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IS It time 1o
get back in?

The recent periods of sharemarket
volatility and uncertainty have
caused many investors to flee to
the safety of cash.

While cash is an important component in
any diversified portfolio, it is a low risk, low
return asset class which is unlikely to provide
the growth required to help you rebuild your
long term wealth,

This means that it may be time for you to
consider rebalancing your portfolio with

higher returning, and therefore, higher risk
asset classes, such as shares.

Four reasons to reinvest

As your financial adviser will tell you,
attempting to “time the market” - that is
trying to pick the best moment to invest
or divest in order to maximise gains or
minimise losses - is near impossible. It is
actually “time in the market” which is more
important to the overall performance of
your portfolio.
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This article outlines four good reasons
why it is important to ensure that you are
following a properly diversified investment
strategy that is in line with your long term
investment objectives.

1) The global economic recovery
is underway

After 18 months into the global economic
recovery, investors are now faced with a
situation where markets are neither cheap
nor overly expensive. In other words, there
are no longer obvious bargains to be found.
Even though cash returns for Australian
investors are attractive, investors should
consider speaking with their financial
planner about retaining a bias or heavier
waiting towards equities.

2) A better, if bumpy, year for
equities is forecast

In the year ahead, some believe equities are
going to be one of the best asset classes

in which to invest. They are likely to provide
investors with some modest returns, with
forecasts in the high single digits. However,
it is likely to still be a bumpy ride due to
volatility caused by market risks. Some
believe international equities may have
greater earnings upside and more attractive
valuations than the Australian market.

3) Other markets are also set
to improve

Real assets such as real estate and
infrastructure should also perform
relatively well in 2011 despite ongoing
market uncertainty. After a turbulent
2008, both listed real estate and listed
infrastructure posted very strong returns
in 2009 and 2010.

Emerging markets have solid medium
term prospects and acceptable market
valuations. This is despite some near term
risks such as a slowdown in China and
rising inflation which has the potential to
trigger tighter Chinese monetary policy.

Due to the likelihood of interest rates
continuing to rise, fixed interest assets
and global government bonds should be
approached with caution.

4) Diversification is a sound
long-term investment strategy

The theme for investors during 2011

is diversification. Global investment
opportunities should also be considered
based on your risk and return profile.
Although we may experience high volatility
and lower returns during the next 12
months, investors may consider maintaining
a bias to riskier or growth oriented assets
such as equities.

Chart 1
$200,000 === === === mmmmm o e e oo
$180,000 --------mmmmmmmmm e TR v -
! or D
Investor A AN /J
v
LT T i G e s T & vinvestor &2
$140,000 === === mmmm e A -
BIBOIO00 om0 S S 5 Foo - prreEOLEL
'
$100,000 ae -7 - oo e R R R
P £ © & & & 0
k "{90 '1’59 Q,QD 'LQ "{9 '19 "19 y

Source: Russell Investments, the red line (Investor A) shows the growth of a $100,000
Russell Balanced Fund portfolio from 1 January 2003 until 31 December 2010

What happens if | stay in cash?

Over dependence on more defensive assets
such as cash or bonds may provide you
with comfort that you are protecting your
portfolio against future losses, but this
strategy could actually end up costing you
more in the long term.

Let's look at what happened to the value

of a $100,000 balanced portfolio over a
seven-year timeframe. This model portfolio
represented in the chart above is owned by
four very different types of investors.

The ‘steady as she goes’ investor

In the chart above, the red line (Investor A)
shows the growth of a $100,000 Balanced
Fund portfolio from 1 January 2003 until

31 December 2010. By the end of last year,
it was worth $179,659. Investor A did not
change her long term balanced investment
strategy and as a result, her returns are now
creeping back towards their pre market
downturn high.

The switchers

The green, yellow and blue lines show how
switching from a balanced strategy to the
perceived safety of cash can negatively
affect the long term returns of your portfolio.

The green line (investor B) represents the
performance of an investor who panicked
and switched out of his balanced portfolio to
cash on 31 March 2009 and remained there.
Over the two year period he stayed in cash,
his portfolio returned $43,865 less than
investor A, who stayed fully invested.

The blue line (investor C) represents the
performance of an investor who waited

until the markets improved following the
global financial crisis and then switched her
investment to cash on 31 July 2009 and
then remained there. Over the 18 month
period she stayed in cash, her portfolio
returned $26,518 less than the investor A,
who stayed fully invested.

The yellow line (Investor D) shows the
impact on a balanced portfolic had the
investor waited to switch their investment
to cash until 31st December 2009 and then
remained there. Over a period as short as
one year he would have returned $6,855
less than the Investor A.

Investor A | Never $179,659 -

Investor B |31 March | $135,795| -$43,865
2009

Investor C |31 July $153,141 | -$26,518
2009

Investor D | 31 Dec $172,804| -$6,855
2009 )

As you can see, switching to the perceived
safety of cash significantly affected the
portfolio returns of investors B, C and D.
This example illustrates that the longer you
remain in cash, the greater investment return
you potentially miss out on. When adjusting
your investment strategy, it is important

to make sure that it is in alignment with
your own personal needs and investment
objectives not based on what’s happening
in the market.

But what if the market goes
down again?

There's little doubt that markets take time
to recover and volatility is a normal part
of any market cycle. It's important to
remember that down market cycles don't
last forever so that's why “time in the
market' should be your priority if you
want to build long term wealth.

We've historically seen that markets always
bounce back, and a portfolio diversified across
a number of asset classes and investment
managers is a prudent way to manage your
investments. This is a sound strategy to help
you weather all market conditions.






