
What are the markets expecting in 
2015?

We wrote last month about how different the outcomes experienced across 
financial markets in 2014 were relative to consensus expectations at the start 
of the year. What we thought we would do this month is progress this discus-
sion to look at what major outcomes investors are expecting over the next 
12-months and what risks are associated with those views.

As you know, here at Devon, we build all our client portfolios based on what 
we refer to as bottom-up research on NZ and Australian listed companies. 
What this means is that each of the companies we invest in is driven by the 
fundamental views that we have based on our research. What we don’t do is 
get caught up in trying to forecast what will happen to the major macro drivers 
such as where stock markets will go, how much economic growth there will 
be around the world or where interest rates will trade. The reason we don’t 
do this is because, we believe, it’s simply too unpredictable to base serious 
investment decisions on. What we do know is that good quality companies 
will deliver solid returns over time and that most “experts” get their macro 
calls wrong (otherwise few of them would be working!). As an example almost 
no economist or strategist globally saw the biggest financial event of our life-
times coming – the Global Financial Crisis (GFC).

While our focus is on finding the best listed businesses that we can and 
thoroughly understanding what they are worth, it is…Read More
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U N I T  P R I C E S

Devon Funds Management Limited, its directors, employees and agents believe that the information herein is correct at the time of compilation; however they do not warrant the accuracy of that information. Save for any statutory liability which cannot be 
excluded, Devon Funds Management Limited further disclaims all responsibility or liability for any loss or damage which may be suffered by any person relying upon such information or any opinions, conclusions or recommendations herein whether that 
loss or damage is caused by any fault or negligence on the part of Devon Funds Management Limited, or otherwise. This disclaimer extends to any entity which may distribute this publication and in which Devon Funds Management Limited or its related 
companies have an interest. We do not disclaim liability under the Fair Trading Act 1986, nor the Consumer Guarantees Act 1993, to the extent these Acts apply. This document is issued by Devon Funds Management Limited. It is not intended to be an offer of 
units in any of the Devon Funds (the ‘Funds’). Anyone wishing to apply for units will need to complete the application form attached to the current Investment Statement for the Funds. Devon Funds Management Limited, a related company of Devon Funds 
Group Limited, manages the Funds and will receive management fees as set out in the Investment Statement. This document contains general securities advice only. In preparing this document, Devon Funds Management Limited did not take into account 
the investment objectives, financial situation and particular needs (‘financial circumstances’) of any particular person. Accordingly, before acting on any advice contained in this document, you should assess whether the advice is appropriate in light of your 
own financial circumstances or contact your financial adviser. No part of this document may be reproduced without the permission of Devon Funds Group.

M A R K E T  C O M M E N T A R Y

M A R K E T  I N D I C E S

Index Region Monthly Return 1 Yr. Return

NZX50 Gross NZ 3.2% 17.8%

S&P/ASX200 AU 3.3% 12.5%

MSCI World Index GLOBAL -0.5% 13.5%

S&P500 USA -3.0% 14.2%

FTSE100 UK 2.9% 7.4%

NIKKEI 225 JP 1.3% 20.5%

NZ 90 Day Bank Bill NZ 0.3% 3.4%

DEVON ALPHA FUND

$1.5591
DEVON AUSTRALIAN FUND

$1.2583
DEVON EQUITY INCOME FUND

$1.6635
DEVON TRANS-TASMAN FUND

$3.3204
Prices as at 31 January 2015

http://devonfunds.co.nz/devonfunds/wp-content/uploads/2015/02/What-are-the-markets-expecting-in-2015.pdf
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D E V O N  T R A N S - T A S M A N 
F U N D 

Impressive performance came from a 
number of key investments including Res-
med and Scentre Group. Resmed rallied 
strongly in January after the company re-
leased their 2Q15 results, confirming that 
their new Airsense 10 product range has 
been well received by customers. Flow 
generator sales delivered 20% growth 
and Group revenue was reported well in 
excess of consensus estimates.  The only 
major change made to the portfolio was 
the rotation out of our investment in Com-
monwealth Bank into Westpac. Although 
these businesses are highly comparable we 
believe that at current price levels there is 
more valuation support for Westpac. The 
portfolio remains structured with an under-
weight position in the Metals and Mining 
sector, which continues its recent under-
performance on subdued commodity pric-
ing. Healthcare stocks continue to be well 
represented given their typically reliable 
stream of operating cash flows.

D E V O N  E Q U I T Y  I N C O M E 
F U N D 

January was another strong month for 
both local equity markets and the Equity 
Income Fund. The Fund returned 4.5% 
over January, outperforming its bench-
mark by 1.3%. Unsurprisingly in such a 
strong month there were many strong 
performers. The single largest contribu-
tor to performance was Mighty River 
Power which rose 12.8%. The company 
released some positive operating data in 
the month but has also benefitted from a 
continuation of the broad rally in the gen-
erator / retailer stocks as investors seek 
earnings stability and dividend yield. APA 
Group rose 9% over January. The company 
completed the final leg of the placement 
of equity for its recent acquisition of the 
QCLNG pipeline and once that overhang 
was cleared the stock price has risen to 
new highs. Tower also provided a strong 
return as a 5% move in the stock price was 
supplemented by an 8c dividend, a total 
return of approximately 9%. 

D E V O N  A U S T R A L I A N  F U N D 

The Devon Australian Fund rose 6.6% 
in January as the Australian market re-
covered ahead of results season and the 
AUD strengthened against the NZD. The 
ASX200 index rose 5.8% in NZD terms. In 
terms of changes the Fund added Ardent 
Leisure to the portfolio following share 
price weakness. The domestic business 
should benefit from a weaker AUD as 
domestic and international tourism vol-
umes pick up and the Main Event roll-out 
in the US is a multi-year story. The other 
key change was to increase the Fund’s 
Westpac holding funded by reducing CBA 
which looks expensive following a strong 
run. The top performer across the portfo-
lio was Resmed (+16.4%) which delivered 
a strong 2Q15. This resulted in substantial 
short-covering. Other strong performers 
were Henderson (+13.8%), Scentre Group 
(+8.6%) and Vista International (+6.6%). 

D E V O N  A L P H A  F U N D 

The Alpha strategy delivered strong 
performance during January.  This was 
achieved despite the Fund maintain-
ing a large cash weighting and reflected 
some of our key investments generating 
particularly strong shareholder returns. 
Most notable of these was Resmed who 
released their 2Q15 result during the 
month. It represented the first full quarter 
contribution from their new product suite 
and their flow generators delivered 20% 
growth. Although mask sales remained 
relatively subdued, Group sales came in 
at US$423m, which was well in excess of 
consensus expectations. On a rolling-year 
basis this stock has now rallied in excess 
of 60%. Also this month, as previously 
discussed, we have reached the targeted 
level of funds in the Alpha strategy and 
have decided to cap the Fund so that no 
new applications can be accepted. This is 
to maintain the Fund’s flexibility and pro-
tect returns for existing clients.

Outlook
As central banks around the world re-

main accommodative, equities continue to 
push higher. Despite the mixed economic 
backdrop, investors are continuing to al-
locate capital to equities as returns appear 
superior to fixed income markets. We ex-
pect that this dynamic probably has further 
to run but we are increasingly conscious 
that as markets have delivered multi-year 
positive returns, corporate earnings have 
not grown at the same rate. 

New Zealand continues to enjoy robust 
economic growth. We believe this will con-
tinue into 2015 however investors need 
to be conscious of the challenges arising 
from a strong currency (especially relative 
to Australia) and lower dairy prices. Corpo-
rate New Zealand feels in good shape with 
our listed stocks enjoying robust margins, 
reasonably defensive earnings and rela-
tively high dividend yields. These qualities 
have supported shareholder returns over 
the past few years but valuations are a con-
cern. New Zealand is expensive and we are 
exposed to any potential lift in long-term 
bond yields during 2015.

In Australia, soft domestic demand  has 
weighed on many sectors and together 
with weakness in resource stocks has seen 
the ASX underperform most other stock in-
dices in 2014. Looking forward we expect 
good opportunities. Although operating 
conditions are unlikely to improve much  in 
the short-term we believe gradual improve-
ment will come through a combination of 
currency weakness and potentially further 
cuts by the RBA. Valuations in Australia are 
more attractive than in New Zealand.

Equity markets will likely be more vola-
tile in 2015 than in 2014. This environment 
requires care when making investment de-
cisions but we believe that our investment 
process at Devon is well positioned to ben-
efit from this changing backdrop. We will 
continue to invest in a range of high quality 
businesses that are trading at a discount to 
our view of their intrinsic value.

VISIT: www.devonfunds.co.nz

http://www.devonfunds.co.nz
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N E T  F U N D  R E T U R N S  ( A F T E R  F E E S  A N D  B E F O R E  T A X )

M a r k e t  I n d i c e s

N E T  P E R F O R M A N C E  B A S E D  O N  $ 1 0 , 0 0 0  I N V E S T E D  A T  1  J A N U A R Y  2 0 1 1

1 Mth 3 Mth 6 Mth 1 Yr 3 Yr p.a

Devon Alpha Fund 4.5% 4.9% 11.8% 18.5% 22.4%

Devon Australian Fund 6.6% -0.7% 4.5% 17.5% 13.0%

Devon Equity Income Fund 4.5% 6.4% 13.4% 29.2% -

Devon Trans-Tasman Fund 5.8% 3.5% 9.4% 20.6% 18.3%

1 Mth 3 Mth 6 Mth 1 Yr 3 Yr p.a

OCR 0.3% 0.9% 1.7% 3.2% 2.7%

NZX50 3.2% 6.6% 11.1% 17.8% 20.3%

ASX200 (NZD) 5.8% -3.2% -0.7% 11.9% 7.8%

TT Index (Hedged) 3.2% 4.3% 6.3% 15.2% -

TT Index (Un-Hedged) 4.5% 1.7% 5.2% 14.9% 14.1%
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Top Companies

Top CompaniesSector Allocation

Sector Allocation

Devon Australian Fund

Devon Alpha Fund

PORTFOLIO MANAGER - TAMA WILLIS

A 14-year veteran of international invest-
ment markets, Tama returned to NZ after a 
very successful career in London and Singa-
pore to join Devon’s investment team and 
holds responsibility for 
Devon’s Australian Fund. 
Tama is widely regarded 
as a leading expert on re-
source and mining stocks.

PORTFOLIO MANAGER - SLADE ROBERTSON

Slade has a long and succesful career in 

investment management. With over 19 years 

experience in both the New Zealand and 

Australian investment   in-

dustries, Slade’s excellent 

track record is proof of his 

determination to pursue 

the best investment op-

portunites for his clients.

FUND OUTLINE

The Australian Fund is actively man-

aged and invests in a select portfolio of ap-

proximately 25 to 35 companies which are 

primarily Australian listed companies. The 

Australian market is much larger than the NZ 

market and  offers exposure to a number of 

sectors that are not available in NZ. The Aus-

tralian dollar currency exposure is typically 

unhedged.

FUND OUTLINE

The Alpha Fund invests in a concentrated 

portfolio of approximately 10 to 15 select 

companies predominantly listed on the NZ 

and Australian share markets. The Fund does 

not follow any index and is actively man-

aged. The Fund aims to generate capital 

growth over the long term. Currency expo-

sure is actively managed.

Geographic Allocation

Geographic Allocation

Financials

Materials

Discretionary

Healthcare

Info Tech

Utilities

Cash

Financials

Materials

Discretionary

Energy

Healthcare

Industrials

Info Tech

Staples

Telecoms

Cash

New Zealand Equities 37.0%

Australian Equities 33.7%

Cash 29.2%

100.0%

Currency Hedge 28.3%

Dual Listed 5.7%

Australian Equities 92.1%

Cash 2.3%

100.0%

Currency Hedge 0.0%



Devon
FUNDS MANAGEMENT

MONTHLY REPORT

Level 10, Rabobank Tower, 2 Commerce Street, Auckland 1010
PO Box 105609, Auckland 1143, New Zealand
Phone: 0800 944 049  |  +64 9 925 3990  |  Fax: +64 9 307 7088

Client Services: admin@devonfunds.co.nz    Website: DevonFunds.co.nz
Devon
FUNDS MANAGEMENT

January 2015

Devon Funds Management Limited does not guarantee nor warrenty nor make a representation as to the correctness or completeness nor accepts liability for loss or damages as a result of any reliance on the information presented.

Sector Allocation

Sector Allocation

Devon Trans-Tasman Fund

Devon Equity Income Fund

PORTFOLIO MANAGER - SLADE ROBERTSON

Slade has a long and successful career in 

investment management. With over 19 years 

experience in both the New Zealand and 

Australian investment in-

dustry, Slade’s excellent 

track record is proof of his 

determination to pursue 

the best investment op-

portunities for his clients.

PORTFOLIO MANAGER - NICK DRAVITZKI

Over the last decade Nick has specialised 
in investing in high yield equities and is Port-
folio manager for the Devon Equity Income 
Fund. At Devon, Nick has responsibility for 
the analysis of consumer 
staples, IT, consumer dis-
cretionary and property 
sectors. Nick is also re-
sponsible for our quanti-
tative screening process.

FUND OUTLINE

The Trans-Tasman Fund provides a broad 

and actively managed exposure to the NZ 

and Australian equity markets. This Fund typ-

ically holds 25 to 35 shares listed on the NZ 

and Australian stock exchanges which have 

been carefully selected as offering good 

value and attractive medium term growth 

prospects. The Australian dollar currency ex-

posure is typically unhedged.

FUND OUTLINE

The Devon Equity Income Fund consists of 

a select group of up to 25 New Zealand and 

Australian listed companies. These stocks are 

chosen for their attractive dividend yields 

and growth prospects with the aim of main-

taining the dividend yield and capital value 

in real terms.  The Australian dollar currency 

exposure is typically fully hedged.

Top Companies

Top Companies

Geographic Allocation

Geographic Allocation

Financials

Materials

Discretionary

Industrials

Telecoms

Utilities

Cash

Financials
Materials
Discretionary
Energy
Healthcare
Industrials
Info Tech
Staples
Telecoms
Utilities
Cash

New Zealand Equities 46.5%

Australian Equities 48.2%

Cash 5.2%

100.0%

Currency Hedge 93.8%

Yield 6.6%

New Zealand Equities 43.2%

Australian Equities 51.8%

Cash 4.9%

100.0%

Currency Hedge 0.0%
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