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It's hard to imagine we just went through a  near 20% sell-off at the 
end of the 2018. Markets are back to all time highs and the bull market 
keeps on grinding. 



Conventional wisdom a year ago, was 
for rising rates. Now expectations 
appear to have f l ipped, with a key 
driver of markets in 2019 being a 
move lower in interest rates. This has 
seen buying demand for risk assets, 
particularly "bond proxy" equities, as 
investors hunt for income  in a low 
interest rate environment. This has 
contributed to the strong performance 
of sectors such as util it ies, telco's, and 
property trusts year to date which 
provide a relatively stable, defensive, 
high yield exposure.

The US Federal Reserve is becoming 
dovish, and the RBA is hinting at rate 
cuts. However, the big news for Kiwis 
this week was that the Reserve Bank 
of  NZ has cut  the of f icial  cash rate to a 
record low of  1.50% .

So what  does this mean for NZ 
investors? Lower rates are generally 
supportive for NZ stocks; power 
generators received a boost post the 
interest rate announcement. On 
balance, the decision is a positive in 
terms of the NZX continuing its bull 
rally. While the NZ dollar did init ially 
fall post the decision, it was short 
l ived as the RBNZ indicated this was 
the only expected cut, and rates are 
expected to remain on hold at 1.50% . 
Several  banks have cut both lending 
and deposit rates in response, and it 
will be interesting to see if  there is an 
impact on the uncertain property 
market, particularly as the banks have 
notably tightened up on lending 
requirements.

Down and back again: April saw equity 
markets return to all-t ime highs after a 
sharp sell-off  to end 2018. The S&P 
500 has a bit of a habit of short 
swings. The Wealth of Common Sense 
blog highlights 3 times in recent 
history where the S&P 500 has had a 
sharp sell-off  and a quick recovery: the 
1990 sell-off  took 86 trading days to 
break-even from the bottom, 1998 
took only 36 trading days, and back in 
2011 it took 92 trading days. This time 
around it was just shy of 80 days. 
These quick turnarounds highlight the 
benefits of dollar cost averaging, 
buying the market on a consistent 
basis, especially when it is fall ing, as 
this helps to lower the overall cost 
base of your investment. 

The future of  payments: the rise of 
Bitcoin as the future of f inance is even 
more comical when you look at what 
existing technology is already doing. 
The Economist recently published an 
excellent article on the millennial 
impact on the Chinese banking 
system. Dominated by mobile phone 
payments with the popular WePay and 
Alipay service; the Chinese market has 
skipped the clunky debit and credit 
cards we use in the developed world. 
The mobile phones system allows 
seamless internet transactions and QR 
codes to pay when you're in a physical 
store. Staying within the apps 
ecosystem means that purchasing 
tickets for movies, ordering food and 
even transferring money to friends, is 
all at your f inger tips. The Alipay 
service alone has more than US$250 
bill ion sitt ing in it 's customer 
accounts.
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New Zealand's tech sector is incredibly innovative with NZ technology being used 
around the world. But, despite this success it makes up a very small portion of the 
NZX50. In this month's article Hamesh looks at why this is and how to spot the next 
Xero. 

To read the full article click here

Finding The Next Xero

?Much better for monetary policy just to get on with its job?   

Adrian Orr, Governor - Reserve Bank of New Zealand 

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://www.goodreturns.co.nz/article/976514740/finding-the-next-xero.html
https://www.goodreturns.co.nz/article/976514740/finding-the-next-xero.html


FUND COMMENTARY
Equity markets continued their 2019 rebound in April.  
Despite widespread fears of a global slowdown in Q1, the 
US reported very strong GDP - the advance estimate (that is the f irst look 
which will be followed by two further ref inements over May and June) of 
3.2% , is signif icantly higher than expectations from late 2018.  

Company earnings were stronger than expected too with about 80%  of 
companies reporting higher than expected earnings per share.  Earnings 
growth for Q1 year over year (so far) was negative for the f irst t ime since 
2016, but companies are  widely expecting a good bounce back in earnings 
over the balance of 2019. The largest negative hanging over markets is the 
US/China trade and tarif f  war which will have quite a binary effect on 
markets - up if  resolved, very negative if  not.

Performance
1 month

4.4%

Performance
7 years p.a.

10.7%

$10,000 invested at 
inception is now worth

$20,847

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

5.0%

Performance
since inception

9.1%

$10,000 invested at 
inception is now worth

$10,912

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 global water investment thesis continues to 
perform well for our investors. We started the fund 
recognising that the world is in a water crisis; 
companies that help solve this issue should outperform in the long-run. 
But it goes further than just water related industries (and the scope of 
the Water Fund's investments), many industries require water intensive 
processes to produce their product. Its not just big manufacturers, it  
includes food & wine production and in the US oil fracking is incredibly 
water intensive.
The risk: the World Bank estimates a growth rate decline of 6%  of global 
GDP by 2050 as competit ion for water intensif ies, that's $4.5 tril l ion. To 
remain competit ive, companies will need to recognise and actively 
manage their water related risks; a benefit of using ESG factors when 
making investment decisions helps to identify such companies. 



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.

6.3%

$10,000 invested at 
inception is now worth

$12,270

Performance
1 month

5.8%

Performance
7 years p.a.

9.3%

$10,000 invested at 
inception is now worth

$20,262

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 very strong month for the fund driven by the performance of growth 
stocks in the US and our light currency hedging.

We have been running light currency hedging in the fund for some 
months now. This underpins our view of a weaker NZ dollar in the 
near-term. Running lighter currency hedging means we get more benefit 
from an appreciating foreign currency relative to NZ dollar. We are 
currently 22%  hedged against the USD, compared to our target 50% . As 
the currency moves closer to levels we think are reasonable we can add 
more hedging through currency forwards or spot currency transactions 
with trail ing stop orders. Trailing stops have the benefit of f il l ing when 
the market moves against your position (adding hedge, to protect) but 
continuing to run as the market moves in your favour, making them an 
eff icient tool in the risk currency risk management tool box. 
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FUND COMMENTARY
We have been long specialty REITs for sometime now. This sub-sector 
moves beyond traditional residential and off ice properties, and can 
include real-estate that houses some of the worlds mega-trends. 
Examples include data centers sometimes dubbed "landlords of the 
cloud" and cell towers which will play an integral role in the 5G roll-out.  

Deutsche Bank has recently reinstated its coverage of US data centers 
with positive recommendations of Equinix and Digital Reality (two 
companies we own in the GPF). The report highlights two key drivers: (1) 
strong multi-year secular tailwinds, with an ongoing shif t to cloud based 
technology, (2)  attractive valuations relative to the specialized 
sub-sector, particularly on growth adjusted basis. 

We will continue to hold our overweight position in specialty REIT's that 
has added additional return for that sector of 2.3%  YTD, and provides 
our investors a property exposure unobtainable in the New Zealand 
listed property space. 



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

0.3%

Performance
9 years p.a.

-1.0%

$10,000 invested at 
inception is now worth

$9,642

As at 30 April 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 5.0% 9.0% 5.8% 12.0%

Morningstar Developed Markets 
Index NR (50%  Hedged) 4.7% 10.0% 8.7%     12.3%

Global  Water Fund 4.4% 13.0% 11.2% 7.0% 8.3% 8.7% 10.7% 8.4% 9.3%

PIO Global  Water ETF                        
(50%  Hedged) 4.0% 11.9% 13.3% 11.7% 11.0% 7.4% 10.1% 6.3% 11.3%

Global  Property Fund -0.4% 4.8% 13.4% 7.7% 6.3% 10.0%

Morningstar Real  Estate Index TR 
(75%  Hedged) -0.5% 3.9% 14.1% 7.1% 5.8%   11.2%

World Equity Fund 5.8% 10.6% 5.1% 6.5% 8.8% 9.4% 9.3% 10.2%

Morningstar Global  Markets Index NR 
(50%  Hedged) 4.5% 9.4% 7.4% 10.2% 12.1% 9.9% 11.0% 9.5%

Commodity Plus Fund 0.2% 0.6% -7.4% 5.6% 0.5% 0.3% -1.1% -3.4% 7.8%

Bloomberg Commodity Index TR 
(100%  Hedged) -0.4% 0.4% -8.0% -0.3% -0.7% -9.4% -7.1% -8.8% 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
Commodities continue their slow grind up, with the fund incrementally 
adding exposure each month since January to now sit at 42%  invested. 

Its often easy to want to move away from investments like commodities 
which have signif icantly underperformed equities in the last 10 years. 
Commodities are a low correlation (to equities) asset class, and the fact 
its performance has not been as hot has equities, proves its worth. If  it 
were to be highly correlated it would not provide the portfolio 
diversif ication benefit a portfolio needs when equities don't prove to be 
the best performer. 

We looked at the correlation of equity returns with the MR+ commodity 
index (the strategy the CPF uses). The commodity index data goes back 
to 1992, and the correlation over that period is a low 0.17. During 
market downturns correlations can often trend towards 1, but the 
correlation from the beginning of 2006 to the end of 2009 was stil l 
relatively low at 0.27. 

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

