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Yogi bear goes for a ride during October



Until now the US approach to China has 
been based on engagement - believing 
that integrating China into world trade 
and international bodies would make it 
wealthier, as well as more liberal and 
democratic.  But after 25 years of 
engagement this approach has changed 
to see China as a strategic rival - who 
breaks rules and does not play fair (think 
IP theft and cyber violations).  History 
has few examples of where a rising 
power challenges the established order 
without conflict... let 's hope the world 
we now live in is an exception to this.   
In 2006 America's economy was 5 times 
larger than China's -  now it is only 1.6 
times bigger on a nominal basis (source: 
The Economist).

Equity markets:  October was a tough 
month for equity markets, with global 
indexes down 7.4% .  See each fund 
commentary for an explanation of how 
this has impacted our funds.

Banks:  The f inancial cost of poor 
behaviour (and poor governance) by 
Australia's f inancial institutions is 
becoming clearer. ANZ announced 
$374m of compensation for charging 
fees where it provided no service.  
Westpac will l ikely return $235m to 
customers who were overcharged.  AMP 
expects a bil l approaching $300m for 
poor f inancial advice. NAB has taken a 
$435 charge for customer remediation.  
Total costs and repayments will exceed 
an astonishing $2 bill ion (source:  FNZ).

The problem with plast ic:  Half  of all 
plastic ever made was produced in the 
last 13 years - it pretty much lasts 
forever but is often only used once.  For 
example, packaging now accounts for 
40%  of all global plastic use.  Disposal 
is a problem - it is estimated that only 
9%  globally is recycled, 12%  is 

incinerated and 79%  ends up in landfil l 
or spoiling the environment.

Plast ic bags and st raws - what 's next?  
Our prediction is that attention will turn 
to plastic cutlery.  Although this can be 
recycled, only a small fraction ever is 
because it is mixed in food waste or 
contaminated with food.  The answer is 
making them from compostible 
"bioplastics" or wood (UK retailer Marks 
& Spencer is looking to replace 75 
mill ion pieces of plastic cutlery with 
wooden alternatives).  

Plast ic in our food:  Alarmingly, tests 
from 21 countries (across Europe, North 
and South America, Asia and Africa) 
found microplastic pollution present in 
90%  of all salt brands.  Salt from 
Indonesia, where plastic pollution  is 
particularly bad,  had the highest 
concentrations of plastics.

Meat and animal  wel fare: Research from 
Australia shows most shoppers care 
about animal welfare (92% ) but how 
this is incorporated into food purchases 
is mixed.  40%  of all eggs sold in 
Australia are now free range - which is 
high.  But contrast this with only 14%  
for free range poultry and 5%  for pork.  
This probably ref lects both price 
sensitivity and a disconnect from the 
plight of animals raised as food.

Meat of  the future:  A San Francisco 
company has used cells from a chicken 
feather to create edible chicken 
nuggets. It is claimed the chicken will be 
available in some restaurants by the end 
of the year.  While the idea of harvesting 
meat in a laboratory doesn't excite 
everyone, it has potential to solve the 
looming crisis of feeding a growing 
world population without animal 
slaughter, GMO or factory farming. 
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 Our developed environment is crucial to everyday life. Real estate companies play a 
vital role in this development. Karl writes about the new age of buildings and how 
real estate businesses are shif t ing from "location, location, location" to 
"environmental, social, governance". 

 Click here to read the full story 

Buildings of the future

"The era of engagement is over. The world's two superpowers have become rivals." 

Donald Tusk, President of the European Council
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FUND COMMENTARY
Drivers for markets in October were a repricing of 
the growth prospects for both individual companies 
and country economies.  Our view is that this is driven almost 
entirely by the policies emanating from the White House, 
particularly around trade, causing risk aversion both for company 
management and investors.  Should a fair resolution be achieved, 
we remain very constructive on markets.  The impact on certain 
industries is extreme - for instance US soyabean exports to China 
are down 98% ! 
Longer term, the US f iscal policy is a cloud on the horizon, this will 
eventually impact on interest rates.  But in the nearer term we 
don't believe October presages a new crisis - forward earnings are 
stil l very strong, corporate balance sheets are in an extremely 
strong position.  Any kind of trade resolution will see a quick 
reversal of recent price action. 

Performance
1 month

-6.7%

Performance
5 years p.a.

7.3%

$10,000 invested at 
inception is now worth

$18,497

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

-7.0%

Performance
since inception

3.3%

$10,000 invested at 
inception is now worth

$10,332

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

PORTFOLIO UPDATES
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FUND COMMENTARY
A dif f icult month, the worst since 2012, saw the 
fund sell , in-line with broad equities. 

One positive was one of the holdings, Alfa Laval AB, featuring 
in a Sustainalytics spotlight research piece on ?blue 
investing?. Blue investing focuses on companies that have 
made a commitment to marine ecosystems conservation. Alfa 
Laval along with 7 other companies was highlighted out of a 
universe of 4,575 companies for contributing solutions to 
plastic pollution. Alfa Laval (2.8%  of the fund) is an industrial 
machinery company with four divisions including heat 
transfer, separation and f luid handling. One of its membrane 
f iltration systems has been used in the Roskilde Fjord 
(Denmark) to determine the amount and type of microplastic 
in wastewater. Yet another Water Fund holding making a 
great contribution to our planet.



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

-2.8%

Performance
3 years p.a.

3.4%

$10,000 invested at 
inception is now worth

$11,228

Performance
1 month

-6.2%

Performance
5 years p.a.

9.2%

$10,000 invested at 
inception is now worth

$19,483

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
MSCI World index was down 7.4%  in October, making it the 
10th worst monthly return in the last decade.  The other 9 all 
occurred around the time of the GFC, with the worst being -19%  
in October 2008. We strongly believe that this is not the start of 
a GFC 2.  On the negative side, trade issues remain at the fore 
and if  there is no resumption of "normal" trade, then there will 
be an impact on both company earnings and GDP in dif ferent 
parts of the world.  Interest rates are also struggling higher, 
though 10 year US treasuries are stil l around 3% .  On the 
positive side we have strong corporate earnings - with double 
digit growth expected over the next 2 years, and resilient GDP in 
most markets.  We remain close to fully invested but with a 
strong tilt away from EM, we have strong concerns about debt 
levels in China. 
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FUND COMMENTARY
Property stocks were affected signif icantly less than wider 
markets, the global property sector is increasingly regarded as 
an alternative to Fixed Income portfolios. There is signif icant 
interest rate risk embedded in the average Fixed Income 
portfolio. With a duration (that is essentially the weighted 
average maturity of all the bonds in the portfolio) of around 7 
years, this implies that if  interest rise by 1% , there will be a 7%  
fall in value of the fund.  Most asset allocation models stil l 
regard Fixed Income as having a volatil ity of around 3%  - this is 
l ikely to be a severe underestimate if  rates do rise aggressively.

Globally, property has a dividend yield of around 4%  (NZ is 
higher, but the REIT's here are smaller, more concentrated and 
less diverse).  While Property will always exhibit  some 
correlation to equities, the risk in an environment where 
property is not over valued is less than equities.



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 thermal coal, uranium 
or the shares of commodity producers. Currency exposures are fully 
hedged. 

COMMODITY PLUS FUND 

Performance
1 month

-5.2%

Performance
5 years p.a.

1.4%

$10,000 invested at 
inception is now worth

$10,254

As at 31 October 2018 1 Month 3 Month 6 Month 1 Year
2 Years 
(p.a.)

3 Years 
(p.a.)

5 Years 
(p.a.)

7 Years 
(p.a.) Volatil ity

Global  Responsibi l i ty Fund -7.0% -4.1% 0.2% -0.7% 10.5%

Morningstar Developed Markets 
Index NR (50%  Hedged) -6.9% -4.1% 1.1% 3.1%     10.7%

Global  Water Fund -6.7% -5.2% -1.4% -4.9% 5.6% 4.6% 7.3% 10.2% 8.8%

PIO Global  Water ETF                        
(50%  Hedged) -7.0% -5.9% -2.5% -1.4% 9.7% 5.2% 5.6% 8.4% 10.8%

Global  Property Fund -2.8% -2.5% 3.8% 2.8% 5.2% 3.4% 8.9%

Morningstar Real  Estate Index TR 
(75%  Hedged) -2.8% -3.0% 3.0% 1.4% 4.3% 3.9%   10.1%

World Equity Fund -6.2% -3.7% 1.1% 1.8% 10.7% 4.5% 9.2% 9.0% 9.4%

Morningstar Global  Markets Index NR 
(50%  Hedged) -7.0% -4.7% -0.6% 1.6% 13.2% 8.5% 8.9% 9.5% 8.7%

Commodity Plus Fund -5.2% -2.6% -1.4% 15.3% 5.6% 3.4% 1.4% -0.3% 7.2%

Bloomberg Commodity Index TR 
(100%  Hedged) -2.2% -2.0% -6.2% -1.7% 0.3% -0.7% -7.3% -7.6% 11.8%

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
October was brutal for equity returns, and commodities faired 
litt le better. The fund fell 5.2%  as energy prices were hit hard. 

There's talk of the US approaching energy independence, but it 
has a long way to go.  In 2017 it stil l imported half  of its daily 
petroleum consumption.  It is, however, a prodigious oil 
producer, currently accounting for around 13%  of total world 
production (which is twice the share it had before the GFC).

But fracturing rock to extract oil and gas (called fracking) has 
severe imitations. 80%  of oil f rom fracking is produced within 
the f irst 2 years - so new f ields must constantly open up. 
Fracking only recovers 8-10%  of oil in shale - technology stil l 
has a way to go.  And while technology is improving, extraction 
costs are also rising - as is the need for enormous amounts of 
water and sand required for fracking (source: The Economist).

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

