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Tiwai Point aluminium smelter, accounts for 13% of NZ's 
electricity usage and is once again in the headlines as major 
owner Rio Tinto is threatening to close down operations. 



A recent article in the Guardian reported 
that 20 f irms globally are behind a 
staggering third of all carbon emissions.

According to the research, quoted in the 
article, household names such as 
Chevron, Exxon, BP and Shell ? and 
state-owned companies including Saudi 
Aramco and Gazprom, together make up 
a group of 20 f irms that have contributed  
35%  of all energy-related carbon 
dioxide and methane worldwide This 
totals 480bn tonnes of carbon dioxide 
equivalent (GtCO2e) since 1965.

In response, some of the f irms argued 
that they were not directly responsible 
for how the oil, gas or coal they 
extracted was used by consumers. We 
see this as a weak argument, and while 
the 20 f irms pointed out efforts they 
were making to invest in renewable or 
low carbon energy sources, we have 
chosen to avoid fossil fuels and thermal 
coal across our Responsible Investment 
Fund and CareSaver KiwiSaver funds 
completely. As such, we do not hold any 
of the top 20 carbon emitters in the 
Funds, or indeed any intensive carbon 
emitter.

After a volatile start to the month, global 
equity markets rebounded and the US 
markets have broken back to fresh 
all-t ime highs.

There have been a number of 
developments which have seen a return 
of "risk on" investor sentiment. 

Firstly, there have been signs of progress 
in the trade war, which is alleviating one 
of the biggest headaches for markets as 
they approach year-end - a period which 
is historically a strong time of year for 
equity markets. In the near term we 
expect positive & negative headlines to 
drive volatil ity, but keeping in mind that 
President Trump is looking to win an 
election next year, we see the Trump 
Administration as likely to back-down 

somewhat - especially as it look as if  the 
US manufacturing sector is now starting 
to feel the pinch from a protracted trade 
war.

Global economic data f low also looks to 
be stabilizing, with US job growth stil l 
solid in October for this stage of the 
cycle, with litt le acceleration in wage 
pressure - which could be a potential red 
f lag when it comes to inf lation risks. 
Further, while the US ISM Manufacturing 
survey remains below 50 (which 
indicates contraction), the forward 
looking components of the survey 
bounced back this month.

Adding to the positive mood, US 
corporate earnings season has generally 
been better than expected to date, as 
75%  of the S&P 500 companies that 
have reported topped analyst 
expectations. The bullish view is that US 
company earnings are through a soft 
patch, akin to what was seen over 2015 
and 2016, and if  growth 
stabilizes/ rebounds that could improve 
the earnings outlook going forward.

Finally, while the US Federal Reserve did 
indicate that they will pause cutting 
interest rates, globally central bank 
actions remain supportive of markets, 
ready to step in to act when required. 

Most recently, China?s central bank 
reduced the cost of one-year funds to 
banks for the f irst t ime since 2016, 
easing concerns about tightening 
liquidity.

Given proactive monetary policy and a 
reduction in geopolit ical/ trade risks of 
late, our base case view is the global 
economy will muddle its way through 
the current rough patch. However, the 
risk of policy missteps is high and market 
valuations are far from "cheap". 

Overall, we remain tilted towards 
defensive stocks and selected areas of 
growth such as technology. 
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Rio Tinto has a caused a stir among the NZ electricity gentailers, as it threatens to 
close Tiwai Point smelter, which accounts for a whopping 13%  of NZ's power 
usage. What it might mean for Meridian going forward. 

Read Hamesh's full article by clicking here. 

Should Meridian call Rio?s bluff?

?The great tragedy of the climate crisis is that seven and a half  bil l ion people must pay the 
price ? so that a couple of dozen polluting interests can continue to make record prof its." ?

Michael Mann, leading climate scientist.
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Performance
1 month

1.4%

Performance
7 years p.a.

12.5%

$10,000 invested at 
inception is now worth

$22,684

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

2.2%

Performance
since inception p.a.

7.0%

$10,000 invested at 
inception is now worth

$11,576

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

In terms of contributors to positive return for 
October, the European based industrial water companies had a solid 
month. Sentiment improved over the month, which saw a sharp 
rebound across European markets, in particular Germany, on hopes of a 
trade war resolution. On the f l ipside, our US based healthcare holdings 
weighed on performance.

While we have a signif icant weighting towards util it ies, which are 
trading at relatively rich valuations, we remain comfortable with our 
holdings given the multi-year tailwinds behind water related 
businesses. Further, a major risk for util ity stocks would be an increase 
in global interest rates, but with a continued lack of inf lation around 
the globe we believe risks here remain contained for now.  

FUND COMMENTARY
The Fund had a strong month both in absolute terms 
and relative to the benchmark index.

Looking at the drivers, performance in October was driven by our 
exposure to Japan and the US. On a stock specif ic basis, Tesla was a 
standout, with the electric car maker surging on a quarterly result which 
silenced crit ics in the market for now. Prior to this result it was the most 
heavily shorted stock in the S&P500, shorts have now reduced 
considerably.  We do not own the energy sector (which makes up less 
than 5%  of global stock market capitalisation) in the fund, and we are 
happy avoiding what we see as a sector with massive stranded asset risk 
as consumer preferences and regulatory responses force change on the 
sector. 

As we head into the end of the year, a period which is historically a strong 
time of year for equity markets, we remain cautiously bullish on global 
equities.



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

-0.4%

Performance
3 years p.a.

9.2%

$10,000 invested at 
inception is now worth

$13,197

Performance
1 month

0.5%

Performance
7 years p.a.

10.5%

$10,000 invested at 
inception is now worth

$21,477

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
A large proportion of underperformance in October was related to 
currency moves, given we are under-hedged on our US dollar exposure. 
While the Kiwi has moved slightly higher against the Greenback, the 
start of November has seen the NZDUSD exchange rate dip back towards 
63 cents (from 64 cents at the end of October). We remain of the view 
that the NZ dollar will trend lower and are comfortable being slightly 
underhedged when it comes to our US equity exposure. This also 
provides a natural risk hedge since if  offshore markets fall , the NZD will 
often follow which reduces downside volatil ity.

Our overweight to Europe added to relative performance, particularly as 
the German market  has soared post an alleviation in trade war tensions.

In the US, our defensive and real estate exposures hurt relative 
performance, as investors switched out of defensive sectors which are 
trading at relatively rich valuations and into value sectors.  Technology 
stocks continue to add to performance on a relative basis and in 
absolute terms.
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FUND COMMENTARY
The property fund was slightly lower in October as some of our 
specialist REITs underperformed. These included data centre Equinix, 
which we remain positive on medium term given the massive tailwinds 
behind the data industry. 

While we only have a modest allocation to New Zealand and Australian 
property REITs in the fund,  there was an interesting recent data release 
in relation to the Australian property market - as Aussie house prices 
rose 1.4%  in October, which is the strongest monthly increase since 
March 2015. The stabilization in the property market has been driven by 
a number of factors such as lower RBA rates, changes in regulation, and 
the surprise Aussie election earlier in the year. Forward indicators that 
we track also look very strong - auction clearance rates are running at 
around 80%  (similar to 2015/2016 levels) and this typically leads prices 
by about four months. The recovery in the housing market should 
support positive sentiment towards the REIT sector generally, across 
both Australia and New Zealand. 



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

0.2%

Performance
10 years p.a.

-0.4%

$10,000 invested at 
inception is now worth

$9,430

As at 31 October 2019 1 Month 6 Month 1 Year 3 Year 
p.a.

5 Year 
p.a.

7 Year 
p.a.

Since 
Inception p.a.

Volatil ity^

Global  Responsibi l i ty Fund 2.2% 6.1% 12.0%    7.0% 11.9%

Morningstar Developed Markets Index NR 
(50%  Hedged) 1.5% 5.4% 13.4%    9.6% 11.8%

Global  Water Fund 1.4% 6.0% 10.2% 11.0% 9.0% 12.5% 9.1% 9.8%

PIO Global  Water ETF (50%  Hedged) 2.3% 4.9% 13.4% 12.8% 6.6% 10.0% 7.0% 10.8%

Global  Property Fund -0.4% 7.6% 17.5% 9.2%   6.5% 9.0%

FTSE/NAREIT Developed TR Index          
(75%  Hedged) 2.0% 10.2% 22.1% 10.7%   7.7% 9.5%

World Equity Fund 0.5% 6.0% 10.2% 10.6% 7.8% 10.5% 9.9% 10.2%

Morningstar Global  Markets Index NR   
(50%  Hedged) 1.7% 4.9% 13.4% 13.3% 9.3% 11.5% 10.9% 10.1%

Commodity Plus Fund 0.2% -2.1% -8.0% 0.8% 0.2% -0.8% -0.6% 8.8%

Bloomberg Commodity Index TR  
(100%  Hedged) 2.0% -0.6% -2.6% -0.7% -6.7% -7.4% -3.7% 8.0%

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.

^Volatil ity is on a roll ing 3 year basis, for funds with less than 3-years of history the calculation is from inception.

FUND COMMENTARY
Global dis-inf lationary pressures continue to provide headwinds in the 
commodity space. Few commodities are currently under supply 
pressure, though in recent months we have seen how exposed 
commodity production can be to geo-polit ical events.  The missile attack 
on the Saudi oil facil it ies clearly had a short term impact on supply and 
hence price, now we see the unrest in Chile having an impact on copper 
production.

In early November the Commodity Fund had a fairly signif icant 
re-weighting , moving from a relatively low commodity exposure to a 
67%  weight to commodities.

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