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Overview for the Month


The New Zealand S&P/NZX 50 index rose 2.6%, and the Australian S&P/ASX 200 index rose 0.2% (+0.1%
in NZ Dollars) over June.



The New Zealand market outperformed global equity markets over the month, led by a strong
performance from Fisher & Paykel Healthcare (up 8.5% over the month), backed up by strong returns
from mid-capitalisation stocks such as a2 Milk, Restaurant Brands, Air New Zealand and Tourism
Holdings. Positive earnings guidance upgrades continued to support the NZ market, with a2 Milk, Air
New Zealand and Summerset providing profit upgrades ahead of market expectations over June. The
Fletcher Building stock price bounced despite monthly NZ residential building consents showing some
volatility, partly reflecting capacity constraints and partly tighter credit conditions. Stock specific news
contributed to negative returns from Sky City and Sky Television. Retirement village operators
Summerset and Metlifecare were weak as investors anticipated slowing NZ residential activity. Film
industry software provider Vista Group gave back some of its recent strong performance.



NZ economic conditions remained solid. Both the ANZ business outlook survey and NZIER Quarterly
Survey of Business Opinion (QSBO) showed business confidence remains strong. This sentiment bodes
well for NZ GDP growth and the profitability of NZ facing businesses. It also provides a positive
backdrop for the NZ profit reporting season for the June period (late July, early August), with the preresult ‘confession’ season proving positive so far.



The Australian market remained choppy. Healthcare was the best performing Australian sector over
June led by a recovery in the Sirtex stock price on the announcement of a business restructuring, as
well as CSL returning 6.8% over the month. Information technology and financials (ex-real estate) also
outperformed. Resource stocks benefited from a recovery in iron ore prices. Energy was the worst
performing sector, dragged by a 4.5% slide in the oil price over the month. The interest rate sensitive
real estate and utility sectors came under pressure late in the month as Australian long term bond
yields increased 0.2% following comments from key global central banks that the period of low interest
rates may be ending. While overall Australian economic data points continue to beat expectations,
underlying economic tailwinds remain inconsistent, and a spate of company earnings guidance
downgrades during the month highlighted the challenge of industry structural change.



The portfolio outperformed versus its benchmark over the month. Overweight positions in
outperformers a2 Milk, Sirtex Medical, F&P Healthcare and CSL, and an underweight position in
underperformer Sky City, boosted the portfolio’s relative returns. Overweight positions in
underperforming stocks Aveo, Oil Search, Vista Group and Summerset, and an underweight position
in outperformer Z Energy detracted from the portfolio’s relative returns.
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Outlook – Expensive Goldilocks
Comments from key global central banks - led by US Federal Reserve action, but supported by recent
statement by the European Central Bank, the Bank of England and the Bank of Canada -that the period of
extraordinary easy monetary policy may be ending, may contribute to a period of sector performance rotation
within equity markets.
In our view the move by central banks is gently 'tapping on the brakes' as inflation and employment hit target
levels, rather than an aggressive tightening of policy settings in anticipation of higher inflation rates.
But what the modest move in central bank tone is doing is contributing to a rise in long term bond yields, and
highlighting parts of the equity market as being expensive as a result of extremely low bond yields. Historically
high price to earnings (PE) stocks (where earnings are skewed to the longer term) and stocks whose earnings
don't react quickly to economic growth or higher inflation, such as telecommunications, infrastructure, utilities
and real estate - sectors which dominate the New Zealand equity market by market capitalisation - tend to
underperform in such periods of time.
Locally we have taken some profits in higher growth, higher PE stocks, not because of concerns around bond
yield moves but because the stock prices of such companies are ahead of what our research indicates is
reasonable in the near term. Real estate stocks have generally underperformed over the last six months,
potentially anticipating higher bond yields. In our view, while real estate fundamentals are positive, growth
potential will remain modest and structural change in the retail sector will cap returns for some real estate
stocks. Locally, utilities are likely to benefit from a cyclically positive hydrology period (cold winter increasing
demand, low lake levels reducing hydro generation capacity). But these stocks are fully priced, supported by
investors chasing bond like returns as bond yields have fallen. Infrastructure stocks are similarly fully priced
relative to their growth prospects on the basis of investors globally chasing low risk yield enhancement.
In summary, while we believe sound economic growth will support company earnings, and what remains
relatively accommodative monetary conditions within a modest inflation environment will support valuation
metrics, this 'goldilocks' scenario is expensive and some stock prices may give up some of their bond yield
driven gains and overall equity market volatility is likely to increase from recent low levels by historic
standards.
The portfolio is overweight versus its benchmark in higher growth healthcare, consumer staple, information
technology and financial sectors as a result of individual bottom-up stock picking decisions. The portfolio is
underweight versus its benchmark the consumer discretionary and telecommunications sectors, which in our
opinion remain exposed to negative industry change, and underweight the utilities and real estate sectors that
are priced for interest rates to remain at low levels.
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Important Notice and Disclaimer
The Australasian Equities Commentary is provided for general information purposes only. The information is given in good faith and has been prepared
from published information and other sources believed to be reliable, accurate and complete at the time of preparation but its accuracy and
completeness is not guaranteed. Information and any analysis, opinions or views contained herein reflect a judgement at the date of publication and
are subject to change without notice. To the extent that any such information, analysis, opinions or views constitute advice, they do not take into
account any person’s particular financial situation or goals and, accordingly, do not constitute personalised advice under the Financial Advisers Act
2008, nor do they constitute advice of a legal, tax, accounting or other nature to any persons. Investment in funds managed by Harbour Asset
Management Limited can only be made using the Investment Statement, which should be read carefully before an investment decision is made. The
price, value and income derived from investments may fluctuate in that values can go down as well as up and investors may get back less than
originally invested. Where an investment is denominated in a foreign currency, changes in rates of exchange may have an adverse effect on the value,
price or income of the investment. Reference to taxation or the impact of taxation does not constitute tax advice. The rules on and bases of taxation
can change. The value of any tax reliefs will depend on your circumstances. You should consult your tax adviser in order to understand the impact of
investment decisions on your tax position. No person guarantees repayment of any capital or payment of any returns on capital invested in the funds.
Actual performance will be affected by fund charges. Past performance is not indicative of future results, and no representation or warranty, express
or implied, is made regarding future performance. To the maximum extent permitted by law, no liability or responsibility is accepted for any loss or
damage, direct or consequential, arising from or in connection with this presentation or its contents.

S&P Dow Jones LLC Disclaimer
The S&P NZX50 Index (“Index”) is a product of S&P Dow Jones Indices LLC and/or its affiliates and has been licensed for use by Harbour Asset
Management. Copyright © 2015 S&P Dow Jones Indices LLC, a subsidiary of McGraw Hill Financial Inc., and/or its affiliates. All rights reserved.
Redistribution, reproduction and/or photocopying in whole or in part are prohibited without written permission of S&P Dow Jones Indices LLC. For
more information on any of S&P Dow Jones Indices LLC’s indices please visit www.spdji.com. S&P® is a registered trademark of Standard & Poor’s
Financial Services LLC and Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC. Neither S&P Dow Jones Indices LLC, Dow Jones
Trademark Holdings LLC, their affiliates nor their third party licensors make any representation or warranty, express or implied, as to the ability of any
index to accurately represent the asset class or market sector that it purports to represent and neither S&P Dow Jones Indices LLC, Dow Jones
Trademark Holdings LLC, their affiliates nor their third party licensors shall have any liability for any errors, omissions, or interruptions of any index or
the data included therein.
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