
Lighthouse Global Equity Fund Monthly factsheet for December 2021

As at 31 December 2021 1 month 6 months 1 year 2 years 3 years 5 years
Lighthouse Global Equity Fund, net returns, after fees but before tax -6.53% 5.96% 15.37% 30.02% pa 38.86% pa 27.06% pa
MSCI All Country World Index, net, in NZD 3.10% 7.73% 24.66% 16.53% pa 19.55% pa 14.82% pa

Objective: To out-perform the MSCI All Country World Index (net, in NZD) Base fee: 1.05% pa (including GST)
by at least 2% pa Hurdle: The MSCI All Country World Index (net in NZD) plus 2% pa

Approach: Invests in international equities listed on the major United States Performance fee: 30% of the Fund's returns above the hurdle, with a high water mark
exchanges Risk indicator:

This factsheet provides key information about the Lighthouse Global Equity Fund.  It tells you how the fund has performed and it will help you to compare it with other investments. It is based on information that we believe to be accurate and reliable
but we can't guarantee that this is the case.  The returns information uses a blend of this fund, across its full history, and returns from a wholesale fund Lighthouse Funds manages that uses the identical strategy.  Values that include returns from the
wholesale fund are shown in lighter grey.  Past performance does not guarantee future returns. For more information refer to the Product Disclosure Statement, the latest Quarterly Fund Update, or contact us at enquiries@lighthousefunds.nz
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Lighthouse Global Equity Fund Monthly factsheet for December 2021

December continued the slide that began in late-November, with the Fund losing 6.5% is no different.  The market's immediate reaction is driven by negative sentiment rather
through the month. Equity markets are driven by greed and by fear, and right now fear is than negative facts.  Eventually the sentiment gets so negative and bear-ish that it's
by far the dominant force.  We think there's three main drivers of that fear. clearly out of step with the day-to-day realities, and at that point you see a bounce

back.  In 2018 there were three months of selling pressure (Oct-Dec), which snapped
Firstly, the Omicron variant is sweeping through the US and Europe at a faster rate than immediately after Christmas and drove three strong months.  It won't surprise us if we
has any previous Covid wave.  It's tempting to say Omicron is relatively milder, although see something similar again here.
it's probably more accurate that the population now has better immune responses via
vaccinations and prior infections.  But even so Omicron is having a huge impact on Thirdly, there's that inflation the Fed is bracing to respond to.  In August to November
day-to-day life as well as on the medical system.  Since February 2020 markets have had the focus was on supply chain disruptions, but the signs are that those are resolving. 
a clear pattern of big pullbacks as each wave of Covid has swept through, and now is no But now we have strong energy price inflation, in large part due to geopolitical tensions.
different. The price of oil has risen over 50% in the last year.  That's been great if you're an

investor in oil companies, but this Fund (and many others) rule out those investments
Secondly, changing expectations of how the Federal Reserve will respond to inflation. on environmental grounds.  And many countries are seeing wage inflation, partly due to
The Fed's posture had been that recent inflation was transitory, and largely due to the workforce changes from Covid and partly from immigration freezes (also driven by
different speeds that supply and demand bounced back from Covid shutdowns.  But in Covid) removing access to that pool of cheap labour.
December the Fed moved to a more hawkish stance and markets now expect the Fed to
raise overnight rates by 0.75%-1% through 2022 and to end its stimulus programme by Despite these fears corporate profits remain strong, and the indications are that the
mid-year.  The simplistic narrative is "the Fed will aggressively raise interest rates to companies the Fund is invested in remain on track to deliver their forecasts.  This 
choke off inflation" but there's a lot more dimensions to this situation than that and it's Fund looks to invest in companies that are growing their profits by at least 20% pa. 
not at all clear to us that the Fed could, or would, do all those things.  Rather than make With that level of profit growth then even if long-term interest rates rise to 3-4% pa the
this monthly commentary "too long, didn't read" we'll package our thoughts on inflation company's share price should, rationally, still rise.  But that sort of rational deduction
and interest rates into one of our Insights pieces that we publish on our website (and takes a while to get through to a market that's short of common sense and in a state of
you can sign up on our website to receive these Insights pieces by email). panic.  

The short version though is that this moment looks a lot like the market's reaction the So we won't be surprised if markets continue to drop through to the Q4 earnings season
last time the Fed looked to wind back its stimulus, which was in October to December that starts in late-January.  That's when the market will next be able to anchor itself on
2018.  Wall Street has a tantrum when the Fed takes the punch bowl away, and this time real information, rather than fear and panic.

This factsheet provides key information about the Lighthouse Global Equity Fund.  It tells you how the fund has performed and it will help you to compare it with other investments. It is based on information that we believe to be accurate and reliable
but we can't guarantee that this is the case.  The returns information uses a blend of this fund, across its full history, and returns from a wholesale fund Lighthouse Funds manages that uses the identical strategy.  Values that include returns from the
wholesale fund are shown in lighter grey.  Past performance does not guarantee future returns. For more information refer to the Product Disclosure Statement, the latest Quarterly Fund Update, or contact us at enquiries@lighthousefunds.nz
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The end of the calendar year is one of the natural points to pause and check how the by politicians (primarily as a way to send a message to other private businesses in China)
Fund performed over the last 12 months. and as a result its share price is more than 45% below its last high. The businesses are

still performing well, but there's a big political overhang on their share prices.
The first measure is did the companies we picked to invest in deliver on their growth For now we remain invested - we think the Chinese political dynamic is focused towards
expectations?  Active fund managers are often referred to as "stock pickers", but that's Xi Jinping's reconfirmation as President in mid-2022 and we don't see how Xi's 
not strictly true.  We pick companies, not stocks.  We look for companies that have a interests are served by destroying two of China's best performing businesses.
certain set of characteristics we like.  Yes we invest in their stock, but first and foremost
we're picking the company not the stock. But the other companies the Fund was invested in appear to have delivered on their

forecasts (we say "appeared" because the Q4 results won't be known for another month
Through 2021 there was just one company that we thought underperformed and was a or so), and didn't incur the wrath of politicians.  So we tally one dud pick and two hurt
bad pick.  Chewy is an online pet store - kind of an Amazon for pets.  The quick by difficult externalities.
summary of our thesis with Chewy was that they had both (i) accelerating customer
growth and (ii) history showed their customers materially increased their spend with The second measure is did the Fund perform well compared to its investment goals and 
Chewy year-over-year. Combining (i) and (ii) suggested strong revenue growth, although benchmarks?  While pick companies we invest in stocks, so how did those stocks perform?
accepting that much of the cashflow would be re-invested in marketing and expansion. 
In practice revenue growth was lower than expected (16% vs 20+%) and Chewy was, Here the answer is not so good.  The Fund returned 15.4% (net) through 2021, which is
not surprisingly, heavily affected by the supply disruptions and price increases in the in line with our 15% pa objective.  But the ACWI benchmark returned 24.7%.  We're not
second half of 2021. panicking - we expect the benchmark will beat us about a quarter of the time, but that

we'll still outperform handily it over the long-run.  But it still irks.
Two other companies had significant struggles in 2021.  Alibaba and Baidu are Chinese
tech stocks - Alibaba is akin to eBay and Amazon while Baidu is the Chinese equivalent of So, given the strong earnings growth across nearly all the companies the Fund was
Google.  We find China a little perplexing, in an investment sense.  On the one hand invested in why then did the Fund under-perform the benchmark?  It's very hard to
there's a huge population that is becoming wealthier and is developing more divine exactly what's moving share prices on any given day, but we can make two
sophisticated consumer tastes.  On the other there's an (increasingly) authoritarian observations.  Firstly, for some reason the Fund's portfolio proved very sensitive to the 
government and some major economic faultlines. Through 2021 Alibaba and Baidu situation with Covid.  Each time Covid flared in the northern hemisphere the Fund took
delivered as businesses, but ran foul of the Chinese political power structures.  Alibaba a hit.  In May (slow vaccination rollout), September (Delta) and in December (Omicron)
in particular, as the largest and most prominent of the Chinese tech firms, was singled out the Fund dropped by 6-10% in a month.  But when it appeared Covid was clearing and

This factsheet provides key information about the Lighthouse Global Equity Fund.  It tells you how the fund has performed and it will help you to compare it with other investments. It is based on information that we believe to be accurate and reliable
but we can't guarantee that this is the case.  The returns information uses a blend of this fund, across its full history, and returns from a wholesale fund Lighthouse Funds manages that uses the identical strategy.  Values that include returns from the
wholesale fund are shown in lighter grey.  Past performance does not guarantee future returns. For more information refer to the Product Disclosure Statement, the latest Quarterly Fund Update, or contact us at enquiries@lighthousefunds.nz
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was receding behind us (in June, and again in September and October) the Fund bounced
back extremely strongly.  We think that was a mood and sentiment thing, because we
don't see how the Fund's investment companies were themselves unduly sensitive to
Covid.

Secondly, the Fund's portfolio has been more sensitive to interest rate fears than has the
benchmark.  Note we say "fears".  We believe these companies growth rates and pricing 
power protects them from significant damage from inflation and interest rates over the
long-term.  But in the short-term the fear and panic means there are less buyers of their
stock and so the share prices sag.

Overall the combination of these two effects has been that 2021 has seen much higher
month-to-month volatility than we have come to expect from this Fund.  We didn't see
any month-to-month changes in the prospects of the companies the Fund invested in,
so this volatility has really been driven by factors outside our direct investments.  But it's
clearly a reality we've encountered in 2021.  We'll be happy if it subsides back to more
normal conditions through 2022.
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