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The a2 Milk Company
Getting to know the NZX’s rising star

By Felix He
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“One only has to look to the share price, which 
has risen by over 50% in the last two months, 
to see investors’ enthusiam for the company”

The a2 Milk Company has enjoyed explosive 
growth in recent times, fuelled largely by increasing 
demand in China and other key markets. One only 
need look to its share price, (NZX: ATM) which has 
risen by over 50% in the last two months, to see 
investors’ enthusiasm for the company. But aside 
from it being a recurring headline in New Zealand 
financial news, what is a2 and how did it come to 
be so popular?

a2 Milk and the Dairy Industry

The company gets its name from the ‘a2’ type 
protein found in cow’s milk. The a2 type protein 
is particularly desirable as it is less likely to trigger 
lactose intolerance and supposedly brings a 
wealth of other health benefits. Taking advantage 
of this, a2 Milk’s point of difference is that its 

products feature only a2 type protein, while 
standard dairy products contain both a1 and a2 
proteins. 
The global dairy market is valued at an estimated 
$120bn US dollars. Considering the sheer size of 
the market, the a2 Milk Company is only a niche 
operator with most of its products targeting the 
premium customer.  The company earns 72% of its 
revenue from a2 Platinum sales – the company’s 
premium infant formula offering. Sales of liquid 
milk constitute the remainder of the company’s 
revenue. 
The majority of a2’s revenues comes from exports, 
exposing the company to unique regulatory 
challenges from its various geographical 
markets. They must contend with import/export 
regulations, in addition to stringent rules for dairy 
products and infant formula.  

The Chinese Market

The a2 Milk Company’s exponential growth 
in recent years has come from expansion into 
overseas markets. The most important of these is 
China, where the company’s revenues grew from 
$38.2 million to $88.9 million in the last financial 
year. The company’s primary offering in China 
is the a2 Platinum infant formula, priced at the 
highest end of the market.  

a2’s Chinese sales channel is a rather complex 
one. Their Platinum range’s growth has mainly 
come from sales supplied through grey market 
channels. Agents known as ‘daigou’ purchase 
the product overseas for a customer in mainland 
China to bypass taxes and regulations on 
imported luxury goods. Only 8% of total sales are 
sold under the domestic Chinese label – using 
daigou is far more commonplace. This reliance on 
grey market distribution exposes a2 to a degree 
of regulatory risk. Both the New Zealand and 
Chinese governments may look to tighten daigou 
channels as they pose tax issues and are difficult 
to regulate. 

A regulatory shift in China means that from 2018 
all infant formula manufacturers must have 
registered their products with the Chinese Food 
and Drug Administration. This is in response to 
concern about the quality of food products in 
China. A2 Milk’s manufacturing partner, Synlait, 
had its application approved on September 
28th. While this is a separate matter from grey 
market channels, it will allow a2 to have direct 
access to the Chinese market. Having a legitimate 
distribution channel into China will protect it from 
any future regulation against daigou channels. A 
nice side effect of the regulatory shift is that it has 
reduced competition for a2, culling a market that 
once had thousands of competitors to one with a 
few hundred registered producers. 

The Australian market

A2M continues to see robust growth here. 
Australia is the most common location for daigou 
to make purchases for the Chinese market, with 
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analysts estimating that sales through daigou 
represent 50-60% of total infant formula sales 
volume. Domestic sales also saw strong growth, 
leveraging a2’s presence in all six main grocery 
retailers in Australia. 

The US and UK Markets

While a2 has enjoyed success in China and 
Australia, it has not found the same results in all 
foreign markets.  Losses in the US and UK markets 
(reported together) widened as the company 
continued to invest in brand awareness, valuing it 
over short-term profit in America. The UK business 
reported better results, turning a profit for the first 
time due to strong fresh milk and infant formula 
sales. 
The company’s US and UK distribution is very 
different to their Chinese model – the majority of 
their sales are through traditional brick and mortar 
supermarkets. At the end of June a2 distributed to 
1600 stores in the UK, and approximately double 
that number in the US. 

Future Growth

Future growth prospects are excellent. There 
are numerous opportunities for the company to 
expand into new product categories and new 
geographical markets.  The company plans to 
launch a number of products next year, including 
extensions to the a2 Platinum line for children in 
various stages of development. 
There is also growing interest in the a2 brand from 
parties in untapped markets. Many developing 
Asian countries would be prime targets for 
expansion due to the prevalence of lactose 
intolerance and the preference for imported 
goods.
 
The Numbers

The a2 Milk Company’s recent financial statements 
tell a tale of outstanding growth. Revenue 
increased by 56%, EBITDA by 159%, and EPS by 
186% from the prior corresponding period. They 
employ a low capital model, allowing it to be 
debt free and hold a healthy $121 million cash 

balance. The company’s share price continued to 
rise after its FY17 earnings announcement, where 
it exceeded its targets in all key areas.
The issue now is inventory management. Strong 
sales in the second half of FY17 have led to lower 
than desired year-end levels. The company is 
expected to work closely with its manufacturer, 
Synlait, to increase supply in response to ever-
increasing demand. 

In Summary

All in all, a2M is a company with excellent growth 
potential. Its current strategy and key markets 
are bringing year on year growth, and there is no 
shortage of future opportunities for the company 
to pursue. With the key regulation risk involving 
China resolved, and the favourable macro 
environment, a2 Milk’s FY18 performance looks 
to be strong. While they do have the constant 
pressure of ensuring adequate inventory levels, it 
appears to be something that they are addressing 
with investment in new processing machinery and 
cooperation with their supplier. There is also the 
lingering question mark of how successfully they 
will be able to break into the UK and American 
markets. But such problems are outweighed 
by their strong sales growth in Asian markets, 
something that their share price increase reflects. 
It is clear that a2 Milk has an excellent forecast for 
the next few years and with good reason. Whether 
or not it will meet these high expectations remains 
to be seen.

“Revenue increased by 56%, EBITDA by 159%, and 

EPS by 186% from the prior corresponding period.”
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Passive’s Aggression
By Louis Loader
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Imagine going to the gym for the first time. The 
man to your left is 5’7” but somehow looks big 
enough to take on the Apache Chief in an arm 
wrestle. The equipment is as confusing to use as 
it is as embarrassing to try and use it. All in all, it 
can be a daunting experience. But it is a learning 
curve- and to most, it’s worth it. 

A gym membership struck me as analogous for 
learning the ins and outs of the stock market. 
Most of us are curious as to how it works and like 
Average Joe on New Year’s Day, most of us like to 
think we will at least try to get our foot in the door. 

The question now is where to start.

The major investment styles can be broken down 
into different dimensions, which when assessed, 
can help one find a style that suits their personality 
and preferences.

Andy Bell, CEO of AJ Bell Securities and author 
of ‘The DIY Investor’ raises the point that while 
non-professional investors often believe they 
need to be stock pickers, tracker funds and active 
funds allow them to put together reasonably 
professional portfolios with relatively little effort 
and research.

By putting ‘Passive and Active Fund Management’ 
in the spotlight, we can see what is attractive 
about each approach, trends and can gain some 
insight into the world of portfolio investment. 

At its simplest, “passive” or “tracker” funds replicate 
the components of an asset class. They don’t try to 
beat the benchmark. They essentially try to follow 
(or track) the market by putting a diverse range of 
firms into a ‘basket’. 

Conversely, “active” funds are for investors who 
want to have professional money-managers select 
assets with hopes to outperform the benchmark 
(for a higher fee).

What degree of skill do the professional fund 
managers have?

A recent report from S&P Dow Jones Indices 
showed that most fund managers fail to 
consistently beat the benchmark. This is before the 
fees eat into your return like a builder’s apprentice 
taking to a steak and cheese pie. Roughly 5% of 
Active fund managers consistently outperformed 
the benchmark according to the study.

This suggests that it may be difficult to pick a 
‘winning’ fund manager. This aligns with the 
opinion of accountants at PwC, who forecasted 
that low-cost funds tracker will double their share 
of the fund-management industry from 11% to 
22% in the period 2014-2020. 

Like Uber to taxis, many experts agree that passive 
fund management is the better alternative. 

Warren Buffet, arguably the most successful and 
celebrated investor of the 20th century, wrote 
the plans for his estate during retirement to 
shareholders in the 2013 Berkshire Hathaway 
Annual Report. The report read, “my advice to the 
trustee could not be more simple: Put 10% of the 
cash in short-term government bonds and 90% 
in a very low-cost S&P 500 index fund. (I suggest 
Vanguard’s) I believe the trust’s long-term results 
from this policy will be superior to those attained “low-cost tracker funds will double their share 

of the fund management industry from 11% 
to 22% in the period 2014 - 2020”

“Like Uber to taxis, many 
experts agree that passive 
fund management is the 
better alternative.” 
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by most investors -- whether pension funds, 
institutions, or individuals -- who employ high-fee 
managers.” 

The S&P500 include 500 large market-cap stocks 
across all sectors. To give some examples, the 
S&P500 gives you exposure to: Technology 
(Google, Facebook), Services (Disney, Walmart, 
Amazon), Financials (Visa, Bank of America), 
Healthcare (Johnson and Johnson), Consumer 
Goods (Apple, Coke, Pepsi) and Industrial goods 
(General Electric). So it’s diversified. Essentially 
you want to invest in a fund that mirrors the index. 
Buffet recommends the Vanguard S&P500 index 
because of its low expense ratio.

He also advises not to buy it all at once for risk 
of buying at the wrong time (e.g. 2007 pre-GFC). 
Instead, the recommended strategy is ‘dollar cost 
averaging’ - pick a set dollar amount and invest 
that (in the low cost index fund) over a set period 
of time. If the index goes up, you’ll buy less shares 
and if the index falls, you’ll buy fewer shares. This 
allows you to spread out exposure to the index 
over time. 

That’s not to say actively managed funds always 
come off second best. Local portfolio managers at 
Fisher Funds have created a “hand-picked portfolio 
of [15 to 20] quality New Zealand companies” . 
This fund was designed to beat market returns 
and it has done just that. If an investor put 
$10,000 (NZD) into their ‘New Zealand Growth 
Fund’ at its inception in 1998, their position would 
now be valued at $76,195 as at 31st August 2017. 
Compared to the relevant benchmark, the same 

$10,000 investment into the S&P/NZX50 index 
would be valued today at $50,970.

The key takeaway here is that there’s no one 
correct strategy to follow. While we are seeing a 
shift towards passive management, if too many 
people invested in passive funds not as many 
people would buy undervalued stocks.

Anyone fortunate enough to have spent a 
semester under Gamini’s wing will know that an 
increase in demand leads to an increase in prices. 
So a lack of demand (from investors) will cause 
the price of the stocks to remain low.

This presents investors with the opportunity to 
make abnormal returns…causing them to invest 
in those now benchmark-beating stocks. In other 
words, there will always be a place for active fund 
management.

Got a spare $5 and want to get your first taste of 
investment?:
Sharesies is an example of an awesome kiwi start-
up who offer investment opportunities for as 
little as $5.00. The web-based app gives investors 
access to a smorgasbord of grouped index funds 
ranging from New Zealand property, large kiwi 
and Australian companies (NZX50 and ASX20) 
and some US companies (S&P500). 
Buying into a fund gives you a position in a variety 
of firms from different industries. The fund is well 
diversified and requires little previous knowledge 
of the companies. 

It’s so easy to set up that I’ve compiled a list of 
activities that will require more effort:

1. Making your bed.
2. Brushing your teeth.
3. Telling someone that you’re a vegan.
4. Taking the dirty cups out of your bedroom. 
5. Telling someone else that you’re a vegan.
6. Writing lists.

It’s definitely worth a look!
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Labour, with a 
dose of NZ First?

By David Saul
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Editor’s note: This article was originally an analysis 
of Labour’s policies and their likely impact on the 
economy. Thanks to my inability to operate Adobe 
Indesign (what we use to publish the Bulletin) this 
edition was not published before the election as 
I intended it to be. But, thanks to MMP there is 
still a real possibility of a Labour-Greens-NZ First 
coalition.  While we can debate the likelihood of 
such a coalition emerging, it would be interesting 
to look at the policy that could emerge from such 
an arrangement. The backbone of this article is 
potential labour policy, with the rest being what 
Winston may bring to the table.

Banning foreign speculators from the New 
Zealand housing market

This is likely to a point of harmony in negotiations 
between the two parties. Labour and NZ First both 
seek to implement hard-line policy in this area, 
intending to prevent foreign speculators entering 
the New Zealand housing market.
 
As stated on Labour’s website, “Under our policy 
only citizens and permanent residents will be able 
to buy existing homes. The ban will also apply to 
foreign trusts and foreign corporations. Removing 
this speculative demand from the market will help 
stabilise prices and give Kiwi families a fair shot at 
buying a place of their own.” 

This is more or less identifcal to New Zealand 
First’s policy, with both parties capitalising on 
public anger at the housing situaion in Auckland. 
Any potential coalition would be likely to take a 
strong stance against foreign buyers.

But, as always, something that sounds nice on 
paper may not work out that way in reality. While  
a policy like this would lower demand for NZ 
housing, it is important to dig deeper and apply 
some tried and true economic analysis to it, rather 
than resorting to acccusations and emotions. 
The LINZ ‘Property transfers and tax residency” 
April – June report shows that only 2% of buyers 
were neither NZ citizens or residents, of which a 
small minority at least had either a student or work 
visa. This is astoundingly low relative to the hype 
created on the issue of foreign speculators and 
suggests that the policy may not be as effective 
as Labour claims.

Also, while this ban is being put in place to help 
New Zealanders, it may harm the NZD. While 
the decreased demand for New Zealand hous-
ing would weaken the Kiwi, the ban would also 
create uncertainty in the New Zealand market 
for foreigners as it sets a somewhat anti-foreign 
investor stance. This could see the Kiwi drop po-
tentially further than expected.
Summary: This policy would help cool the hous-
ing market, but not to the extent suggested, and 
the Kiwi would take a hit due to lower demand 
for housing and uncertainty in the market.
Summary: This policy would help cool the hous-
ing market, but not to the extent suggested, and 
the Kiwi would take a hit due to lower demand 
for housing and uncertainty in the market.

Removing the Auckland Urban Growth Boundary 
and freeing housing density controls

The Auckland urban growth boundary essentially 
sets controls on where urban developments can 
be made currently and in the future. The cur-
rent Auckland rural urban boundary has already 
considered future urban growth (as opposed to 
the 2010 metropolitan urban limit) and provides 
space for up to about 40% of new urban housing 
within the next 30 years. It is a soft and adjusta-
ble boundary that will always ensure 30 years of 
planned land and seven years of land that can 
be immediately expanded into, according to the 
Auckland Council. This is all featured in their new 
unitary plan. 

While removing the ‘boundary’ to allow for fur-
ther growth may sound good on paper, it isn’t 
quite that simple. Land needs to have proper 
infrastructure before it can be urbanised, so the 
removal of the boundary doesn’t mean green-
field land can be urbanised straight away.

However, Labour also wants to lessen density 
controls which influence the size and amount 
of homes built in given areas. This would make 
apartments far easier to build and subdivisions 
easier to be approved; essentially a green light 
for many developers to increase development. 
There is of course a danger that this may ruin the 
‘personality’ of some suburbs and cause further 
road congestion.



12  |  UAIC

 Also, while this ban is being put in place to help 
New Zealanders, it may harm the NZD. While the 
decreased demand for New Zealand housing 
would weaken the Kiwi, the ban would also 
create uncertainty in the New Zealand market 
for foreigners as it sets a somewhat anti-foreign 
investor stance. This could see the Kiwi drop 
potentially further than expected.

a small percentage gap between the minimum 
and median. This distorts the markets value of 
labour and can potentially create large job losses 
for small businesses and impose significant infla-
tionary pressure. 

Summary: A rise to $16.50 is reasonable if it is 
introduced appropriately in conjunction with an 
MBIE report finding there would be a net benefit 
or low net cost. However, too much government 
intervention in adjusting the minimum wage to 
two-thirds of the average wage could have sig-
nificant negative effects if the ratio of minimum 
wage to median wage becomes too high. 

Providing a $20,000 innovation grant to a maxi-
mum of 100 18-to-23-year-olds per year

This policy would see up to 100 school leavers 
and university students with business ideas get-
ting access to funding for capital and operating 
costs every year. As labour states in the policy, 
the idea must be “innovative, filling a niche in the 
market and with the ability to be readily scaled 
up to generate wealth and employment” and 
“they must have been through an accelerator 
business training programme…have a business 
mentor and a business plan accepted by an inde-
pendent panel of business experts.”

With these necessary safeguards in place, this 
policy incentivises innovation from a young age 
and can have excellent benefits to the economy 
for a relatively low cost of $3 million per year 
(considering that Labour would have successful 
applicants offset this against the three years of 
free education in their tertiary education policy). 
Many students can be hesitant to pursue their 
ideas due to the high costs of finance, if they can 
access it, so this policy is able to ‘light the flame’ 
to many new businesses that may not otherwise 
come to be.
However, while the three years of free tertiary 
education is “cash[ed] in” for the grant, this may 
work against lower and middle-class students 
who cannot afford to take the risk of trading their 
free education to pursue their idea.

Jobs

Labour want to raise the minimum wage to $16.50 
and working towards a minimum wage equivalent 
to two-thirds of the average wage. NZ First intend to 
take this even further, raising it to $20 per hour.

The Employers and Manufacturers Association 
released a comprehensive statement reasoning 
against this policy – in their view it does not benefit 
the economy in the long run. 

The minimum wage not only sets the rate for the 
lowest-skilled labour, but consequently for high-
er-skilled labour, as pay rates are relative to skill-level 
of the job being performed. An increase in the min-
imum wage would mostly affect hourly paid work, 
which is predominant in industries such as manufac-
turing, retail, hospitality and produce, some of the 
pillars of the New Zealand economy. If the minimum 
wage is raised too high too fast, significant job 
losses could be seen which would be detrimental to 
the economy. Generally, the MBIE (Ministry of Busi-
ness, Innovation and Employment) reviews potential 
changes to the minimum wage each year and rec-
ommends a specific increase based on a cost-benefit 
analysis to employment and the economy. 

When looking at relativity of the price of labour, New 
Zealand currently has a minimum wage ($15.75) 
equivalent to 52% of the average wage ($30.15), the 
highest in the developed world (with Australia com-
ing in second at 44%). However, it is more effective 
to compare the minimum wage to the median wage 
to assess the potential effect on jobs. The minimum 
wage stands currently at 67% of the median wage 
($23.50), a relationship that has been relatively 
constant for many years. If Labour were to gradually 
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Summary: This policy will spur many new start-
ups in New Zealand, some that succeed and 
some that fail, contributing to the economy, but 
it will predominantly be higher socio-economic 
students that can afford to take the risk that do. 

Transport

Building a rapid rail connecting the Golden Trian-
gle (Auckland, Hamilton, Tauranga)

Labour wants to build towards a rail service in 
the Golden Triangle that connects Auckland to 
Tauranga in a 2 hours 15 minutes at a speed off 
160km/h. This process would be done in three 
stages, starting with a slower train connecting 
Tauranga and Auckland once per day and Hamil-
ton and Auckland four times per day and gradu-
ally progressing towards improving infrastructure 
to allow for a large rail network as seen below. 

It is estimated that in the next 25 years the Gold-
en Triangle with see growth of 800,000 people, 
75% of New Zealand’s growth in that time. As 
train network are far harder to create once roads 
and housing have been established, it is smart 
to be building this train network now. Also, as 
it stands, the roads linking the Golden Triangle 
would not be able to keep up with this popula-
tion growth without significant upgrade.
One potentially raised issue is the lack of demand 
this train may have initially, but the answer is sim-
ple -  train networks take a long time to build and 
it needs to be built in response to anticipated 
demand. Also, while in the short run this has little

impact on the housing market, it may provide 
large benefits in the long run. Take Sydney for 
example; their train network spreads across the 
whole of the city (roughly twelve times the size 
of Auckland city) and allows residents to work 
across the city from where they work. This type 
of large network could eventually allow residents 
to live much further from Auckland but still work 
there (as an affordable means instead of driving), 
reducing the pressure on the Auckland housing 
market. However, this is only realistic if trains 
were upgraded to go faster than 160km/h and 
allowed for a much faster travel time.

Summary: It is crucial that New Zealand is 
planned properly to accommodate population 
growth and this rail line is good forward thinking. 
While initially demand may be low, it would grow 
as the Golden Triangle sees significant popu-
lation growth and would likely become highly 
beneficial. However, in preparing for the future, 
it may make more sense to invest in a faster train 
network to allow residents to live much further 
from where they work.

 Marsden Point branch railway 

This is Winston Peter’s ‘non-negotiable’ for any 
coalition agreement. The construction of this 
railway line would link up an already existing rail-
way going into Whangarei with Marsden Point, 
a potential location for a relocated port. The 
estimated cost of building the railway is between 
$700 million and $1 billion. Given his ‘Kingmaker’ 
position and the considerable bargaining power 
that he has, it would certainly be plausible that 
this project is conceded to him. 

In the short term, it would enable more freight 
to be taken from Northland to the rest of the 
country via rail, reducing the demand for trucks 
and the wear and tear on roads. While this is 
positive in that there is less road usage, and job 
generation from the construction activity, it is an 
extremely expensive piece of infrastructure to 
simply get more cargo moving by rail. 
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This is part of Peter’s wider goal of getting the 
Auckland port shifted to Northland. As men-
tioned before, rail needs to be built to anticipate 
demand. As Auckland becomes increasingly 
expensive people will shift out to surrounding 
regions, including Whangarei. At the same time, 
Auckland’s port will become increasingly busy. 
This has produced some debate about whether 
to shift Auckland’s port up north. This undertak-
ing would be controversial, to say the least. Prime 
waterfront land would be freed up, however, 
this would come at a considerable cost as huge 
amounts of machinery are shifted up North. 
Not to mention that Ports of Auckland, wholly 
owned by Auckland Council, returns $60 million 
a year back to ratepayers. If there is a strong case 
against moving the port up North, it raises the 
question of whether there is really a need to be 
upgrading railway links to Marsden Point. 

Summary: While there might be positives to a 
railway going to Marsden Point, they seem to be 
outweighed by the considerable cost involved, 
and the fact that shifting the port up North looks 
unlikely. However if this is Winston’s ‘non-ne-
gotiable’ then it may well go ahead, given the 
power he has, with either a National or Labour 
coalition.

 Making Auckland a world-class city

This policy includes developing a new light rail 
network across Auckland, including to the North 
Shore and the Airport, creating priority bus 
routes and introducing a regional fuel tax and 
infrastructure bonds to aid in financing the extra 
investment of $3.3 billion over 20 years in addi-
tion to the $84 billion of the already proposed 
Auckland Transport Alignment Plan.  In a recent 
report by NZIER, it has been estimated that road 
congestion loses Auckland between $1.4 and 
$1.9 billion per year (1.5% - 2% of Auckland’s 
GDP) by comparing current average speeds 
across Auckland to the speed limits (free-flow).
With average speeds across Auckland falling 
10km/h since 2014 and Auckland recently being 
ranked as the 47th worst city in terms of traffic 
congestion (from the TomTom Traffic Index), it is 

indicative of a significant inefficiency in Auckland 
that needs to be addressed.

 From New York and London to Melbourne and 
Sydney, well designed train networks are key in 
accommodating growing populations. While cen-
tral Auckland has not been built ideally to accom-
modate the future introduction of train networks, 
it is possible to do and doing so sooner rather 
than later is key. Below is a projected model of 
the new network proposed by Labour: 

A problem with this policy comes with the intro-
duction of a regional fuel tax of 10c per litre in 
Auckland (roughly 5%) as a Harvard University 
study found that almost 100% of fuel taxes are 
passed onto the consumer in most cases. While 
encouraging the use of public transport and 
collecting revenue to finance investments is key, 
a fuel tax punishes many lower socio-economic 
residents who live further out in Auckland but 
rely on driving to get to work. On the other hand, 
infrastructure bonds at targeted rates can effec-
tively aid in financing the investment and delay 
the costs of repayment until public transport is 
well developed and a better means of transport 
for more people.

Summary: This policy is well developed, has a 
clear goal in mind and will bring significant ben-
efits to Auckland in the long run, however, as the 
fuel tax is mostly passed onto consumers it may 
be more effective to finance infrastructure using 
bonds.
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An introduction to 
hedge funds

By Charlie Barker
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The basic idea behind a fund is paying a profes-
sional to invest and manage your money, har-
nessing the wealth of many different investors to 
generate returns. This much at least hedge funds 
and mutual funds have in common. But, all in 
all, when comparing a mutual fund and a hedge 
fund you are comparing two completely different 
beasts. 

Mutual funds are the straight and narrow of in-
vesting. They adhere to the basic principle of put-
ting money in assets or equities in the hope that 
they will appreciate in value, providing a return. 
Hedge funds on the other hand are funds that 
use riskier and more sophisticated techniques to 
try and profit from both increases and decreases 
in the value of an asset. Mutual funds are funds 
which collectively pool the money of many 
different investors. Individual investor’s wealth 
aggregates, allowing exposure to investments 
that would be off limit to a small scale investor 
operating alone. The specific assets invested in 
will always be relevant to the fund’s strategy. The 
strategy of a mutual fund will be shaped by the 
risk it takes on. Different mutual funds operate 
within different boundaries of risk. 

A mutual fund geared towards a higher degree 
of risk will carry the potential for greater returns, 
and will cater to investors willing to tolerate this 
risk. Assets invested in will be heavily weighted 
towards shares, which are obviously prone to 
greater fluctuations in value as the performance 
of companies and of the economy changes. In 
the long-run the increase in value of a higher risk 
mutual fund will outperform what a lower risk 
one could offer. 

A mutual fund with a lower-risk strategy will 
cater to investors wanting to avoid large fluctu-
ations in the value of their portfolio. That said, 
they would want to put their money to a purpose 
more useful than having it sit in a bank account. 
A lower risk mutual fund will centre around fixed 
income securities. 

Term deposits, government bonds and corpo-
rate bonds fall into this category. All have a fixed 
income component. This means that a return 
is guaranteed in the form of scheduled interest 
payments. This avoids placing the investor in a 
position where the majority of their money is, 
put simply, dependant on how a company per-
forms. 

The key advantage of a mutual fund, aside 
from the many choices one has to balance their 
portfolio, is the convenience. You are paying for 
professionals to invest your money. This expertise 
comes with fees. The first expense is simply the 
unit price of a fund, which is the value of the fund 
divided by the number of ‘units’ the fund is divid-
ed up into. An investor will pay the unit price for 
however many units they want. Then there is the 
management fee, which will typically work out to 
be one to one point five per cent of the gross val-
ue of your holdings in the fund, charged yearly. 
Some will charge an entry fee, while others will 
charge an exit fee. Performance fees may occur, 
making up a fixed percentage that will be taken 
off of any returns made above a certain level.

An investor should be mindful that all of these 
fees added up, as well as taxation on any earn-
ings, can mitigate what might be an initially 
impressive gain. Added to this is the fact that 
mutual funds normally do not beat major market 
indexes. Even having a professional manage your 
money, generally speaking, won’t beat the low 
fees and immediate diversification offered by an 
index fund. On the other hand mutual funds do 
offer the potential to perform exceptionally well - 
above what an index fund can offer.

Mutual funds are accessible. The minimum in-
vestment into Fisher Fund’s High Income Fund is 
$2000. A hedge fund, on the other hand, requires 
a sizeable amount that is often around a million 
dollars. You also have to be deemed a ‘qualified 
investor’ by the relevant regulatory authorities. 
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And this is where the differences begin. 

The reason for this links in with the purpose of 
hedge funds. A hedge fund will invest in secu-
rities much like a mutual fund will. It is a means 
to achieving returns. But the techniques used to 
invest are far more complex than the basic idea 
of buying shares and hoping they will go up in 
value. It follows that to have exposure to this sort 
of investing, you will need to have money and 
experience on your side which will enable you 
to navigate and understand the complex tech-
niques used. Hedge funds have the potential to 
sustain losses beyond what an ordinary mutual 
fund ever could. On the other hand, a hedge 
fund could go up in value exponentially. A basic 
overview of a technique used by hedge funds, 
and two strategies a typical hedge fund could 
follow, are given below. Often a hedge fund will 
try and use leverage in an attempt to multiply 
gains. Leverage basically means borrowing capi-
tal or shares that you don’t actually own - so you 
can control more resources than the amount of 
money you have available to you allows.

A good example of how this plays out is a tech-
nique called ‘selling short’.

The basic principle behind short selling a stock 
is borrowing a certain amount of shares from 
your broker. Because you’ve borrowed them, you 
are obliged to return the quantity of the shares 
you have borrowed, any dividends paid on the 
shares while you were borrowing them, plus an 
interest fee. The key takeaway here is that you 
have to return the quantity of shares borrowed, 
irrespective of their price at that moment in time. 
If you were to sell the shares, and the share price 
were then to drop, you could buy the shares back 
at the cheaper price, return them to the broker, 
and keep the difference.  This is exactly what 
happened with Nintendo shares following the 
Pokemon Go phenomenon last year.

Many enthusiastic investors reasoned that Nin-
tendo would profit from the phenomenon. The 
sad truth is Nintendo’s stake in Pokemon Go was 
unclear, and probably not as large as the market 

had hyped it up to be. This is the kind of situation 
where short sellers smell blood.
So, while the value of the stock was going up, so 
were the percentage of shares in nintendo that 
were being borrowed. These borrowed shares 
were then sold. When everyone realised that Nin-
tendo may not have as big of a stake in Pokemon 
Go as first thought, the stock dropped in value. 
The short sellers bought back the amount of 
shares they borrowed, returned them to their 
broker, and pocketed the difference. If the stock 
appreciates in value, the borrower has to buy 
back the stock and dig into their own pocket to 
make up the difference between what they sold 
the stock for and what it now costs. 

As is the case with funds in general, different 
hedge funds follow different strategies and in-
vestment styles. A few are as follows:

 Equity market neutral involves a hedge fund 
holding both long and short positions. The assets 
bought in the hope that they will increase in 
value are balanced by short positions - meaning 
holdings that they will profit from if the asset de-
creases in value. These positions are held in the 
same industry. In an ideal situation, well-chosen 
long positions will perform and generate returns. 
Meanwhile, the short positions would minimise 
the funds exposure to the industry as a whole if it 
isn’t doing so well. Risk is evened out by holding 
both long and short positions. A hedge fund that 
has a global macro perspective means that the 
investments being made are based off of mac-
roeconomic conditions and the trends of whole 
economies, rather than movements of specific 
stocks. A hedge fund manager will make invest-
ment decisions based on what they perceive to 
be happening in the economy as a whole.

The above examples are only small parts of what 
a hedge fund could entail. The variety of funds 
that fit within the ‘hedge fund’ category means 
the term ‘hedge fund’ could be applied to two 
funds that follow completely different strategies. 
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