’”.

We believe these comments 
provide a succinct and articulate 
summary of the importance of big 
picture. Refl ecting this, our current 
investment recommendations 
incorporate an element of caution to 
protect investment wealth.
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Fixed income is an important part 
of an investment portfolio, adding 
diversifi cation and providing known 
income streams. Good quality 
bonds should also reduce volatility, 
which is important in the event of a 
correction in equities. These bonds 
are unlikely to experience the same 
decline in prices and investors will 
see the principal repaid within a few 
years at maturity date.

The yield curves above show the 
movement over the last year, with 
the low in August and the sharp lift 
at the time of Trump’s Presidential 
victory. Longer dated New Zealand 
yields are highly correlated with 
those in the US. 

The recent rise in interest rates 
(note the sharp move between 
mid-June and 1 July) has seen some 
senior rated bonds where there is 
liquidity move sharply higher. We 
believe investors should use this 
recent rise in interest rates to top 
up underweighted portfolios. In 
particular, we favour senior non-
fi nancial bonds taking advantage of 
the steep shape of the yield curve 
and would use bank term deposits 
in the short end. Unfortunately, the 
margin and yields of illiquid bonds 
(i.e. those with no lines of supply) 
and those in the subordinated higher 
yield sector have lagged the recent 
upward movement and these are not 
currently attractive on a relative basis. 

Our view is that while interest rates 
appear skewed to move higher we 
doubt this will be by too much. The 
talk about less accommodative 
policy does not mean we will see 
near-term increases in cash rates 
by central banks, other than the 
Federal Reserve. This is likely 
to cap long-term bond yields. 
Further, we can also make the 
case for yields to stay low given 
the ongoing lack of infl ation and 
potential downside risks to growth. 

At this point in the investment 
cycle we believe the opportunity 
cost of not being invested in a 
laddered portfolio of fi xed income 
is too high.  

New Zealand swap yields are now back near year-end highs

KEY:  15-Aug-16    17-Jun-17    01-Jul-17    28-Dec-16 

Source: Bloomberg, Craigs Investment Partners.
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Fixed income is an 
important part of an 
investment portfolio, 
adding diversification and 
providing known income 
streams. Good quality 
bonds should also reduce 
volatility, which is 
important in the event of 
a correction in equities. 
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New Zealand election 2017 – 
The countdown begins
The 2017 general election is little more than two months away and 
we should expect markets to focus on the potential outcomes 
between now and the 23rd of September. While National remains 
the frontrunner, it could be much closer than many are expecting. 
We expect coalitions to play an important role, with New Zealand 
First looking like a potential key player. 

National remains out front in terms of popularity

KEY:  National    Labour + Green

Source: Electoral Commission, Polling websites, Craigs Investment Partners.
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National is polling well ahead 
of the competition

The National party remains well 
ahead in the party vote stakes, 
particularly since the Budget in May. 
Polling over the last six months has 
seen National consistently in the 
mid-to-high 40’s, with an average 
of 46%. This puts them out in front 
of the Labour/Green bloc, which 
has on average been around fi ve 
percentage points behind.

However, it’s not that simple

National has performed extremely 
well at the last two elections, winning 
47% of the party vote. Despite this 
outstanding performance, National 
required the support of other parties 
to form a government.

This year, National is faced with the 
task of attempting an historic fourth 
term, something that has not yet 
happened under MMP.

Although Prime Minister Bill English is 
exceptionally capable, many believe 
the charismatic John Key was worth 
a few percent in the party vote. If 
this is to be believed, National could 
be heading for a party vote in the 
low-to-mid forties without him. That 
would be a strong result, but it might 
not be enough for them to govern 
with existing partners.

In short, coalitions matter much 
more this time around. 

New Zealand First could 
emerge as a key player

Speculating that Winston Peters 
could be ‘king maker’ this election 
is something the media takes great 
pleasure in. We have heard this 
same rhetoric in many past elections, 
although more often than not the 
veteran politician has had little 
infl uence on the fi nal result. 

However, this time around there 
is a good chance he emerges as 
a major force in any post-election 
negotiations. New Zealand First has 
a habit of fi nishing strongly. In the 
2014 election they won 8.7% of the 
party vote, having polled an average 
of only 5.2% throughout the year, 
and just 4.4% two months out. 
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How should investors approach 
this?

As always, the election could mean 
uncertainty for businesses and 
investors. This nervousness might 
dampen business confi dence, putting 
hiring and spending decisions on 
hold. It could also create a short-term 
headwind for the sharemarket, creating 
a little more volatility. 

With housing a key issue, we may 
also see activity slow or prices fall as 
policies aimed at addressing inequality 
emerge.

Regardless of the outcome, we may 
believe the election will derail the 
economy. We could see policy change 
in key areas, which will aff ect some 
sectors, and some companies will 
fare better than others if political 
uncertainty increases. 

However, New Zealand is in a strong 
economic position. Growth is robust, 
unemployment is low, the dairy 
sector has improved substantially, 
and many key sectors are doing very 
well. Financial markets will ultimately 
put more weight on these strong 
fundamentals, rather than political 
change in Wellington.

Five New Zealand 
companies we believe 
will be ‘election proof’
Fisher & Paykel Healthcare 
(NZ$10.94, 3.1% gross yield) – Is a 
leader in several global healthcare 
markets and generates the vast 
majority of revenues off shore.

Xero (NZ$25.62, 0.0% gross 
yield) – As a software as a service 
business, Xero has a high level of 
recurring revenues and a global 
footprint, with operations in 
Australia, the UK and the US.

Restaurant Brands (NZ$6.25, 
5.6% gross yield) – Operates a 
number of fast food restaurants 
that provide defensive demand. 
Their move into Australia and 
Hawaii diversifi es earnings.

Synlait (NZ$4.32, 0.0% gross 
yield) – A milk processer that 
produces a range of dairy 
products, including canned infant 
formula, selling product into a 
range of end markets.

Gentrack (NZ$4.85, 5.6% gross 
yield) – Provides enterprise 
software to utilities and airports 
with long-dated contracts and a 
growing share of stable recurring 
revenue. 

Changes in the polls in the lead up to the 2014 election

 National Labour Green

New 
Zealand 

First
Maori 
Party ACT

United 
Future

Polls two months out 52.4% 25.9% 11.9% 4.4% 0.8% 0.3% 0.2%

Polls just before election 47.5% 24.8% 12.7% 7.1% 1.2% 0.5% 0.1%

2014 election result 47.0% 25.1% 10.7% 8.7% 1.3% 0.7% 0.2%

Difference vs two months out -5.4% -0.8% -1.2% +4.3% +0.5% +0.4% n/c

Trend Down Stable Down Up Up Up Stable

Source: Statistics NZ, Craigs Investment Partners.

New Zealand First has averaged about 
10% in the polls during the past two 
months. If they again experience a late 
surge in the polls, they could do very 
well and put themselves in an infl uential 
position. Some forecasters are even 
suggesting we could see Peters’ party 
exceed that of the Greens, who won 
10.7% of the party vote in 2014.

So what’s the likely outcome?

It is highly likely National will emerge 
as the most popular party, ahead of 
the combined Labour/Green parties. 
However, Bill English may have to 
consider the prospect of working with 
Winston Peters and New Zealand First, 
which would inevitably mean conceding 
some ground. 

New Zealand First could work with 
either National or Labour, as they have 
in the past. However, when put in a 
decision-making position, Peters has 
traditionally sided with the group that 
has won the largest share of the vote 
(National in 1996 and Labour in 2005).

This still puts National in the box seat 
as the most likely major party to form 
a government, but it could make for 
some uncomfortable negotiations with 
Peters as the Labour/Green coalition 
may be willing to give away more.
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Investment Committee 
market view
Below we provide a brief summary of the Investment Committee’s 
view on markets, together with the current positioning of the 
Private Wealth Research balanced portfolio.

PWR balanced portfolio tactical asset allocation recommendations

Asset class Benchmark Current Comment

Cash 4% 5%
Overweight

The Reserve Bank of New Zealand is expected to hold the Offi  cial 
Cash Rate at 1.75% for the balance of the year and its forecasts 
have it on hold into 2019, although market expectations are for a 
hike sooner than that (mid-2018). The US Federal Reserve is the 
only central bank raising interest rates and in June the benchmark 
rate increased to a range of 1.00% to 1.25%. Despite soft economic 
data, the Fed continues to talk about a rate of up to 2.0% in 2018. 
At this stage markets are less confi dent, currently pricing in only 
one 0.25% hike in the next year. For investors, bank term deposit 
pricing remains attractive, refl ecting the shortfall of deposits to 
meet the growth in demand for credit. We continue to see value in 
term deposits of three months to two years, which earn a higher 
yield than cash and pay a healthy margin above wholesale rates.

Bonds (and 
shorter-term 
deposits)

36% 37%
Overweight

We have seen volatility return to longer dated benchmark yields in 
recent times. However, bond portfolios should show some gains, 
as we have seen credit margins tighten. The positive yield curve 
has meant investors continue to be rewarded for longer-term 
bond purchases, although the fall in interest rates generally has 
deterred some from buying longer dated bonds. We continue to 
recommend laddering in fi xed rate bonds and prefer new off ers as 
an entry point. However, with yields on short-term bank deposits 
between 3.5% and 4.0% for a AA- or A rated core security, we 
have tempered our recommendations slightly. We are buyers 
of high quality bonds out to four-to-six years at near 4.0% and 
above, while we have been adding in some unrated senior bonds 
at higher levels. 

Listed property 3% 2%
Underweight

The appeal of high yield securities is likely to wane over the 
coming 12 months as bond yields increase across the globe. This 
could see the property sector underperform, given relatively 
high valuations and limited growth prospects. We recommend 
investors with large positions take profi ts, and ensure they are 
also exposed to companies in other sectors with superior growth 
prospects.

Equities 57% 56%
Underweight

(NZ 19%, 
Australia 14%, 
Global 23%)

Sharemarkets around the world have performed well in 2017, 
although we shouldn’t get complacent. Politics will remain in focus 
over the coming year, most asset classes look expensive, high 
indebtedness remains an impediment to stronger growth, and 
numerous other risks remain. Maintain a well-diversifi ed portfolio, 
tilted to growth for infl ation protection, and use the strong New 
Zealand dollar to add to global positions (particularly in the 
US and Japan). Volatility will be a regular part of the investing 
landscape, so new investors should be patient and use periods of 
weakness to add to holdings in quality companies. Despite high 
valuations, opportunities exist in many regions (including locally). 
However, we believe investors must be more selective in this 
environment.
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Currency views

Cross rate Current
12-month 
forecast Comment

NZD/AUD 0.96 0.92 - 0.97 The New Zealand dollar is well above its long-term average against 
the Australian dollar. We believe it is near the top of it’s trading range, 
although we expect it to remain generally strong given the more mixed 
economic picture we are seeing in Australia.

NZD/USD 0.71 0.65 - 0.70 We remain positive on the US dollar and are very comfortable 
suggesting investors increase exposure to US dollar denominated assets. 
The US is in one of the strongest positions economically and is most 
likely to increase interest rates over the coming 12 months.

NZD/GBP 0.55 0.55 - 0.60 It is diffi  cult to see the New Zealand dollar falling back toward long-term 
averages against the pound. With Brexit uncertainty likely to remain in 
focus, we expect the pound will continue to perform poorly.

NZD/EUR 0.63 0.62 - 0.67 The euro remains somewhat of an enigma at present. On the one 
hand, political uncertainty is likely to plague the region for some time, 
potentially keeping the common currency under pressure. However, with 
economic indicators pointing to an improvement in growth prospects, 
the central bank may be forced to withdraw a little of its stimulus, which 
could see the euro rebound.

Equity exposures – geographic preferences

Market View Comment

New Zealand Cautious

The local economy remains robust, with strong migration, low interest rates and 
declining unemployment providing support. However, the market remains expensive and 
we see potential for weakness to emerge amongst the higher yield sectors should we 
see an increase in infl ation expectations.

Australia Cautious

The outlook for the Australian economy and the market looks diffi  cult to us. The banking 
sector is facing challenges, while the mining sector is highly dependent on the outlook 
for China, which remains uncertain. Outside of those two key sectors, value is diffi  cult 
to fi nd. Focus on quality companies with above-average growth prospects, as well as 
exporters and those exposed to the US.

US Positive In a world where almost every other region faces large structural issues, capital fl ows will 
continue to favour the US to the benefi t of both the US sharemarket and the US dollar.

UK Cautious
The UK sharemarket’s sizeable exposures to cyclical companies, commodities and 
fi nancials will continue to weigh on relative performance. Meanwhile, the outlook for the 
British pound remains uncompelling.

Europe Neutral
Attractive relative valuations and a constructive view on the European economy are 
off set by our concern that we will likely see ongoing political uncertainty across the 
region.

Japan Positive
In our view, signifi cant progress has been made by the Bank of Japan in ending the 
defl ationary malaise which has plagued the country. Should a sustainable refl ation 
materialise, Japanese equities have material upside.

Emerging 
markets Cautious

None of the structural issues relating to over-investment, misallocation of capital and 
high levels of foreign borrowings have been resolved. Investors should use recent 
strength to further reduce exposure to emerging markets (apart from India).

Our current views and positioning

Global shares 

Actively INCREASING exposures. 
Take advantage of the strong 
New Zealand dollar to 
diversify off shore.

Australian shares 

Selectively LOOKING for 
opportunities in a tough 
market environment.

New Zealand shares 

Take ADVANTAGE of any market 
weakness to build positions. 
Focus on quality names.

Cash 

Cash and short-term deposits 
provide PROTECTION 

in times of volatility.

Fixed income 

Add to core non-fi nancial 
bonds, taking ADVANTAGE 

of the recent increase in 
yields and the steep yield 

curve. In the short-end, use 
bank deposit terms.

Australasian property 

TAKE PROFITS in large positions. 
Tilt portfolios towards Australian property 

developers that off er higher earnings growth.
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Recommendations – selected stocks

Buy Increase Hold Reduce Sell

C  Contact Energy N  a2 Milk N  Abano Healthcare S  Chorus N  Hallenstein Glasson

C  F&P Healthcare N  Comvita N  Air New Zealand C  Fletcher Building N  Skellerup

S  Fonterra SHF S  Delegat C  Auckland Airport S  Heartland Bank N  Steel & Tube

N  Gentrack S  Freightways S  EBOS Group S  Metlifecare S  The Warehouse

S  Restaurant Brands C  Mainfreight C  Genesis Energy N  NZX

S  Tegel N  Metro Glass S  Infratil S  Sky City

N  Tourism Holdings N  Scales C  Mercury Energy S  Sky TV

N  Xero N  SLI Systems C  Meridian Energy S  Spark

S  Synlait S  Oceania Healthcare

S  Tilt Renewables N  Orion Health

C  Trade Me C  Port of Tauranga

N  Trilogy N  Refining NZ

C  Trustpower C  Ryman Healthcare

S  Z Energy S  Summerset

N  Turners

C  Vector

C  = Core, S  = Supplementary, N  = Niche.

New Zealand equities
In the previous edition of News & Views we wrote about the struggle 
to fi nd quality companies off ering value on the New Zealand market. 
Since that time the market has continued to rise, pushing towards 
record levels and making the task even greater.
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Key data Code
Price

(NZ$)
F/cast
PE (x)

F/cast
gross 
yield

Buy

Contact Energy CEN $5.21 19.9 7.6%

F&P Healthcare FPH $10.94 31.9 3.1%

Fonterra SHF FSF $5.96 11.7 6.7%

Gentrack GTK $4.85 18.7 5.6%

Restaurant Brands RBD $6.25 17.5 5.6%

Tegel TGH $1.33 12.1 7.6%

Tourism Holdings THL $4.24 13.7 7.6%

Xero XRO $25.62 n/m 0.0%

Increase

a2 Milk ATM $3.87 27.8 0.0%

Comvita CVT $5.96 22.6 0.8%

Delegat DGL $6.51 17.1 2.6%

Freightways FRE $7.62 18.5 5.6%

Mainfreight MFT $23.60 20.5 2.6%

Metro Glass MPG $1.40 11.5 7.7%

Scales SCL $3.37 13.6 7.2%

SLI Systems SLI $0.25 n/m 0.0%

Synlait SML $4.32 13.1 0.0%

Tilt TLT $2.06 n/m 1.4%

Trade Me TME $5.38 20.9 5.3%

Trilogy TIL $2.40 11.5 4.0%

Trustpower TPW $5.41 15.0 9.4%

Z Energy ZEL $7.71 13.1 8.8%

Hold

Abano Healthcare ABA $9.66 17.4 4.4%

Air New Zealand AIR $3.40 12.5 8.6%

Auckland Airport AIA $7.11 32.7 4.0%

EBOS Group EBO $17.39 17.1 3.6%

Genesis Energy GNE $2.44 26.5 9.2%

Infratil IFT $3.00 46.6 7.9%

Mercury Energy MCY $3.35 24.8 7.6%

Meridian Energy MEL $2.92 16.4 7.8%

Oceania Healthcare OCA $0.86 9.9 2.7%

Orion Health OHE $1.21 n/m 0.0%

Port of Tauranga POT $4.42 40.3 5.8%

Refi ning NZ NZR $2.45 9.1 10.3%

Ryman Healthcare RYM $8.34 19.6 2.5%

Summerset SUM $4.69 13.0 2.1%

Turners TRA $3.58 12.4 5.6%

Vector VCT $3.35 37.4 6.9%

Reduce

Chorus CNU $4.66 16.5 6.3%

Fletcher Building FBU $7.99 12.6 7.5%

Heartland Bank HBL $1.79 13.6 7.5%

Metlifecare MET $5.31 12.0 1.4%

NZX NZX $1.12 19.8 7.4%

Sky City SKC $4.09 16.5 6.2%

Sky TV SKT $3.49 11.9 10.8%

Spark SPK $3.84 16.4 9.0%

Sell

Hallenstein Gl HLG $3.08 11.1 12.8%

Skellerup SKL $1.68 15.9 8.2%

Steel & Tube STU $2.62 9.2 10.0%

The Warehouse WHS $2.06 10.8 10.3%

In the present environment, we 
favour quality companies with 
signifi cant growth opportunities and 
have a preference for companies 
with global operations and off shore 
earnings streams. We also continue 
to advocate reducing exposures to 
yield sensitive names - companies 
whose share prices have benefi tted 
as interest rates have fallen over the 
past several years. While recently 
pulling back, we anticipate interest 
rates will rise over time from here.

To this end we recently added 
Restaurant Brands and Xero to our 
New Zealand equities portfolio, while 
removing Spark and down-weighting 
Meridian Energy.

Restaurant Brands is a well-
established operator of fast food 
restaurants, including KFC, Pizza 
Hut, Carl’s Jr. and Starbucks. We 
expect the New Zealand business 
to generate strong cash fl ows 
in the years ahead, following a 
period of investment in KFC store 
refurbishments. The recent moves 
into Australia and Hawaii provide 
sizeable growth opportunities 
for the company, with a similar 
refurbishment opportunity available, 
as well as the acquisition of further 
stores to build scale.

We have recently taken a more 
positive view on Xero. This follows 
several strong results showing good 
execution in the company’s core 
markets which has boosted our 
confi dence that the company will 
break even in the next few years. We 
also view Xero’s less aggressive US 
strategy positively, with the company 
now focussing on the same strategy 
that has worked well in New Zealand, 
Australia and the UK. This has 
enabled the company to redeploy 
its marketing and sales eff orts into 
new geographies, opening up new 
opportunities. 

Despite solid execution recently, 
Spark operates in increasingly 
competitive markets and we expect 
earnings growth will be diffi  cult to 
achieve in the coming years. Spark’s 

dividend is one of the stock’s key 
attractions, and we believe greater 
earnings growth is required to keep 
it at current levels. We see rising 
bond yields as a major headwind for 
Spark’s share price in the coming 
years. 

Spark’s companion in the 
telecommunications sector, Chorus, 
faces similar headwinds. Its shares 
have performed well recently after 
being included in the ASX 200 index 
and we see the current strength as an 
opportunity to reduce positions.

We have recently taken a more 
cautious stance on the retirement 
sector. Rising house prices have been 
a material tailwind for the sector over 
the past few years via resale gains on 
retirement units. However, it appears 
clear that this tailwind is dissipating, 
which will pressure earnings growth, 
sentiment and valuations. We 
remain positive on the long-term 
outlook due to the sectors’ attractive 
demographic drivers and proven 
business model. However, in line with 
our more cautious view, we suggest 
taking some profi ts. 

Our preferred exposures continue to 
be Ryman and Summerset, both of 
whom operate a continuum of care 
model, are geographically diversifi ed, 
and have management teams with 
strong track records. Oceania’s 
relatively high share of aged care also 
provides defensive characteristics. 
Despite being the cheapest in the 
sector, we see Metlifecare as most 
at risk owing to its low share of aged 
care, Auckland centric portfolio, and 
less proven management.

Fletcher Building has been a poor 
performer recently following the 
announcement of large losses in the 
company’s construction business. 
Despite trading at a discount to its 
recent average price to earnings 
ratio and its international peers, 
given the risks we see to the housing 
market and the potential for further 
issues in the construction business, 
we are comfortable sitting on the 
sidelines. 

Equities in focus / 31



Recommendations – selected stocks

Buy Increase Hold Reduce Sell

C  Amcor C  AGL Energy S  Adelaide Brighton S  Ansell C  AMP

C  CSL Limited N  Cleanaway C  ANZ Bank S  BHP Billiton N  Orica

N  EML Payments S  Computershare C  APA Group C  Medibank C  Telstra

S  Healthscope N  Estia Health C  Brambles C  National Aust Bank

S  James Hardie N  IOOF C  Commonwealth Bank S  Origin Energy

S  Link Group N  Pact Group N  Seek N  QBE

C  Ramsay Health Care S  ResMed S  Spark Infrastructure S  Rio Tinto

N  TechnologyOne S  Sonic Healthcare C  Sydney Airport N  Santos

S  Transurban N  South 32

C  Wesfarmers C  Westpac

C  Woolworths S  Woodside

C  = Core, S  = Supplementary, N  = Niche.

Australian equities
The Australian investing environment is becoming more 
challenging, with valuations full and the economic backdrop 
patchy at best. The Australian economy is also to a large extent 
tied to the fate of China, where cracks are beginning to emerge.
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Key data Code
Price
(A$)

F/cast
PE (x)

F/cast
gross 
yield

Buy

Amcor AMC $16.38 17.9 3.5%

CSL Limited CSL $135.00 28.1 1.6%

EML Payments EML $1.58 20.1 0.0%

Healthscope HSO $2.17 18.8 3.6%

James Hardie JHX $19.91 22.6 2.8%

Link Group LNK $7.70 20.3 2.5%

Ramsay H/Care RHC $73.39 25.0 2.1%

Technology One TNE $5.60 32.8 2.2%

Increase

AGL Energy AGL $24.80 16.2 4.0%

Cleanaway CWY $1.38 26.5 1.4%

Computershare CPU $14.49 18.8 1.8%

Estia Health EHE $3.09 17.9 4.0%

IOOF IFL $9.72 17.1 5.4%

Pact Group PGH $6.07 15.2 4.1%

ResMed RMD $10.12 24.8 2.2%

Sonic Healthcare SHL $23.34 19.5 3.6%

Hold

Adelaide Brighton ABC $5.55 17.9 4.1%

ANZ Bank ANZ $29.15 12.5 5.0%

APA Group APA $9.14 25.1 5.2%

Brambles BXB $9.70 17.1 3.4%

C/wealth Bank CBA $83.64 14.7 5.2%

Seek SEK $16.96 27.5 2.5%

Spark Infrastructure SKI $2.56 23.2 6.0%

Sydney Airport SYD $6.99 40.8 5.0%

Transurban TCL $11.60 nm 4.9%

Wesfarmers WES $40.55 15.6 5.6%

Woolworths WOW $25.62 20.2 2.7%

Reduce

Ansell ANN $22.95 17.0 2.5%

BHP Billiton BHP $24.15 18.4 3.3%

Medibank MPL $2.87 18.8 4.1%

National Aust Bank NAB $30.17 12.3 6.5%

Origin Energy ORI $20.86 17.2 2.8%

QBE QBE $12.10 14.0 4.0%

Rio Tinto RIO $65.20 13.6 5.0%

Santos STO $3.07 15.1 2.3%

South 32 S32 $2.76 15.8 3.6%

Westpac WBC $31.12 12.9 6.1%

Woodside WPL $30.09 16.6 4.5%

Sell

AMP AMP $5.21 14.4 5.7%

Orica ORI $20.86 17.2 2.8%

Telstra TLS $4.41 13.2 7.0%

The Australian market is dominated 
by banks and large resources 
companies. We remain cautious on 
both of these sectors.

We recently heard from the four 
major banks, with ANZ, Westpac and 
National Australia Bank reporting 
their half year, and Commonwealth 
Bank providing a quarterly trading 
update. The results confi rmed 
that the banks face a tougher 
environment than they have in recent 
years. Revenue growth is slowing 
across the board as the credit 
outlook weakens and new lending 
restrictions kick in, placing margins 
under pressure. The Australian 
Government also recently introduced 
a sector levy that has the potential to 
reduce earnings by around 5% across 
the sector, while the heated Sydney 
and Melbourne property markets 
present major risks. We suggest 
reducing exposures to the sector.

While the resources sector does not 
appear expensive at present, we 
expect continued weakness in the 
prices of key export commodities, 
particularly iron ore, to drive share 
prices lower. We have reservations 
about the sustainability of Chinese 
growth, which has been driven 
by a large expansion in credit. As 
credit conditions tighten, we expect 
economic activity to slow and 
demand for commodities to fall. We 
recommend limiting exposures to 
resource companies such as BHP, 
Rio Tinto, South32, and Orica.

A new name in the reduce column 
is AMP, which we recently removed 
from our Australian model portfolio. 
The Wealth Protection business 
seems to have stabilised after a very 
poor 2016 that culminated in a large 
write-down. However, AMP’s new 
management team faces a diffi  cult 
outlook across the business, with 
margins coming under pressure and 
the company needing to invest to 
maintain its strong market position 
in a rapidly evolving market. Given 
AMP’s poor track record, we 
have limited confi dence in their 
ability to do so. Link Group off ers 

a higher quality exposure to the 
Australian fi nancials sector. Link 
derives the bulk of its revenues from 
superannuation administration, 
which is highly defensive. The 
ongoing realisation of synergies 
from the recent SuperPartners 
acquisition will drive earnings growth 
in the coming years. Link recently 
announced a transformational 
acquisition of Capita Asset Services, 
a large UK based administration and 
share registry business. This provides 
ample opportunities for synergies 
and growth, though we note it does 
raise the risk profi le of the business.

Healthcare remains a focus for us. 
The sector is defensive and generally 
comprised of companies with 
sustainable competitive advantages 
with off shore earnings. We recently 
added ResMed to our Australian 
model portfolio. ResMed is a leader 
in sleep apnea, with strong positions 
in rapidly growing markets and good 
cash fl ow generation. We expect its 
recently launched masks to drive 
margin expansion and earnings 
growth near-term, and we believe 
the company’s focus on health 
informatics positions it well ahead 
of large changes in the delivery of 
healthcare globally.

CSL Limited is a quality company 
with a broad portfolio of therapies. 
Recent performance has been 
superb and we expect its superior 
network of plasma collection 
centres and manufacturing facilities 
to continue to benefi t it as key 
competitors face supply issues. 
We also continue to like the private 
hospital operators Ramsay Health 
Care and Healthscope. Shares in 
Healthscope, especially, have been 
weighed down recently by reduced 
surgical volumes in Australia, 
delayed elective surgeries, and 
some regulatory risk. However, the 
long-term structural drivers remain 
intact in our view, with the ageing 
population to place pressure on the 
public system and maintain private 
health insurance coverage. 
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Recommendations – selected stocks

Buy Increase Hold Reduce Sell

S  Goodman Group C  GPT Group C  Argosy

S  Lend Lease S  Investore C  Dexus Property

C  Vital Healthcare C  Kiwi Property C  Goodman Property (NZ)

C  Precinct Properties C  Scentre Group

C  Property for Industry C  Stockland

S  Westfield Group C  Stride Property

C  = Core, S  = Supplementary, N  = Niche.

Listed property
We have recommended reducing property exposures for some 
time. This is due to what we consider to be unsustainable 
payout ratios for several of the New Zealand listed property 
vehicles, as well as macro-economic considerations.
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With this in mind, we prefer Vital 
Healthcare and Precinct Properties 
in New Zealand. Both companies 
are well managed and provide 
growth opportunities. Vital will 
continue its strategy of acquiring 
healthcare properties with an 
Australian focus, while Precinct has 
several developments on the go, 
including Commercial Bay in the 
Auckland CBD. 

Stride Property recently reported 
its fi rst annual result as a stapled 
group. Overall, the result was 
in-line with prior forecasts and 
capped off  a transformational 
year for the company in which it 
demerged Investore (which owns 
large format retail assets including 
supermarkets).

Shareholders also recently voted 
to internalise the management 
of Property for Industry. We see 
internalisation of management as 
best practice as it better aligns the 
incentives of management and 
shareholders, while off ering the 
potential for cost savings.

In June, Kiwi Property Group 
announced a rights issue to fund 
several developments at Sylvia 
Park Shopping Centre in Auckland, 
as well as potential opportunities 
at Northlands Shopping Centre 
in Christchurch and the Base in 
Hamilton. While Kiwi Property has 
plans to sell non-core assets (e.g. 

the Majestic Centre in Wellington) 
to fund further development, the 
capital raised via the rights issue 
reduces timing risks and shores up 
the balance sheet.

In Australia, we continue to have 
a preference towards Goodman 
Group and Lend Lease. Both derive 
a large share of their revenue from 
development and construction and 
have global growth opportunities. 
We expect structural changes 
to continue to drive demand for 
Goodman’s developments. These 
include the growth of e-commerce 
and urbanisation. For Lend Lease, 
the announcement that the 
Australian Government will invest 
large amounts in infrastructure is 
a positive, while its global business 
continues to grow.

Finally, there has been a lot of 
discussion recently on the decline 
of the shopping mall in the US. With 
a US centric portfolio of shopping 
centres, this poses an obvious risk to 
Westfi eld. However, the company’s 
portfolio is heavily tilted towards 
higher end destination shopping 
centres (e.g. the World Trade Centre 
development) which are generally 
more defensive in nature and better 
placed to handle the online threat. 
We see these risks as more than 
refl ected in the share price at the 
moment given Westfi eld’s large 
development pipeline. 

Key data Code Price
F/cast
PE (x)

F/cast
gross 
yield

Increase

Goodman Group GMG A$7.90 17.3 3.0%

Lend Lease LLC A$16.71 12.2 4.2%

Vital Healthcare VHP NZ$2.25 19.3 5.3%

Hold

GPT Group GPT A$4.79 15.5 5.2%

Investore IPL NZ$1.37 17.2 5.9%

Kiwi Property KPG NZ$1.41 19.6 6.8%

Precinct Properties PCT NZ$1.24 19.7 6.4%

Property for Industry PFI NZ$1.65 20.4 6.2%

Westfi eld Group WFD A$8.01 17.7 4.3%

Reduce

Argosy ARG NZ$1.04 15.9 8.3%

Dexus Property DXS A$9.45 16.0 4.9%

Goodman Pty (NZ) GMT NZ$1.25 17.7 7.4%

Scentre Group SCG A$4.03 16.4 5.5%

Stockland SGP A$4.31 10.7 6.0%

Stride Property SPG NZ$1.73 18.2 8.0%
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A reminder why the world 
is our oyster
New Zealand is a great country but a very small market in a global 
sense. Many New Zealand companies operate in mature industries, 
with limited growth opportunities. Sectors such as real estate, utilities 
and infrastructure could be included in this group. The stars are 
aligned for the local economy at present, but in many ways this may 
be close to ‘as good as it gets’.

The dividend versus growth 
trade-off ; ‘cash compounders’ 
in the spotlight: 

•  Businesses are essentially 
machines which generate cash 
fl ows. 

•  All companies have essentially 
two options to evaluate in regards 
to the cash fl ows their businesses 
generate. They can return cash 
to shareholders (by way of 
dividends), or reinvest in their 
business. 

•  In New Zealand, we are used to 
companies returning these cash 
fl ows to shareholders. This is a 
rational thing to do when you 
operate in mature industries 
with limited growth potential. 
The downside, however, is 
that investors miss out on the 
compounding eff ect of these 
proceeds being reinvested and 
growing further.

•  Some investors ignore global 
equities because dividend yields 
are below what can be achieved in 
local markets. While New Zealand 
equities exhibit a tax advantage 
(due to the imputation credit 
regime that boosts yields), we 

recommend investors include 
global equities within portfolios 
for both diversifi cation and 
growth. 

•  Global markets are broader and 
deeper than the local market (or 
the Australian market for that 
matter). As a result, there is a far 
larger proportion of companies 
that have sound reinvestment 
opportunities for the cash fl ow 
their businesses generate. 

We should note that not all local 
companies are growth constrained, 
and many have global growth 
ambitions. The likes of Fisher & 
Paykel Healthcare, Mainfreight, 
Xero, Gentrack and a2 Milk all have 
signifi cant worldwide operations and 
growth options. 

Unsurprisingly, these types of 
companies pay much lower 
dividend yields than those with a 
more domestic focus. Investors can 
achieve good diversifi cation and 
exposure to international markets 
and growth options by combining 
these local companies with direct 
global holdings, such as those 
detailed on the following pages. 

The economy (and therefore the 
sharemarket) have benefi tted in 
recent years from a strong housing 
market. Right now we are in a 
virtuous cycle but if this changed, 
many domestically focussed 
industries would feel the brunt of 
such a slowdown.

Global equities provide important 
diversifi cation, across diff erent 
geographies, sectors and currencies. 
Many global companies also have 
signifi cant growth options. For 
those looking for a more diversifi ed 
approach, investment trusts and 
ETF’s are highly effi  cient ways to 
achieve this.

In terms of our global equities 
investment strategy, we continue 
to focus on developed markets and 
favour our sector specifi c ETF’s. 
Our preferred markets are India, 
Japan, and the US - in that order. 
We are most cautious on the UK and 
emerging markets, and recommend 
a selective approach to Europe given 
some structural weaknesses.
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Investment trusts and ETFs 
The great paradox confronting investors in today’s markets 
is how to reconcile extremely low market volatility with 
escalating geopolitical risks. 

In the prior issue of News & Views we 
argued that global equity markets 
were likely to continue to perform 
well in-spite of elevated geopolitical 
risks. Our view was predicated on 
a positive outlook for the global 
economy, and the potential for 
company profi ts to surprise to the 
upside. This view was validated 
when fi rst quarter company earnings 
announcements within the US and 
Europe showed the strongest growth 
we have seen in several years. 

Furthermore, there are good reasons 
to believe that the positive backdrop 
for equities will continue throughout 
the balance of the year. The recent 
fall in global bond yields and the 
pause in the US dollar bull market 
has signifi cantly loosened fi nancial 
conditions. Combined with the 

recent weakness in energy prices, 
this should boost both consumer 
and business spending, providing a 
constructive backdrop for company 
earnings as we move throughout the 
year. 

A strong global economy and a 
constructive outlook go a long 
way to explain why equity market 
volatility has remained very low this 
year. However, we should not expect 
volatility to stay low indefi nitely. 
History shows that periods of 
extremely low market volatility do 
not tend to last. At some point the 
positive economic momentum we 
are seeing will reverse course. When 
economic growth does downshift, 
we would expect equity market 
volatility to increase. 

Recommendations – selected stocks

Buy Increase Hold Reduce Sell

S  iShares MSCI Japan S  Guggenheim Healthcare ETF C  Bankers S  Aberdeen Asian Sm N  iShares China ETF 

N  JPM Indian N  iShares 20+ T Bond ETF C  City of London S  Aberdeen New Dawn S  Templeton Emerging Mkts

S  SPDR Gold ETF S  iShares Global Tech C  Fidelity European N  Blackrock UK Smaller Co  

N  VanEck Vectors Gold Miners S  iShares MSCI Global Impact N  iShares Germany N  iShares FTSE 250  

N  WisdomTree Japan C  iShares MSCI USA Select S  RIT Capital N  iShares US Utilities  

C  SPDR DJ Industrial Avg N  Ruff er C  Murray Intl  

C  SPDR S&P 500 N  Scottish Mortgage S  Scottish Oriental Sm  

N  SPDR S&P Homebuilders ETF C  SPDR S&P Dividend ETF C  Vanguard Emerging Markets  

N  SPDR S&P Regional Bank C  SPDR S&P MidCap 400 S  Vanguard FTSE Europe  

 C  Vanguard FTSE Total World N  WisdomTree Europe Hedged  

 S  Vanguard Healthcare S  Worldwide Healthcare   

C  = Core, S  = Supplementary, N  = Niche

Few would argue that the election of 
Donald Trump, the ongoing ‘Brexit’ 
saga, or escalating tensions between 
the US and China in the South China 
Sea have resulted in a more stable 
geopolitical environment. If markets 
are effi  cient, shouldn’t we expect 
increased uncertainty to translate 
into increased market volatility? 

Most measures of market volatility 
are at or near all-time lows. This 
observation holds regardless of 
whether we are considering equity 
or bond market volatility. Indeed, 
the only global market that has 
responded to increased geopolitical 
uncertainties appears to be currency 
markets, where we have seen some 
rather sharp moves over the past 
year. What are we to make of these 
confl icting messages? 
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What are the implications 
for investors? First and most 
importantly, we would caution 
New Zealand investors to avoid 
the temptation to pull money 
home out of fear. The New 
Zealand dollar usually performs 
well in strong markets and can 
sometimes suff er during market 
corrections. Should volatility 
re-emerge, some international 
diversifi cation could help, rather 
than hinder.

Secondly, we continue to 
recommend that investors 
trade up in quality. Late in the 
cycle is not the time to chase 
higher risk opportunities (such 
as commodities or emerging 
markets) or risky individual 
company shares. With this in mind, 
we note that the US is the world’s 
lowest beta (least volatile) equity 
market. Combined with the safe 
haven status of the US dollar, 
investors in high quality US shares 
will be well positioned for any 
volatility that may come. 

Our preferred broad diversifi ed 
US exposure remains the SPDR 
S&P 500 ETF. Investors should 
also consider our preferred sector 
specifi c ETF’s such as SPDR S&P 
Homebuilders, the Guggenheim 
Healthcare ETF, and the SPDR 
S&P Regional Bank ETF. 

Key data Code Price

Prem/
disc to 

NAV

Hist 
gross 
yield

Buy

iShares MSCI Japan EWJ US$53.40 n/a 1.7%

JPMorgan Indian JII US$7.14 -10.2% n/a

SPDR Gold GLD US$116.52 n/a n/a

VanEck Vectors Gold Miners GDX US$21.76 n/a n/a

WisdomTree Japan DXJ US$52.37 n/a 2.6%

Increase

Guggenheim Healthcare RYH US$174.93 n/a 0.4%

iShares 20+ T Bond ETF TLT US$124.49 n/a 2.5%

iShares Global Tech IXN US$130.85 n/a 0.8%

iShares MSCI Gl Impact MPCT US$54.74 n/a 2.2%

iShares MSCI USA Select KLD US$102.51 n/a 1.3%

SPDR DJ Industrial Avg DIA US$214.58 n/a 2.2%

SPDR S&P 500 SPY US$242.77 n/a 1.9%

SPDR S&P Homebuilders XHB US$38.58 n/a 0.7%

SPDR S&P Regional Bank KRE US$55.97 n/a 1.4%

Vanguard FTSE Total World VT US$67.64 n/a 2.2%

Vanguard Healthcare VHT US$148.67 n/a 1.3%

Hold

Bankers BNKR £7.92 -3.7% 2.2%

City of London CTY £4.26 2.5% 3.9%

Fidelity European FEV £2.19 -6.7% 1.9%

iShares Germany EWG US$30.32 n/a 2.0%

RIT Capital RCP £19.23 7.1% 1.7%

Ruff er RICA £2.35 2.3% 1.1%

Scottish Mortgage SMT £3.96 -10.5% 0.8%

SPDR S&P Dividend SDY US$89.10 n/a 3.2%

SPDR S&P 400 MidCap MDY US$318.81 n/a 1.1%

WisdomTree Europe HEDJ US$62.86 n/a 2.6%

Worldwide Healthcare WWH £25.10 -0.3% 0.9%

Reduce

Aberdeen Asian Sm AAS £10.80 -8.8% 1.0%

Aberdeen New Dawn ABD £2.22 -12.3% 1.8%

Blackrock UK Smaller Co BRSC £11.87 -11.7% 1.8%

iShares FTSE 250 MIDD £18.65 n/a 2.8%

iShares US Utilities IDU US$128.93 n/a 3.1%

Murray International MYI £12.50 4.3% 3.8%

Scottish Oriential Sm SST £10.35 -9.9% 1.1%

Vanguard Emerging Markets VWO US$40.95 n/a 2.3%

Vanguard FTSE Europe VGK US$55.13 n/a 2.8%

Sell

iShares China ETF FXI US$39.96 n/a 2.2%

Templeton Emg Mkts TEM £6.76 -12.5% 1.2%

For investors with a longer time 
horizon who are prepared to 
weather a little more potential 
volatility, India and Japan present 
excellent opportunities. For an 
overview on our outlook for India 
please see our article in the April 
issue of News & Views ‘The case 
for India’. For a detailed discussion 
of the opportunities in Japanese 
equities please see page 21 of this 
issue. Our preferred exposures to 
India and Japan remain the JPM 
Indian Investment Trust and the 
WisdomTree Japan Hedged ETF 
respectively. 

Finally, with volatility at highly 
depressed levels now feels like 
an ideal time to purchase some 
portfolio insurance (or add 
to existing positions). When 
everything is going very well, its 
an opportune time to allocate 
capital to securities or currencies 
that perform well when volatility 
increases. 

We continue to recommend 
that investors use any weakness 
in either gold or the US dollar 
to accumulate positions. Our 
preferred exposure to gold remains 
the SPDR Gold Trust ETF, but 
investors with higher risk tolerances 
could also consider the Market 
Vectors Gold Miners ETF.  
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Recommendations – selected stocks

Buy Increase Hold Reduce Sell

C  Alphabet C  3M S  GlaxoSmithKline S  BP S  HSBC

S  Berry Plastics S  Amazon N  Johnson Matthey S  Diageo S  IBM

C  Bunzl C  Apple C  Reckitt Benckiser C  General Electric  Procter & Gamble

C  CVS Health C  Berkshire C  Southern Co C  United Technologies

C  Ecolab S  Cerner C  Unilever

S  FMC Corp N  Fanuc S  Vodafone

N  Kirby Corp C  Johnson & Johnson

C  L'Oreal S  Microsoft

S  Roche C  Nestle

S  Shire C  Republic Services

C  Suncor S  Schlumberger

C  Visa

C  Wells Fargo

C  = Core, S  = Supplementary, N  = Niche,  = We have recently ceased coverage of these names.

Global equities
In this section we provide our thoughts on investing in equity 
markets, while minimising risk should volatility make a comeback. 

Holding assets denominated in 
foreign currencies also provides 
another layer of diversifi cation. In 
our view, US dollar exposures are 
especially attractive to New Zealand 
investors given the safe haven 
status of the greenback. Should 
volatility return, the US dollar will 
be well supported relative to other 
currencies. In this sense, US dollar 
exposures can act as an automatic 
stabiliser for local investors. 

We have been advocating a more 
selective approach to markets for 
some time, and investors should 
continue to look for pockets of value 
within developed markets. To this 
end, we continue to see more value 
in our direct recommendations than 
our diversifi ed exposures. Within 
our global direct universe, we 
presently see the best combination 

avoiding global equities in favour of 
more familiar domestic exposures is 
unlikely to prove a sound strategy. 
Instead, we off er a few suggestions. 

First of all, we should recognise that 
markets are trading at relatively 
high earnings multiples. This is 
an observation that many have 
made for the past several years, 
highlighting the danger of being out 
of the markets entirely.

Secondly, we would caution investors 
from avoiding global companies in 
favour of more familiar local shares. 
Allocations to global markets are 
crucial for the diversifi cation they 
provide in the form of diff erent 
industries (such as healthcare, 
technology and energy). In addition 
they off er more attractive growth 
prospects relative to many domestic 
companies. 

Global equities have staged an 
impressive performance in the fi rst 
half of 2017. Importantly, the recent 
rally has been driven primarily by a 
recovery in earnings growth and a 
constructive outlook for the global 
economy. This is noticeably diff erent 
than rallies in prior years, where a 
large portion of equity price gains 
came from investors willingness to 
pay higher multiples of earnings 
and cash fl ows, and there was little 
evidence that the macro backdrop 
was improving. 

Despite improving earnings and an 
improved outlook, investors must 
acknowledge that on most traditional 
measures equity markets appear 
fully valued. We also believe some 
caution is certainly warranted nine 
years into an economic recovery. 
However, moving entirely to cash or 
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of value and a positive outlook in 
our healthcare names (CVS Health, 
Roche, Shire), energy (Suncor, 
Schlumberger) and a select few 
industrials (Kirby Corp, FMC, Berry 
Plastics). 

While we have identifi ed some 
pockets of value, we also 
recommend that investors be 
prepared to pay up for quality 
companies. While the valuations of 
many of our highest quality direct 
companies are elevated relative to 
historic levels, many are actually 
quite attractive on a relative basis. 
Put diff erently, the premium relative 
to the broader market that investors 
must pay to trade up in quality to 
these companies is at or near historic 
lows. Take advantage. 

Companies that fi t within this 
thematic include our technology 
direct equities (such as Alphabet, 
Cerner, Visa, and even Amazon), and 
our high quality consumer staples 
companies (Nestle, Unilever and 
L’Oréal). While offi  cially classifi ed as 
industrials, 3M and Bunzl are worth 
a nod for the incredibly stable nature 
of their cash fl ows. 

Finally, investors should take an 
installment investment approach. A 

strategy of purchasing some of your 
equity exposure now, and adding 
on any potential weakness, remains 
sound. Now is an excellent time to 
be sitting on a little more safe haven 
assets, such as US dollar cash. Should 
volatility return, this leaves investors 
in a strong position to use this dry 
powder to purchase good quality 
equities at attractive levels. 

We have one fi nal comment on 
rebalancing. Many investors will 
be sitting on strong gains from 
their allocations to global equities. 
While we certainly wouldn’t 
advocate selling out of global 
shares completely, it is prudent to 
trim equity positions that have run 
strongly and redeploy the proceeds 
into shares that off er better value. 
Alternatively, use proceeds to hold 
some additional cash to put to work 
when the market provides more 
attractive share prices. 

For investors who are looking for 
names to sell outright as sources 
of cash, please see the equities 
listed in ‘reduce’ and ‘sell’ in the 
accompanying table. Some of these 
companies have rallied strongly with 
markets, and yet have un-compelling 
medium to long-term outlooks. 

Key data Code Price
F/cast
PE (x)

F/cast 
gross 
yield

Buy

Alphabet GOOGL $932.26 20.8 0.0%

Berry Plastics BERY $56.60 18.2 0.0%

Bunzl BNZL £22.69 19.8 2.0%

CVS Health CVS $79.66 13.2 2.7%

Ecolab ECL $133.27 26.7 1.2%

FMC Corp FMC $73.55 24.3 1.0%

Kirby Corp KEX $67.20 29.7 0.0%

L'Oreal OR
EUR 

181.50
25.4 2.0%

Roche RHHBY $31.76 15.9 3.6%

Shire SHP £43.34 10.8 0.6%

Suncor SU $28.80 15.0 4.5%

Increase

3M MMM $209.76 22.3 2.3%

Amazon AMZN $971.40 70.3 0.0%

Apple AAPL $144.09 15.5 1.8%

Berkshire BRK/B $171.85 22.5 0.0%

Cerner CERN $66.58 25.9 0.0%

Fanuc FANUY $19.36 0.0 0.0%

J & J JNJ $133.64 18.3 2.6%

Microsoft MSFT $69.08 21.1 2.2%

Nestle NSRGY $85.48 23.3 2.9%

Republic Services RSG $63.97 25.8 2.1%

Schlumberger SLB $65.74 25.7 3.0%

Visa V $94.01 25.4 0.8%

Wells Fargo WFC $55.78 12.7 2.8%

Hold

GlaxoSmithKline GSK £16.26 14.2 4.9%

Johnson Matthey JMAT £28.65 12.9 2.8%

Reckitt Benckiser RB/ £77.00 21.0 2.2%

Southern Co SO $47.42 15.8 5.0%

Unilever ULVR £41.61 22.7 2.9%

Vodafone VOD £2.18 25.2 6.1%

Reduce

BP BP/ £4.44 16.8 7.0%

Diageo DGE £22.72 20.8 2.9%

General Electric GE $27.35 15.9 3.4%

United Tech UTX $122.79 18.3 2.4%

Sell

HSBC HSBA £7.27 16.4 4.6%

IBM IBM $153.67 11.1 3.6%

Procter & Gamble PG $87.65 22.7 3.1%
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Strategic asset allocation
Our sample portfolio allocations for diff ering risk profi les.

Portfolio profi le

 Income assets % of total
 Growth assets % of total

Conservative Balanced income Balanced Balanced growth High growth

Investor suitability
Suitability - The type of investor/s 
that may be suited to each portfolio. 
Note, these comments are general only - 
there will be many exceptions to the 
examples detailed here.

People focussed on 
capital protection 

and current 
income rather than 
infl ation protection. 

Also those who 
need to draw on 

capital in the 
near-term.

People in or 
near retirement 
who require a 

regular income 
but also infl ation 
protection. Need 

to be comfortable 
with a moderate 

level of risk.

People who have 
some need for 
current income 

but future income 
and growth is a 
priority. Need to 
be comfortable 

with above-
average risk.

People who have 
a longer investing 
time horizon and 

more focus on 
future than current 
income. They must 
be able to tolerate 

a relatively high 
level of risk.

People who 
have a long-term 

investing time 
horizon and more 

focus on future 
than current 

income. They must 
be able to tolerate 
a high level of risk.

Indicative 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%

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

Property 3% 3% 3% 3% 3%

*For larger portfolios, investors may wish to add an allocation to global bonds hedged (up to a maximum of 25% of the allocation to fi xed income).

Income and growth allocations and indicative ranges
Target income allocation 75% 55% 40% 25% 10%

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

Target growth allocation 25% 45% 60% 75% 90%

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

Portfolio characteristics – breakdown of equity allocations
New Zealand equities 50% 38% 35% 32% 28%

Australian equities 27% 26% 26% 29% 30%

Global equities 23% 36% 39% 39% 42%

International currency exposure 11% 26% 37% 49% 63%

Indicative returns
Indicative forecast gross yield (pa) 3.9% to 4.4% 3.5% to 4.0% 3.3% to 3.8% 3.1% to 3.6% 2.8% to 3.3%

Indicative forecast after tax yield (pa) 2.7% to 3.1% 2.5% to 2.8% 2.3% to 2.7% 2.2% to 2.5% 2.0% to 2.3%

Indicative forecast gross return (pa) 4.5% to 5.5% 4.9% to 5.9% 5.3% to 6.3% 5.7% to 6.7% 6.0% to 7.0%

Indicative forecast after tax return (pa) 3.2% to 4.2% 3.7% to 4.7% 4.1% to 5.1% 4.6% to 5.6% 5.1% to 6.1%

Indicative real return (after inflation and tax) 1.2% to 2.2% 1.7% to 2.7% 2.1% to 3.1% 2.6% to 3.6% 3.1% to 4.1%

Current income High Medium-High Medium Below average Low

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.

Note: All data here is Craigs Investment Partners estimates based on analysis of historical data and current markets. Key assumptions include infl ation 2%, a normalisation in interest 
rates over time, equity market dividend yields and expected long-run growth rates which are based on nominal GDP growth, and a mean reversion in equity markets and currencies. 
A tax rate of 30% has been assumed.

45% 55% 40%60% 25%75% 10%90%75%25%
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Risk characteristics

 Income assets % of total 
 Growth assets % of total

Conservative Balanced income Balanced Balanced growth High growth

Some key risks Low infl ation 
protection.
Interest rate 

changes.
NZ focussed.

Sharemarket 
volatility.

Interest rate 
changes.

NZ focussed.

Sharemarket 
volatility.

Interest rate 
changes.

Sharemarket 
volatility.

Exchange rates.

Sharemarket 
volatility.

 Exchange rates.

Rolling 12 month returns (best, worst, expected) 1993 - current

 Best

 Long-run expected return 

 Worst

Conservative Balanced income Balanced Balanced growth High growth

Indicative risk profi le (1993 – current)
Worst rolling 12m return observed -5.3% -12.3% -18.0% -23.7% -28.7%

Best rolling 12m return observed 14.6% 19.8% 24.2% 30.5% 37.4%

Indicative forecast gross return (pa) 4.5% to 5.5% 4.9% to 5.9% 5.3% to 6.3% 5.7% to 6.7% 6.0% to 7.0%

Expected volatility of annual returns 4.6% 7.1% 9.1% 11.3% 13.6%

Probability of a negative return 
in any one year

13.9%, or 
1 year in 7.2

22.2%, or 
1 year in 4.5

26.2%, or 
1 year in 3.8

29.3%, or 
1 year in 3.4

31.5%, or
1 year in 3.2

Probability of a negative return 
over a 5yr period

2.1% 3.2% 4.1% 5.1% 6.1%

Range of rolling 1yr returns -5.3% to 14.6% -12.3% to 19.8% -18.0% to 24.2% -23.7% to 30.5% -28.7% to 37.4%

Range of rolling 5yr returns 3.7% to 8.1% 2.1% to 10.6% 1.0% to 12.5% -0.3% to 14.5% -1.7% to 16.9%

Source: Bloomberg, Craigs Investment Partners. The performance fi gures shown are compound returns in NZ dollars. Expected return and risk fi gures are based on Craigs 
Investment Partners estimates. 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; 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, Global - MSCI All Countries World Gross Index. All returns are before fees and the indices used are net of tax except the Australian All 
Ords Accumulation Index and the MSCI All Countries World Gross Index.

14.6%

19.8%

24.2%

30.5%

37.4% 

5.0% 5.4% 5.8% 6.2% 6.5% 

-5.3%

-12.3%

-18.0%

-23.7%

-28.7% 

30% 

20% 

10% 

0% 

-10% 

-20% 

-30% 

-40% 

40% 

45% 55% 40%60% 25%75% 10%90%75%25%
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Sector New Zealand Australia Global Comment

Agriculture/ 
food

Comvita (Niche)
Delegat (Supp)
Fonterra (Supp)
Scales (Niche)
Tegel (Supp)

FMC Corp (Supp)
VanEck Agri (Niche)

The long-term trend of increased food 
consumption (particularly in Asia) is still driving a 
global food shortage.

Consumer 
discretionary

Tourism Holdings (Niche)
Restaurant Brands (Supp)

Bunzl (Core)
L’Oreal (Core)

Challenges remain amid the backdrop of weak 
consumer spending. However, we have focussed 
on those companies within the sector that have 
an element of defensiveness as well as growth 
options.

Consumer 
staples 

Wesfarmers (Core) Nestle (Core)
Reckitt Benckiser (Core)
Unilever (Core)

Companies that are largely in ‘the business of 
necessity’ are likely to prove more earnings 
resilient than the broader market. These stocks 
make excellent cornerstone holdings, both for 
downside protection when markets falter, and the 
earnings and cash fl ow visibility throughout the 
cycle. However, we are slightly more cautious on 
the Australian supermarkets, given competition is 
increasing, and we see ongoing pressure on profi t 
margins.

Energy Refi ning NZ (Supp)
Z Energy (Supp)

Woodside (Supp) Suncor Energy (Core) Oil prices have rebounded from the lows touched 
last year, though the price remains volatile. 
Ultimately, the cure for low prices is low prices. 
Investors should use oil price weakness to 
purchase companies with strong balance sheets 
and sustainable payout ratios, such as Suncor.

Financials Heartland (Supp) ANZ (Core)
C/Bank Aust (Core)
Computershare (Supp)
IOOF (Niche)
Link (Supp)
Westpac (Core)

Berkshire Hathaway (Core)
SPDR Regional Banks (Niche)
Wells Fargo (Core)

Australian banks are facing challenges particularly 
due to limited credit growth, increasing capital 
requirements and the bank levy. Valuations have 
pulled back, but given the risk to the sector, we 
do not see great value. We are comfortable with 
positions in Australian banks, as long as they are 
not too large. However, we believe US banks are 
better capitalised and represent a much safer 
option at present.

Gaming Resilient in a recession, although few strong 
catalysts for outperformance are apparent.

Healthcare F&P Healthcare (Core)
Ryman (Core)
Summerset (Supp)
Ebos (Supp)

CSL (Core)
Healthscope (Supp)
Ramsay (Core)
ResMed (Supp) 
Sonic (Supp)

Cerner (Supp)
CVS Health (Core)
Guggenheim H/care (Supp)
Johnson & Johnson (Core)
Roche (Supp)
Shire (Supp)

The ageing global population will support demand 
for healthcare services for some time. Healthcare 
is a defensive sector that is relatively insulated 
from the cycle compared to the broader market. 
We do note some risks exist for those with 
exposure to overheated house prices in some 
markets.

Industrials Metro Perf Glass (Niche) Amcor (Core)
Cleanaway (Niche)
James Hardie (Supp)
Pact Group (Niche)

3M (Core)
Berry Plastics (Supp)
Ecolab (Core)
Republic Services (Core)

Globally, we are more cautious on the industrial 
sector. However, our favoured names are high 
quality defensive businesses that generate strong 
cash fl ows.

Infrastructure Auckland Airport (Core)
Port of Tauranga (Core)
Vector (Core)

APA Group (Core)
Sydney Airport (Core)
Transurban (Supp)

Infrastructure assets such as airports and ports are 
inherently defensive and often have an element 
of infl ation protection as revenue streams can be 
closely linked to CPI. Regulation risk is always a 
concern, but many of these companies represent 
excellent long-term assets to own.

Sector preferences
Current preferred exposures.
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Sector New Zealand Australia Global Comment

Media Trade Me (Core) Seek (Niche) The media sector is in a state of change at 
present, as technology and consumer preferences 
are forcing rapid change in the industry.

Mining & 
resources

VanEck Gold Miners (Niche) The resource sector is highly cyclical as evidenced 
by its performance over recent years. On a longer-
term view, we still believe that some resources 
exposure is appropriate in a balanced portfolio. 
However, in our view, these stocks are not ‘must 
owns’ at every point in the cycle and now is not 
the time to have large positions in the resources 
sector. We expect commodity prices to remain 
volatile over the short-term and see the potential 
for share prices to follow.

Property Precinct Prop (Core)
Vital Healthcare (Core)

Goodman Group (Supp)
Lend Lease (Supp)
Westfi eld (Supp)

Vanguard REIT (Niche) For those focussed on yield alone, New Zealand 
property stocks are preferable to the Australian 
stocks due to the more favourable tax treatment 
under the PIE regime. For investors willing to 
sacrifi ce some yield for higher earnings growth 
and potentially more downside protection, 
we favour the Australian property developers, 
including Lend Lease and Goodman Group.

Technology Gentrack (Niche)
SLI Systems (Niche)
Xero (Niche)

EML Payments (Niche)
TechnologyOne (Niche)

Alphabet (Core)
Amazon (Supp)
Apple (Core)
Fanuc (Niche)
Microsoft (Supp)
Visa (Core)

With businesses always searching for faster and 
more advanced technologies that allow them to 
be more productive and competitive, spending 
on technology has been growing at a solid 
pace. Looking ahead, the proliferation of new 
technologies such as cloud computing, software 
as a service, virtualisation and mobile technology, 
combined with a resurgence in corporate demand, 
are expected to underpin mid-single digit growth 
on technology over the coming years.

Telcos Spark (Supp) Vodafone (Supp) Increasing competition and ongoing technological 
changes make signifi cant outperformance over 
the long-term diffi  cult. We view the higher yields 
off ered by this sector as sustainable, but it is 
diffi  cult to get excited about growth options.

Transport Air New Zealand (Niche)
Freightways (Supp)
Mainfreight (Core)

Kirby Corp (Niche) We expect the transport sector to be a key 
benefi ciary as interest rates rise, economic activity 
improves, and investors increasingly favour stocks 
that off er growth. MFT provides good leverage 
to the domestic economy, with global growth 
potential. In the US, KEX is a key benefi ciary of 
increasing oil production.

Utilities Contact Energy (Core)
Genesis (Core)
Meridian (Core)
Mighty River (Core)
TrustPower (Core)

AGL Energy (Core) Southern Co (Core) Utilities should be relatively defensive and the 
sector has pricing power, which is a positive 
in a high infl ation environment. The sector will 
continue to deliver excellent income with the 
potential for modest growth in the medium-term. 
We have a positive view on US regulated utilities, 
such as Southern Co.

Alternative 
assets

iShare 20+ Yr T Bond (Niche)
RIT Capital (Supp)
Ruff er Investment (Niche)
SPDR Gold ETF (Supp)

Some of the main ‘alternative’ investments include 
hedge funds, private equity, gold, timber, public 
private partnerships (PPPs) and farmland. We 
believe alternative investments can be useful in 
portfolios, although they have some limitations.
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Building balanced portfolios 
for income, growth and safety
The rationale behind our asset allocations.

How we diversify – characteristics 
of our asset allocations

Income/Growth split – Our asset 
allocations are split between 
income and growth assets, with 
our benchmark balanced asset 
allocation having a 60% weight to 
growth assets and 40% to income 
assets. In our view, the split between 
income and growth is, by far, the 
most important element of asset 
allocation. This more than any other 
decision, will drive the portfolio’s risk 
and return characteristics.

No exposure to global fi xed income 
– We retain our preference for 
New Zealand fi xed income given 
the higher yields available and the 
ability to buy direct. Our market 
is relatively well developed with 
retail investors able to purchase 
corporate bonds from a diversifi ed 
group of issuers, both senior 
and subordinated generating an 
attractive and predictable income 
fl ow. This diff erentiates our market 
from others off shore where senior 
bonds are only sold in the wholesale 
market. From a portfolio perspective, 
we believe a local fi xed income 
portfolio has historically displayed 
similar diversifi cation benefi ts as 
global fi xed income, which have 
fund fees and currency hedging 
costs. However, this premise relies on 
portfolios holding suffi  cient senior 
investment grade bonds rated core, 
and not having too high a weighting 
of perpetual and/or subordinated 
securities as they behave more 
like equities during risk events. 
Nevertheless, we are cognisant of 
the small relative size of the domestic 
market and limited number of 
issuers/sectors. AS such, we expect 
to add some global fi xed interest 
options in future to provide exposure, 

especially for larger investors. This 
will provide diversifi cation benefi ts 
although, given global income is 
almost always fully hedged, it will not 
provide diversifi cation away from 
‘New Zealand risk’ in a currency sense.

Global equities allocation left 
unhedged – We believe overseas 
diversifi cation is vital for New 
Zealand investors. Our allocations 
to Australian and global equities 
provide this overseas diversifi cation. 
To provide protection against a 
sudden and signifi cant fall in the New 
Zealand dollar, we do not hedge the 
currency exposure of this overseas 
allocation. This policy means our 
portfolios perform less well if the 
New Zealand dollar appreciates. 
However, it is important to remember 
that the global spending power of 
the New Zealand assets will rise. The 
global equities allocation represents 
a relatively small proportion of the 
total portfolio, hence we believe it is 
best left unhedged to provide better 
diversifi cation.

Higher allocation to Australasian 
markets – Our bias to our local 
markets allows us to leverage off  our 
domestic research teams on both 
sides of the Tasman, and access the 
higher dividend yields available here. 
Most of our clients want income 
and Australasia is the best place to 
fi nd it, especially when New Zealand 
imputation credits are taken into 
account. 

Conclusion

We believe our approach to 
asset allocation provides prudent 
diversifi cation and, importantly, 
above-average income, the potential 
for income growth and less volatile 
returns. 

Our approach to portfolio 
construction centres on building 
balanced portfolios that deliver 
income, growth and safety.

Diversifi cation, a focus on quality 
and a value approach are the 
three key elements we believe are 
needed to build a portfolio that will 
generate income, have the potential 
for growth and deliver the most 
eff ective protection from risk.

Quality, in our view, means buying 
high-grade investments. In equities, 
it refers to companies that have a 
proven track record, strong and 
defendable market positions, sound 
fi nances and potential for future 
growth. In fi xed income, it means 
selecting securities on a safety-fi rst 
basis where the return ‘of’ capital 
takes precedence over the return 
‘on’ capital. The credit quality of the 
issuer is crucial.

Value means paying a reasonable 
price for investments. We believe 
markets move in cycles, from being 
undervalued to overvalued and back 
again. This cycle is erratic and driven 
by many factors including economic 
conditions and investor sentiment. 
We take a value approach and 
reduce exposure to markets that we 
believe look overvalued in favour of 
those that look cheaper. This value 
approach helps protect capital as 
expensive markets can fall sharply 
if economic conditions fail to meet 
expectations. This cautious approach 
means our portfolios should still 
share in the upside during strong 
markets, but will usually lag behind 
higher-risk portfolios. However, our 
portfolios tend to perform relatively 
better during more diffi  cult markets. 
It is this resilience during tough 
markets that underpins better long-
term returns, in our view.
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Understanding 
our recommendations
An explanation of our recommendations and of the ratings 
we use on shares.

Our recommendations are never 
made in isolation but in the 
context of a diversifi ed portfolio. 
A cornerstone of our investment 
philosophy is that the most prudent 
and eff ective way of investing is to 
hold a diversifi ed portfolio of assets, 
both across and within asset classes.

Stock recommendations – 
Portfolio view

We have a two-tier recommendation 
structure:

1) We fi rstly classify stocks 
under one of our three portfolio 
classifi cation ratings: Core, 
Supplementary and Niche. 

These classifi cations are based 
primarily on risk. Stocks that we 
believe are more defensive, less 
volatile and lower-risk are classifi ed 
as Core; the next tier is rated 
Supplementary; while the higher-risk 
stocks are classifi ed 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.

2) We provide a portfolio view 
rating on each stock. We have 
three valuation based portfolio 
view ratings: Overweight, Neutral 
and Underweight.

These portfolio view ratings refl ect 
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 Overweight are those 
that we believe off er good relative 
value and should perform better 
than the market average over the 
coming year. Stocks rated Neutral 
are those we believe will perform in 
line with the broader market, while 
those rated Underweight are, in our 
view, expensive and/or likely to lag 
the market average over the coming 
12 months.

Other issues

Analyst ratings (Buy, Hold, Sell) – 
We have a team of analysts, each 
of whom research individual stocks. 
We draw on this research and it 
forms the basis of our ratings. We do 
not use their Buy, Hold, Sell ratings 
directly in our portfolio ratings 
because their recommendations 
are stock specifi c, have no portfolio 
context and they are written 

primarily for institutional investors, 
not private investors. As such, they 
are, at times, unsuitable for private 
investors.

Price targets – Price targets are 
calculated by our analysts and are 
based on their discounted cash fl ow 
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.

Fixed income 
recommendations – 
Portfolio view

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. We recommend 
Supplementary instruments 
represent no more than 40% of a 
bond portfolio and Niche no more 
than 20%. 
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Our services: 
A short overview
Investment is our speciality. As one of the country’s leading 
investment advisory and sharebroking fi rms we look after more 
than $13.1 billon* worth of client funds under management.

* As at March 2017

Floral Lamp in Lime.
mySTART® image courtesy of David Trubridge at davidtrubridge.com

mySTART®

A fl exible and comprehensive investment 
plan, letting you decide how much and 
how often to invest. Your Investment 
Adviser can help you establish 
your risk profi le and investment 
objectives and then help you choose 
an investment that best suits what you 
want to achieve.

KiwiSaver

We’re here to help but the choice is yours.

We off er a fl exible KiwiSaver solution with 
a range of investment options. You can 
build a portfolio from individual shares 
or funds that suit your risk profi le and 
objectives.

Private Wealth Services

Managed Portfolio Service

Our complete personalised service. 

A tailored portfolio of investments will 
be designed for you by combining 
a wealth of knowledge from your 
Investment Adviser with our fi rm’s 
research expertise, resources and 
capabilities, all specifi cally aligned to 
your investment objectives.

Broking Service

Hands-on investing for an active 
investor. Through your Investment 
Adviser you have access to our 
specialist expertise and objective, 
research based advice. 

Investment Administration Service

An add on service for our Broking Clients. Let us 
look after the administration of your investments, 
while you focus on the investment decisions.

ent

h 
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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 or for the use of any third party, without the express prior approval of Craigs Investment Partners Limited. This publication is not intended for distribution to any 
person outside New Zealand except in accordance with all the legal requirements of the relevant jurisdiction. While this publication is based on information from sources which 
Craigs Investment Partners Limited considers reliable, its accuracy and completeness cannot be guaranteed. To the maximum extent permitted by law, Craigs Investment 
Partners Limited, its partners and employees, do not accept liability for the results of any actions taken or not taken upon the basis of information in this publication, or for any 
negligent mis-statements, errors or omissions. Some information included in this publication is of an historical nature and may have been superseded. Historical performance 
does not guarantee future performance (and to the extent that any 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 fi nancial interest in respect of some or all of the matters discussed. The research analyst or analysts responsible for the content 
of this publication certify that: (1) the views expressed and attributed to the research analyst or analysts in the publication accurately refl ect their personal opinion(s) about the 
subject, securities and issuers and/or other subject matter as appropriate; and (2) no part of his or her compensation was, is or will be, directly or indirectly related to the specifi c 
recommendations or views contained in this publication. Craigs Investment Partners Limited does not and did not take into account the investment objectives, fi nancial situation 
or particular needs of any particular person in the preparation of this publication or in making any of the recommendations (or giving any opinions) contained in it. Accordingly, 
before making any investment decision Craigs Investment Partners Limited recommends that you seek professional assistance from an investment adviser.

Adviser Disclosure Statements are available on request and free of charge. Investments are subject to risk and returns are not guaranteed by the issuer, the manager or any other 
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