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In our professional calendar one of the highlights is the intense, 
protein rich Portfolio Construction Forum. The overarching theme this 
year was: “The future ain’t what it used to be”.

The Forum is the most comprehensive Australasian conference tailored 
to our profession, and is notable each year for being extremely well 
organised and for attracting top-flight speakers to address the questions: 
where can investors best find opportunities and how to protect their 
wealth in times of volatility? It gives us perspective in our work.

The advisers at Stuart Carlyon attended online for two solid days – a 
reminder that everyone is changing the way business is carried out.

The first day sessions started with a look at the big picture, and the 
second day looked at the practical implications for portfolios. The 
speakers were well aware that 2022 has given us continued exposure 
to COVID, the Russian-Ukraine war, teetering oil prices, geo-financial 
embargoes, floods and fires and the jittery inflation rates that put us 
on the precipice of a recession.

Two themes we picked up: globalisation dismantling and 
infrastructure as a hedge against inflation.

One impressive speaker was Rana Foroohar, Financial Times global 
business columnist and CNN global economic analyst based in New 
York. She has a book out later this year: Homecoming: The Path to 
Prosperity in a Post-Global World.

In her view the world economy has retreated from a remarkable 

period of globalisation where manufacturers outsourced, regardless 
of place, to find the cheapest labour and materials. In that model, 
free trade was seen as good for everybody lifting living standards in 
developing countries and keeping global inflation low. It was the way 
to achieve a single happy planet.

But, she says, powerful forces are reshaping the domestic and global 
outlook to take us to a post-global economy where places matter. If 
economists argued that place doesn’t matter, there are now many 
other voices insisting that it does. We live in a world where:

• Judgements are made about trading partners. For example, the 
Russian trade embargo.

• Industry sectors are worried that certain nations have become over-
dominant and this creates risk. Example: Taiwan’s pre-eminence as a 
manufacturer of computer chips.

• Pandemics have pulled back the veneer on underlying problems 
with capitalism. The much-vaunted efficiencies of globalisation 
have proved to have weak links. One example is the supply-chain 
freighting mess that followed COVID, the Ukraine war, and climate 
events. Now the talk is less of efficiency and more about resilience 
of supply.

• Globalisation was a star in the crown of the Chicago school of 
monetarism, but the same crown has a few thorns too. One is 
inequality – and this has resulted in a fractious, polarised middle-class 
who have seen wages plateau even while total GNP has soared.
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• Localisation is not just about re-shoring supply chains, building 
local, but is about conserving jobs as well as meeting standards 
such as sustainability. Localisation is a political solution to societal 
demands.

Foroohar believes that deglobalisation and regionalisation are not 
all bad and scary. There are opportunities to rebalance capital and 
labour, and to better match consumption and production in order to 
achieve a more resilient economy. For investors, the search will be on 
for companies that adapt to this new reality and actively change their 
economic thinking to one based on community, sustainability, and 
equity. Technological innovation is the key to achieving efficiencies 
and has now made it more possible to keep operations, investment 
and wealth closer to home.

The rise of local, regional, and homegrown business is now at 
hand. This will mean less dependence on China for cheap labour 
as well as the return to a world order where there are three main 
blocs namely: Europe and Africa; China and Asia as well as the US 
and its political partners in NAFTA. In her view Russia will continue 
to be somewhat isolated.

Adding infrastructure to the portfolio

It’s a good time to consider investment in the infrastructure sector for 
three clear reasons.

Infrastructure is an inflation hedge

Infrastructure is essential for communities and society to 
function. Assets include electricity and gas grids, roads and rail, 
telecommunications towers.

Some of these assets are highly regulated to ensure fair prices to users. 
Regulators are keen to encourage efficient management and reduce 
unnecessary volatility. They want to avoid out-of-control mid-winter 
energy price hikes for example. In practice, the profits of companies that 
own and operate infrastructure assets are usually more stable over time. 
This is true even in a high inflation or recessionary environment. Even 
with regulations, these companies have contracts that allow them to 
pass on higher costs or increase prices based on inflation.

Demand is highly predictable

While many investment classes carry a high degree of risk, 
infrastructure demand and supply is highly predictable. Energy 
providers, roading companies and the like are working to regional 
plans and population projections that extend beyond a decade out. 
They have a longer-range view than most businesses.

Responsible local thinking

We can invest in and support companies that are leading the 
transition away from carbon. Energy utilities such as Evergy and Xcel 
Energy have achieved emission reductions of around 50% since 2005 

and have set targets to be net zero or carbon free by 2045-2050. Fund 
managers actively request better environmental disclosure procedures 
and encourage the utilities to adopt clean energy transition strategies.

Our portfolios include exposure to the infrastructure sector via the 
Magellan Infrastructure Fund as well as the Macquarie Global Listed 
Infrastructure Fund. They provide added diversification, and an income 
stream thanks to the relatively stable earnings derived from the 
infrastructure companies. They tend to deliver to investors a higher 
dividend yield than most asset classes.

The all-seeing eye: IRD and family trusts

There’s a classic New Yorker cartoon depicting a couple who are 
walking in Central Park. They are looking at a map that has an 
arrow showing “You are here.” This irks the man who says: “Damned 
Government, they know your every move!”

He would throw a fit if he saw today’s regulations governing Trusts. 
Once regarded as a shelter of sorts, today trusts represent an 
information gathering platform. This isn’t quite the FBI raid on Donald 
Trump’s Mar-a-Lago, but it is similar. The IRD is expecting Trustees and 
their advisors to do full due diligence on each of the beneficiaries of 
the Trust including their tax status.

Further, any distributions made to beneficiaries of a Trust will now 
need to be reported to Inland Revenue providing full details of the 
recipient. Inland Revenue also has tools that will enable it to identify 
how individuals are benefitting from a Trust, either via income 
distributions taxable at the beneficiary tax rate, or via any distributions 
made from the corpus of the Trust. While such capital distributions are 
not taxable in New Zealand, they may be taxable in the jurisdiction 
where the beneficiary lives. For example, distributions from New 
Zealand trusts to beneficiaries living in Australia or the United 
Kingdom will generally be taxable in those countries.

All banks and financial companies like Stuart Carlyon are designated 
as Reporting NZ Financial Institutions and have obligations to collect 
certain information on Trusts, and when a beneficiary receives a 
distribution, they become a “controlling person” and this means under 
Anti-Money Laundering legislation, we are obligated to conduct due 
diligence on that beneficiary.

Before you make any distributions to any beneficiary of your family 
trust, talk to your lawyer and financial adviser first. The act of paying 
out to beneficiaries is no walk in the park.

Just saying...

“Government’s view of the economy could be summed up in a few short 
phrases: If it moves, tax it. If it keeps moving, regulate it. And if it stops 
moving, subsidize it.” (Ronald Reagan’s remarks to the White House 
Conference on Small Business on August 15, 1986)
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