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To be or not to be defensive

he negative returns of equity

markets have been well
documented. Most investors
appreciate that markets have their
ups and downs and can tolerate
negative returns to some extent.
But the extent of negative returns in
recent months has many investors
asking themselves a big question —
do | hold on and ride this through,
or should | move to cash?

This may sound like a simple
question, however, there are a
number of factors to consider,
making the answer anything but
straight forward.

Many investors simply look at

the immediate question that is
confronting them. Should | move
out of the market and into cash?
This is only one side of the equation,
as at a later point another question
will need to be asked. Should |
move back into the market?

Timing the market correctly is
extremely difficult and you might
be lucky to get one decision right
but it can be quite easy to get both
decisions wrong. When an investor
gets both decisions wrong, it's the
bottom line that will suffer most as it
will cost them money. In most cases
it is likely the investor would be
better off maintaining their original
investment position or allocation.

There is also the psychological
element to investing and making
such decisions. Investors need to

be comfortable with how their funds
are invested and need to be able

to tolerate the ups and downs of a
market, especially during a sustained
period of negative returns.

There is little point for many
investors to remain fully invested in
equities at all times if they are
worried constantly about their
investment going backwards. This
is important especially if it
preoccupies their life and

affects their sleep at night factor.

Given the level of negative returns,

a 12 month term deposit rate of

8 percent, for example, may look
quite attractive. Cash, often referred
to as the risk free asset, may be seen
as quite an attractive return that is
also a safe haven to provide the
sleep at night factor.

In terms of investing in share markets,
12 months is a short-term period and
markets can move significantly in the
space of a year. While it may seem
like it at the time, when confidence

in equity markets is low, a return of

8 percent over the next year may not
necessarily be the best return that
will be achieved.

It is interesting to look over the past
20 calendar years to see which asset
classes have been the best and worst
performers. Since 1988 Australian
equities have provided the highest
return on seven occasions and the
lowest return in only three years.
Cash on the other hand has provided
the highest return in only one year
(1994 at 5.4%) and the lowest return

on seven occasions.*

Assessing cash and Australian
equities alone, however, is a very
narrow view and ignores the
performance and merits of other

asset classes. This can be fraught

with danger as a diversified approach
to investing is one of the primary
means to reduce an investor’s risk.

If the decision has been made to
enter the less volatile haven of cash,
noting the challenge is in timing the
market, how long should an investor
remain out of the share market and
invested in cash? Just as it is not easy
to predict when equity markets will
head south, it is not easy to predict
when they will pick up again.

It can be the case that the best
returns are in the early stages of

a market recovery. So if an investor
is not invested in equity markets,
then they will not participate in the
improvement in returns that can
often be sharp and unexpected.
Maintaining even a reduced level
of exposure to equities in the
short-term may prove beneficial in
the long term.

When returns are poor and investor
confidence is low, it is not uncommon
to think that any improvement in
returns, let alone to the level before

a crash or downturn, is going to take
quite some time. The market often
surprises us!

Remember September 11 in 2001,

an event like no other in history. It
severely impacted global confidence
and amid so much uncertainty



had share markets around the world

heading south in unison.

Yet even at that low ebb, it took only
26 days for the Australian share market
(S&P/ASX 300 Accumulation Index)

to recover and make up lost ground to
reach its pre September 11 level”

Being able to time the market is the
biggest challenge faced by investors
and one that is rarely won based on

past history. Moving to cash and
seemingly taking the safe option,
after a period of negative returns or
market uncertainty, may seem like
the best thing to do at the time, but
if history is any guide it is not always
the best option.

The sleep at night factor cannot be
forgotten and investors do need to
feel comfortable with where their

money is invested. The ability to

tolerate market volatility and in
particular negative returns, as well as
the length of time in which funds are to
remain invested, are two key elements
that an investor should discuss in
conjunction with a financial adviser.

This puts an investor in the best
position to balance the merits of an
investment strategy likely to achieve
sound returns while at the same time

ensuring their sleep at night.

* Asset classes assessed were Australian shares (S&P/ASX All Ordinaries Accumulation Index), international shares (MSCI World Gross Accumulation Index
in $A), Australian listed property (S&P/ASX Listed Property Trust Accumulation Index), Australian fixed interest (Commonwealth Bank Bond Accumulation
Index), UBS global government bond index (hedged $A) and cash (UBS Warburg Australian Bank Bill Index).

ASource: ING Australia Ltd

When is the right time to invest?

question often asked is: when

is it the right time to invest?
Investing would be simple if you
could always pick the best time to buy
and sell. Generally there is no perfect
time to invest, rather the main thing is
to start investing and keep at it.

That's why a better approach for
many investors is a simple principle
called dollar cost averaging. We
use dollar cost averaging when we
are investing in anything that may
go up or down in value - like shares
and many of the managed funds.
With dollar cost averaging you
simply invest a set amount of
money on a regular basis over a
long period of time.

By investing regularly, you
automatically buy more units

Month ‘ Investment ‘ Cost per cow ‘
January $100 $100
February $100 $50
March $100 $25
April $100 $25
May $100 $50
June $100 $100
Total $600 | average $43
\'\,’Lalflzet $1,400  average $100

when the market is down, and prices
are lower, and less units when the
market is up and prices are higher.

So you don't need to worry about
where share prices or interest rates
are heading. By investing regularly
you automatically smooth out the
fluctuations in the investment market.

Let's look at an example of what
would have happened if you had
invested $100 a month over a six
month period in a fluctuating market.
Normally when you invest you buy
units or parcels of shares, but in this
example, we are going to buy cows!

In the first month we go to market
and the price of a cow is $100.

So we purchase 1 cow, take it home
and call it Daisy.

Cows purchased
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In the second month we go back to
market and find that the price of
cows has dropped to $50 per cow.
We are happy about this as our $100

can now buy us two cows.

Over the next two months the
market falls. We are a bit worried as
our cows are now only worth $25 per
head, but we stick to our plan and
buy four cows each month.

Eventually, the price of cows
recovers back to its original starting
price of $100. So happily we invest
our last $100 and buy one cow.

At the end of six months we have 14
cows which are currently worth $100
per head, giving us a market value of
$1,400. So we've made a profit of
$800 even though the price of cows
is the same as when we first invested!

So you do not have to pick the best
time to invest.

While there is no guarantee of making
a profit and no guarantee against a
loss, dollar cost averaging has proved
its value over many years by removing
the emotion out of investing.

In times of uncertainty, dollar cost
averaging can be a smart strategy.
If you would like more details
about this strategy, please
contact your financial adviser.



