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Last month , atmospheric Carbon Dioxide levels surpassed 
415 parts per million, the highest level recorded in over 
400,000 years.



Times have changed. A year ago, 
consensus opinion was for rising rates.  
Yet interest rate markets are pricing in a 
signif icantly dif ferent forward path. 
Just a few months ago, the thought of 
rate cuts in the US or New Zealand 
seemed unlikely, yet here we are.  The 
RBNZ cut the OCR in early May to 1.5% .  
The RBNZ rate cut (and those in the US) 
come at a time of historically t ight 
employment markets and current GDP 
growth that is OK but not stellar. The 
obvious signal from interest rate policy 
is that either the economy is about to 
get a lot worse or that the RBNZ fears 
deflation. We think the latter is the real 
fear. In a deflationary environment, but 
one with good corporate prof its and an 
earnings yield of between 4%  and 8%  
depending on your market, it is no great 
surprise that stock markets remain near 
historic highs.

Bad News is Good News Again
The big story right now is not the trade 
war, but the Fed?s likely reaction to it ? 
with Fed chair Powell recently hinting 
at the possibil ity of interest rate cuts if  
need be.  It is once again a funny case 
of ?bad news is good news?, as the 
recent weaker than expected 
employment report saw stocks lif t on 
heightened rate cut hopes, with 
markets now pricing in an 80%  chance 
of an interest rate cut by the US Federal 
Reserve as early as July.

High-ly Priced - First  NZX Weed Stock
Cannasouth will be NZ's f irst medicinal 
cannabis company to be listed. The 
company is currently raising up to 
$10m on a company valuation of circa 
$100m. As Brian Gaynor points out in 
his quote above, the valuation and 
structure of this company is challenged 
- we will watch its l isting with interest.

Cannasouth is currently a pre-revenue 
loss-making business, which has 
obtained some licences to operate & 
has undertaken research & 
development, although  there is 
massive regulatory risk and the 
company's success is at the whim of 
potential law changes. Clearly this is an 
extremely high risk investment which 
has been priced at an eye-watering 
valuation  - in saying that, with retail 
investor appetite for the sector the 
price reaction post IPO could  go either 
way. Watch this space.

Carbon Report ing
This month we are starting to report on 
both the carbon intensity and carbon 
risk on some of our portfolios. Intensity 
is a simple measure, most commonly 
Scope 1 and 2  emissions divided by 
gross sales. This is a sound way to 
compare companies and industries on 
their current behaviour. Our 
Responsible Investment Fund has an 
average carbon intensity about 48%  
below the MSCI World index. 

Carbon risk is a more forward looking 
indicator and measures the risk that a 
company is not managing effectively as 
the world transitions to a low carbon 
economy. There is no doubt that 
consumers and regulators are 
demanding change - companies ignore 
this future f inancial risk at their peril.

The 2015 Paris Agreement  between 
195 countries aims to keep global 
warming within 2 degrees celsius of 
pre-industrial t imes.   Considerable and 
urgent work is needed - current 
projections point to warming around 3 
degrees, which could be catastrophic 
for humanity and our planet.
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We believe that measuring and managing the carbon intensity and un-managed 
carbon risk in a portfolio is key to building portfolios that can handle the transition 
to a low carbon economy.

To read the full article click here 

Carbon Intensity and Carbon Risk 

?Cannasouth's share structure is reminiscent of the bad, old mid-1980s?   

Brian Gaynor - NZ Herald Columnist (commenting on the up-coming medicinal cannabis IPO)

http://www.path.co.nz
https://www.linkedin.com/company/pathfinder-asset-management-limited/
mailto:info@path.co.nz
https://www.facebook.com/PathfinderAsset/
https://docs.wixstatic.com/ugd/c84b31_08712631586f461f8bf5c70087525591.pdf
https://docs.wixstatic.com/ugd/c84b31_08712631586f461f8bf5c70087525591.pdf


FUND COMMENTARY
The US market  is the largest regional allocation in the 
fund and experienced its biggest May slump since 2010, 
(measured by the S&P 500 index) giving back a portion of 2019's rally.  

Investors were nervous as trade tensions mounted on multiple fronts, 
with wide-reaching implications for global economic growth.  

Trump made a surprise threat of tarif fs on Mexico due to the il legal 
immigration problem, and the Trump administration also announced it 
would no longer recognise India as a developing country, a status that 
exempts nations from US tarif fs. With regards to China, the situation 
looks to be escalating. Markets are now focused on whether the two 
leaders can at least agree to meet at the G-20 Summit later this month, 
and are also worried about any new retaliatory measures China may have 
in store.

Performance
1 month

-3.3%

Performance
7 years p.a.

11.4%

$10,000 invested at 
inception is now worth

$20,159

GLOBAL WATER FUND 
The Global Water Fund is designed to provide socially responsible 
investment in  the water industry.  This includes listed water utility, 
industrial,  tech and materials companies.  Currency hedging is 
used to reduce foreign currency exposure. 

Performance
1 month

-5.4%

Performance
since inception p.a.

1.9%
$10,000 invested at 

inception is now worth

$10,318

GLOBAL RESPONSIBILITY FUND 
The socially responsible Global Responsibility Fund is designed to 
provide diversified equity exposure to developed markets. There are 
4 tiers to the  responsible investment process: (1) exclusion of 
corporate activities like tobacco and gambling (2) elimination of 
high controversy companies (3) investment focus on high 
environmental, social and governance ratings, and (4)we vote to 
encourage better ESG practices Currency hedging is used to reduce 
foreign currency exposure. 

PORTFOLIO UPDATES
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FUND COMMENTARY
The Water Fund il lustrated its defensive characteristics 
this month, outperforming broader global markets 
signif icantly (which were down circa -5% ).

 Approximately 31%  of the fund is currently invested in Util it ies, and 
11%  in Healthcare, which are seen as stable, safe-haven sectors in 
times of market  turbulence. These sectors are seen as offering stable 
and predictable earnings (therefore reliable dividend payments) both 
in good and bad times, although they do not show spectacular growth. 

The "risk-off" investor sentiment which emerged in May saw buying 
demand for these sectors, particularly as interest rates continued to 
move lower.



PORTFOLIO UPDATES
The Global Property Fund is designed to provide socially 
responsible investment  in  global listed property stocks.  It has a 
significant allocation to NZ listed property, recognising the 
preference of NZ investors to overweight the local market.  
Currency hedging is used to reduce foreign currency exposure. 

GLOBAL PROPERTY FUND 

Performance
1 month

0.0%

Performance
3 years p.a.

5.7%

$10,000 invested at 
inception is now worth

$12,265

Performance
1 month

-4.6%

Performance
7 years p.a.

9.6%

$10,000 invested at 
inception is now worth

$19,334

WORLD EQUITY FUND 
The World Equity Fund is designed to provide diversified socially 
responsible exposure to global equities (across both developed and 
emerging markets). The fund invests in ETFs to access global equity 
sectors and regions, and uses currency hedging to reduce foreign 
currency exposure. 

FUND COMMENTARY
We have made a change in our positioning recently, reducing our 
weighting to f inancials, and increasing our exposure to communication 
services. Part of the rationale for being overweight banks was that they 
benefit from higher interest rates improving net interest margins - 
namely a steepening yield curve (given banks lend based on longer term 
rates and fund their loans  based on short term interest rates - i.e. what 
they pay on deposits). Now that the US Federal Reserve has pulled back 
from its interest rate hike stance, and parts of the yield curve are 
actually inverted, we no longer see this tailwind for the banks, and in 
fact there is l ikely to be a headwind for bank prof itability. 

On the f l ipside, the largest stock weighting which falls under the 
communication services sector in the fund is Alphabet (Google's parent). 
We feel it is opportune to be buying Google given its shares have pulled 
back and given its solid medium term outlook as a tech giant involved in 
high growth areas such as artif icial intell igence.
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FUND COMMENTARY
The property sector outperformed the broader market during the May 
sell-off , with the Global Property Fund f lat month on month. 

As interest rates continue to move lower, "bond  proxy" stocks such as 
real estate companies tend to benefit from income seeking investor 
buying demand given their income paying characteristics. We expect 
this backdrop to persist, supporting REIT valuations and further driving 
non-dedicated investors into the sector. 

While we see all REITs as set to benefit from broadly higher valuations, 
we remain particularly positive on specialist REITs such as data centres 
and cell towers which look attractive as multi-year investment themes.



PORTFOLIO UPDATES
The Commodity Plus Fund is designed to provide  exposure to global 
commodity markets.  The investment process targets the "mean 
reverting" nature of commodities and can also allocate to cash  for 
downside protection.  The fund will not invest in a number of 
commodities such as  thermal coal, uranium, livestock or the shares of 
commodity producers. Currency exposures are fully hedged. 

COMMODITY PLUS FUND 

Performance
1 month

-1.0%

Performance
9 years p.a.

0.1%

$10,000 invested at 
inception is now worth

$9,531

As at 31 May 2019 1 Month 3 Month 1 Year
2 Years 
(p.a.)

3 Years 
(p.a.)

5 Years 
(p.a.)

7 Years 
(p.a.)

8 Years 
(p.a.) Volatil ity

Global  Responsibi l i ty Fund -5.4% -0.5% 0.3% 12.5%

Morningstar Developed Markets 
Index NR (50%  Hedged) -4.7% 0.8% 2.6% 12.7%

Global  Water Fund -3.3% 2.9% 7.4% 5.4% 6.4% 7.7% 11.4% 8.4% 9.4%

PIO Global  Water ETF                        
(50%  Hedged) -3.5% 2.3% 8.7% 8.1% 9.1% 6.0% 10.3% 6.3% 11.3%

Global  Property Fund 0.0% 3.5% 11.0% 7.7% 5.7% 9.9%

Morningstar Real  Estate Index TR 
(75%  Hedged) 0.9% 4.9% 13.6% 8.1% 5.9% 11.1%

World Equity Fund -4.6% 1.6% 0.4% 4.3% 6.1% 7.7% 9.6% 10.4%

Morningstar Global  Markets Index NR 
(50%  Hedged) -4.8% 0.5% 1.8% 7.2% 9.7% 8.2% 11.0% 9.8%

Commodity Plus Fund -1.0% -0.6% -8.9% 6.3% -0.4% 0.3% -0.9% -2.7% 7.8%

Bloomberg Commodity Index TR 
(100%  Hedged) -3.4% -3.9% -12.4% -1.4% -1.7% -9.5% -6.3% -8.6% 11.9%

FUND PERFORMANCE 
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Disclaimer:  Pathf inder is a fund manager and does not give f inancial advice. Before making any decision to invest you should (a) consult your f inancial adviser and (b) read the Product Disclosure Statement. This report is for 
information purposes only. Opinions constitute Pathf inder?s judgment at the time of writ ing and are subject to change. All returns calculated after fees before tax using the unit price. 
Disclosure of interest: All of our staff  invest in Pathf inder?s funds on the same terms as you.  

The Global Water Fund and Global Responsibil ity Fund have been designated a Certif ied Responsible Investment by the RIAA (Responsible Investment Association Australasia). See www.responsibleinvestment.org for more details

*The Certif ication Symbol signif ies that a product or service offers an investment style that takes into account environmental, social, governance or ethical considerations. The Symbol also signif ies that the Pathf inder Global Water 
and Global Responsibil ity Fund Fund adheres to the strict operational and disclosure practices required under the Responsible Investment Certif ication Program for the category of Product Provider. The Certif ication Symbol is a 
Registered Trade Mark of the Responsible Investment Association Australasia (RIAA). Detailed information about RIAA, the Symbol and the Pathf inder Global Water Fund?s and the Pathf inder Global Responsibil ity Fund's methodology, 
performance and stock holdings can be found at www.responsiblereturns.com.au, together with details about other responsible investment products certif ied by RIAA.

1. The Responsible Investment Certif ication Program does not constitute f inancial product advice. Neither the Certif ication Symbol nor RIAA recommends to any person that any f inancial product is a suitable investment or that 
returns are guaranteed. Appropriate professional advice should be sought prior to making an investment decision. RIAA does not hold an Australian Financial Services Licence.

FUND COMMENTARY
The price of oil was under pressure in May, partially reversing what  was 
a strong rally to start 2019. The commodity fund was under-exposed to 
oil (with a 9%  weighting),  with 66%  of the fund stil l invested in cash, 
which saw it outperform the benchmark commodity index.

The price of oil has retraced on the back of a number of factors including  
concerns that US tarif fs on China & Mexico could hurt demand. On the 
supply side news-f low seems to be supportive of prices, as Saudi Arabia 
has signaled that OPEC, together with Russia, would continue managing 
global crude supplies to avoid a surplus. However, Russia has been 
reportedly objecting to the 25 June OPEC meeting date. On the surface, 
the issue is simply that oil minister Novak has a scheduling conflict. 
Underneath the surface, this is seen as (i) Russia dictating terms to OPEC 
and (ii) an expression of Russia's opposition to extending the Vienna 
supply agreement. The threat is that Russia might leave the OPEC+ 
alliance.  

http://www.responsibleinvestment.org
http://www.responsiblereturns.com.au
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