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It’s September and spring is here, providing a
welcome lift in spirits. After some spectacular
performances by our athletes at the recent Tokyo
Olympics and Paralympics, hopefully you are
inspired to achieve some personal goals of your
own.

to $34 billion. One of the COVID “winners” is the
construction sector. While the value of construction
rose 0.4% overall in the year to June, the value of
residential building was up 8.9% and renovations rose
24.5%, the strongest in 21 years. One of the COVID
“losers”, retail trade was down 3.1% in the year to June.

August provided mixed economic news, with central
banks, business and consumers remaining cautious.
In a widely-reported speech, US Federal Reserve
chair, Jerome Powell said there remained “much
ground to cover” before he would consider lifting
interest rates, sending stocks higher and bond yields
lower.

While unemployment fell from 4.9% to 4.6% in July,
full-time jobs and hours worked were lower due to
the impact of lockdowns. The Westpac-Melbourne
Institute index of consumer sentiment fell 4.4% in
August while the NAB business confidence index
fell 18.5 points in July, the second biggest monthly
decline since the GFC. Wages grew 1.7% in the year
to June, well below the 3% the Reserve Bank wants
before it considers lifting interest rates.

In Australia, shares and shareholders were boosted
by a positive company reporting season. According
to CommSec, of the ASX200 companies that have
reported so far, 84% reported a profit in the year to
June, 73% lifted profits and dividends were up 70%

Iron ore prices fell 18% in August, while the Aussie
dollar finished the month weaker at US73.2c.

GRATITUDE
			
Our brains develop early. 		
			
At birth we have billions
			
of neurons, but little to no
			
of the synapses that
			join them together. This
			process of growing
			
synapses to join the
			
neurons, and so program
			
our brain, takes about 5 to
6 years. Try learning a language after this time,
and it becomes very difficult.
Neuroscientists thought that was it for a long time
- that the brain became hard wired before we had
even started school. However they have recently

discovered a way to grow new synapses - to
effectively re-program our brains. How? The answer
is simple - to immerse yourself in deep thoughts
about gratitude. To think about all that you have to be
grateful for in this world.
This simple process lowers your anxiety, making you
more relaxed, and less fearful of missing out on life’s
journey. It internalises your view of yourself, and in so
doing stops you from comparing yourself to other lest you become vain or bitter.
We want you to feel good about your future. So
indulge yourself now in all that you have to be
grateful about your present. And make this a habit.

INVESTMENT FUND SPOTLIGHT: NANUK NEW WORLD FUND

A new fund was recently added to investment portfolios, Nanuk New World Fund. We want to provide
you with an introduction to the fund and some commentary around some recent stock trades to give
you a brief insight into the thinking process undertaken by the fund managers.
FUND OVERVIEW
The Nanuk New World Fund is an actively managed, diversified, global equity fund that seeks to outperform
traditional global equity indices through investment in a large and growing component of the overall global
equity universe positively impacted by global sustainability trends.
The Fund invests in companies that are benefiting from, or contributing to, improving global environmental
sustainability and resource efficiency - primarily in areas such as clean energy, energy efficiency, industrial
efficiency, advanced and sustainable materials, waste management, recycling and pollution control, food and
agricultural productivity and healthcare technology.
Investments in these areas typically offer investors strong diversification benefits and the real potential to
mitigate otherwise unmanaged risks embedded in traditional equity portfolios. Their overall characteristics
reflect Nanuk’s focus on investing in good quality businesses subject to favourable industry trends at prices
that provide for attractive return potential.
Stock examples
1. Hyundai Mobis is a key parts supplier to Hyundai
Motors, Korea’s flagship auto manufacturer as well
as its partner company Kia. Mobis has won the
majority of electric vehicle business from the group
in recent years and is set to benefit from its position
as a sole supplier of drivetrain components and
battery management systems for the new Hyundai
and Kia EVs. The company’s EV related business
is already approximately 15% of revenue, and the
company will supply parts which it did not supply
for previous internal combustion engine models.
The company is very attractively priced compared
to most stocks with potential to benefit from the
accelerating shift towards electric vehicles. To some
extent this reflects its complex ownership structure,
with significant cross shareholdings with other
group companies, and question marks over the
company’s governance – however, Nanuk believes
that the company has recognised the importance
of addressing these issues and there is potentially
significant upside if improvements are made.
The company has a substantial excess net cash
balance (around 30% of market cap), a 20% stake in
Hyundai Motors, yet is trading on a single-digit P/E.
2. Sprouts Farmers Markets, is an American
supermarket chain focused on natural and organic
food, operating in the southern states of the US.
The company’s potential market, comprised of
fresh, natural and organic foods, is estimated to
be worth $200 billion, and is growing faster than
the total food segment. A new strategy, driven
by a relatively new CEO and senior management
team, is based on an improved understanding
of the company’s core customer. The previous

promotions-based pricing model has been
replaced by every day low pricing (EDLP), and the
store format will be re-modelled to improve sales
productivity. Digital marketing has replaced printed
“flyers”, and last year the company averaged
45 million confirmed views of its weekly digital
promotions, more than double the distribution
of previous paper-based versions. An increasing
proportion of the company’s logistics requirements
will be managed in-house, with benefits for
shareholder returns via improved stock availability,
higher sales and lower operating costs.
Sprouts has replaced Hain Celestial in the portfolio,
which manufactures natural and organic food, and
whose shares performed very strongly since the
Fund acquired its position in early 2019 based on
a somewhat similar turnaround thesis. To date the
change in holding has proven to be beneficial to
investment return.
The Fund returned 6.0% for the month of July
& 3.54% in August, outperforming traditional
global equities indices signifincantly. The Fund’s
performance was primarily driven by stock specific
returns and, in particular, by companies which saw
positive revisions to future earnings estimates on
the back of strong earnings reports or upgrades to
profit guidance. Pleasingly the returns came from a
diverse range of companies including Garmin, UK
water utility Pennon Group and French engineering
consultancy Alten.

Please touch base with us should you have any
further questions or wish to see a more thorough
insight.

WHAT IS UP WITH INFLATION?
Fears of a resurgence in inflation has been the big topic of conversation among bond and
sharemarket commentators lately, yet despite market rumblings, the Reserve Bank of Australia
(RBA) appears quite comfortable about the outlook.
Inflation is a symptom of rising consumer prices, measured in Australia by the Consumer Price Index (CPI). The
RBA has an inflation target of 2-3 per cent a year, which it regards as a level to achieve its goals of price stability,
full employment and prosperity for Australia. Currently the RBA expects inflation to be 1.5 per cent this year in
Australia, rising to 2 per cent by mid-2023.i Until the inflation rate returns to the 2-3 per cent mark, the RBA has
said it will not lift the cash rate.
It is important to note that since the hype of the inflation bubble at the start of the year, bond yields have
continued to slide. Why? The capital markets have worked out that higher inflation from govt fiscal stimulus
does not necessarily need to lead to higher interest rates. Jay Powell’s comments out of Jackson Hole were
very carefully chosen – we will start tapering (QE) but we will not tighten (interest).
US INFLATION RISING
The situation is a little different overseas where
inflation has spiked higher. For instance, US inflation
shot up to an annual rate of 5 per cent in May, the
fastest pace since 2008, up from 4.2 per cent in April.
ii As experienced investors would be aware, markets
hate surprises. So with inflation rising faster than
anticipated, share and bond markets are on edge.
But just like the RBA, the Federal Reserve views this
spike as temporary, pointing to it being a natural
reaction after the fall in prices last year during the
worst days of the COVID crisis. In addition, companies
underestimated demand for their goods during the
pandemic and as a result there are now bottlenecks
in supply that are putting upward pressure on prices.
The central banks believe that once economies get
over the kickstart from all the government stimulation,
inflation will fall back into line. After all, most world
economies went backwards last year, so any growth
should be viewed as a good thing and more than
likely a temporary event.
INFLATION AND WAGES
Market pundits argue that if businesses must pay
more for materials and running costs such as
electricity then these increases will most likely be
passed on to the consumer.
That’s all very well if your wages also rise, but if your
income remains static then your standard of living will
go backwards as you will have to spend more money
to buy the same goods.
This then becomes a vicious circle. If the cost of
living rises, then you will seek higher wages; this will
the put further pressure on the costs for businesses.
They will then have to increase their prices further to
cover the higher wages bill. Some companies may
react by reducing staff levels which will lead to higher
unemployment.

Inflation can also have a negative impact on investors
because it reduces their real rate of return. That is,
the gross return on an investment minus the rate of
inflation. Rising prices and interest rates also impact
company profits. With companies facing higher costs,
the outlook for corporate earnings growth comes
under pressure.
But not all stocks are affected the same. Companies
that produce food and other essentials are not as
sensitive to inflation because we all need to eat.
Mining companies also benefit from rising prices for
the commodities they produce. Whereas high growth
stocks like technology companies traditionally suffer
from rising interest rates.
Markets current fear is that central banks will tighten
monetary policy faster than expected. Interest rates will
rise, money will tighten, and this will fuel higher inflation.
BOND MARKET FALLOUT
Expectations of higher inflation has already seen the
bond market react, with the 10-year bond yield in
both Australia and the US on the rise since October
last year until recently.
If yields rise, then the value of bonds actually fall.
This is particularly concerning for fixed income
investors. Not only are you faced with the prospect
of capital losses because the price of your existing
bond holdings generally falls when rates rise, but
the purchasing power of your income will also
be reduced as inflation takes its toll. Investments
in inflation-linked bonds should fare better in an
inflationary environment.
Call us if you would like to discuss how an uptick in
inflation may be impacting your overall investment
strategy.
i. https://www.rba.gov.au/media-releases/2021/mr-21-09.html
ii. https://tradingeconomics.com/united-states/inflation-cpi
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