


Simon says Westpac has been rebalancing
its clients’ portfolios in order to address the cash
imbalance.

An initial asset allocation will change over
time, he says.

“Rebalancing has been a critical strategy in
the current market, because the natural default
is that cash allocation had a greater allocation
due to the fact that growth assets have come
down. Naturally, when clients rebalance and
reset, you're moving away from cash into growth
assets.”

But Simon says it’s still important to make
sure clients are “maintaining a minimum cash
reserve to access for immediate needs and short-
term needs”.

“Let’s say, for instance, a client has got 25 per
cent of their original portfolio in cash and 75 per
cent in growth assets,” he says.

“If growth assets reduce in value or perform

worse than cash, [then] at the next checkpoint

meeting, the allocation to cash is made greater
than the 25 per cent. If it's now 30 per cent, what
we do is rebalance the client back to the original
asset allocation. So e ectively, that would mean
reducing the cash component by 5 per cent, then
replacing that into the growth assets to get that
back up to 75 per cent.

“A couple of things we are doing - which
means that over time the cash component is
reducing - is, for instance, the concept of dollar-
cost averaging.

“Our clients invest the same amount of
money spread over a period of time and make
regular contributions rather than investing one
lump sum.”

is minimises the risk of clients investing
into a market at its peak.

“One of the outcomes is that the client is ef-
fectively employing the principles of buying low
and selling high,” Simon says.

“By default, they're slowly reducing their
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cash component. So part of the strategy is that
they gradually get into the market by reducing
their cash component over time and, obviously,
increasing their market-related growth assets at
the same time.

“During the initiation of the GFC, a lot of
our clients became quite scared to put all their
money in at once. A strategy we adopted was to
defer the investment over a period of time. We're
finding that over the last couple of years people
are gradually getting most of their dollar-cost
averaging strategies completed.”

Peter Forrest, head of cash product for
Macquarie Adviser Services, saysane ect of
the GFC may be that long-term cash holdings
in portfolios are higher in future than they were
previously.

“We're seeing advisers will continue to have
demand for cash and cash products, through
good times and bad, because of their ability to

provide capital security,” Forrest says.
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“This means customers are still after simple
products that offer a good return.

“Advisers are always looking to mix their
portfolios on behalf of their clients, so it will
depend on individual situations; but we're seeing
cash, in a medium- to long-term strategy, form-
ing a bigger part of assets compared to how it
was a few years before.”

Forrest says the demand has prompted Mac-
quarie to swiftly provide enhanced cash products
to its custometrs.

“We continue to develop our cash products
to have strong functionality and [we] invest in
technology to enhance this,” Forrest says.

“We also provide competitive interest rates,
as well as a focus on our service and on the rela-
tionship with our advisers to continue to support
them.”

NAB also chose to revise its cash product
offerings after the move to cash during the GFC
“reprogrammed” an appreciation for the defen-
sive asset among advisers and investors.

“We're been improving our existing product,
the National Cash Manager Account,” Premier
says.

“The features we are focusing on are a com-
petitive interest rate paid on the entire balance;
providing a flexible commission structure, obvi-
ously for the professional planners; and we also
have the rebate commission returned back to
clients. It offers a dedicated service team specifi-
cally for financial planners so that they can call us
and get assistance and help.

“The growth rate we were experiencing
(during the GFC] was 19 per cent [per annum],
which was obviously at its peak and was very
strong. At the moment, we're finding that cash
is growing at around 8 per cent [per annum) so
it's not growing as fast as what it was during that
period, but we're still getting significant growth
in cash.

“It is a rebalancing by customers, and also

"We're seeing
advisers will
continue to have
demand for cash
and cash products’

financial planners, as cash has become part of the
diversification of investment strategies for the
individual. They're paying attention, seeing cash
as the viable asset class now.’

Simon adds that because “the demand for
credit in this country significantly outweighs the
amount of deposit holders” it's now a wonderful
environment for investors.

“They can actually get a much higher rate in
comparison to what has ever happened before,”
he says.

“So one of the outcomes of the GFC is the
fact that it is very expensive for banks to access
cash overseas, which means that they're looking
to their domestic customers to access cash to
allow them to lend at a more competitive rate.
They're certainly fighting for cash from custom-
ers and obviously offering a higher interest rate
to what’s ever been [offered] in the past”

Keeping cash products relevant is vital to
Premier and his team.

“We're working closely with [the] financial
planning community,” he says.

“We believe that the product we've got out
there is a great offer for clients and financial
planners. It also offers advisers the features of a
traditional banking product with flexibility that
they're used to.

“We're very excited that we're able to meet a

need in the marketplace and we've been getting
very good feedback.”

The surplus cash in the market has cre-
ated more competition between banks and the
products they offer. While this is seen as a win
for investors, it’s less clear how long this situation
will last.

The Australian Government Guarantee
Scheme for Large Deposits and Wholesale
Funding closed to new liabilities on March 31,
2010.

This meant Macquarie’s then-$9.9 billion
Cash Management Trust (CMT) - the oldest in
the country - would no longer be subject to the
wholesale guarantee.

Macquarie proposed to convert investments
in its CMT into investments in an at-call Cash
Management Account (CMA), a product that
would continue to be covered by the Govern-
ment guarantee,

Forrest says there are a number of key differ-
ences between the CM'T and CMA.

“One of the most significant benefits for
investors [is] that the Macquarie CMA offers a
higher rate of return than the Macquarie CMT
did,” he says.

“Investors were able to transition from the
Macquarie CMT to a Macquarie CMA while re-
taining the same functionality, BSB and account
number, with no interruption to service.”

With cash expected to settle back to tradi-
tional long-term portfolio allocation levels, prod-
uct providers nevertheless expect good demand
for cash-based offerings.

Premier predicts that in the next 12 months
“[what] we will see is that clients will start to
[prefer] cash products, particularly as clients
approach retirement age, as well as seeing the
benefits of a flexible cash product, where you
may be able to park cash for a period of time and
then utilise it for another investment”.

“Cash will actually become a much more vi-

access and a dedicated service team...
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able asset class as part of the overall portfolio for
the client,” he says.

Because of this, clients are now asking where
cash should sit in their portfolios and how much
is actually appropriate.

“We advise that clients seek the advice of a
professional financial planner,” Premier says.

“Because of the different needs of every-
one, it’s very difficult to generalise for every
case. What we would suggest is that they look
carefully at the interest rate and the features of
the cash management product to make sure [it
meets] their circumstances.”

Michelle Hutchison, consumer advocate at
financial comparison website RateCity, says the
average online savings account is currently offer-
ing very good rates for savers and is therefore an
ideal option for those who want certainty.

“The average online savings account rate has
increased by 29 basis points, from 4.77 per cent
in June to 5.06 per cent in October,” Hutchison
says.

“While this is the average, there are even
better deals on the market. For instance, Virgin
Money's Virgin Saver is at 6,75 per cent,
although it’s only for four months, and UBank’s
USaver account is offering 6.51 per cent”’

Hutchison says when it comes to term
deposits, there haven't been major movements
overall from the four major banks, meaning rates
may have hit their peak.

“With the higher costs of funding for institu-
tions, it’s likely that these high term deposit rates
could be starting to fall,” she says.

“This means that if you're thinking about
locking in a term deposit, now is the time, as you
could miss out on significant savings.

“For instance, by locking away $50,000 into a
12-month term, at 5.96 per cent, you could earn
almost $3000 at the end of the term. Compared
to a rate of 4 per cent, for instance, you could

miss out on almost $1000 of interest.”

“This means that
if you're thinking
about lockingin a
term deposit, now
is the ime’

Hutchison says three-month term deposits
are the most popular among investors, and “we
have noticed that they have dropped by 119
basis points since June, to an average rate of 3.60
per cent’.

“Average three-year terms have also dropped,
but only by 16 basis points and are at 2 much
higher rate than the average three-month terms
at 6.28 per cent,” she says.

“Average 12-month terms have not moved
since June, while six-month terms have increased
by six basis points. One-month terms increased
the most out of the term deposit rates in the
study by 130 basis points to 4.90 per cent.

“This shows that there are currently much
better returns for long-term term deposit ac-
counts than short-term accounts.”

Although online savings accounts appear
attractive to the average person, Hutchison
recommends that they be examined with caution
both by investors and advisers.

“[They] need to be careful of the terms and
conditions associated with each online savings
account as some have restrictions on how much

you need to deposit or [the] minimum amount

of withdrawals per month to be eligible to receive

these high rates,” she says.

“For example, with the UBank Saver ac-

count, you must set up an automatic savings plan

and deposit at least $200 each month”

Simon says tying down money for a set
period of time is a factor that should also be
considered beforehand.

“Even though term deposits offer capital
security guarantee and reliable income, the
problem with this is firstly, the opportunity cost,”
he says.

“Once they're locked into that term deposit
there’s an opportunity cost for various differ-
ent areas, one of them obviously being growth
markets. If you've locked in that term deposit,
you're not accessing growth markets so there’s a
real opportunity cost there.

“The second is interest rates. If you're in an
increasing-interest-rate environment and you're
locked into a term deposit account, you're fixed
at that particular rate and you can't change that
until the deposit matures.

“The third trap would be the fact that all
clients need to have a cash reserve where they can
have immediate access and immediate liquidity
for unforeseen and emergency circumstances.
Money is tied up in a term deposit because of
illiquidity and [this] prevents people from ac-
cessing [it] at short-term notice. These are the
three real traps associated with cash.”

The CoreData-brandmanagement Australi-
an Cash Report estimates it will take ‘somewhere
between two to five years” to return excess cash

allocations to longer-term historical levels. m

Note: The RateCity study was conducted in
October 2010. Term deposit rates are nominal rates
based on a balance of $50,000.

NAB Cash Manager is
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Here to
shake

things
up.

NAB Cash Manager offers a competitive interest rate, all the access options your
clients expect from a major bank such as Debit card and cheque book, plus a
dedicated service team to answer your questions and cut down the paperwork.
But more importantly, it offers more choice for both you and your clients.

To find out how NAB Cash Manager can shake
things up for you today, call 1800 036 171 Monday to Friday
9:00am-5:30pm EST or visit nab.com.au/adviser

Please consider the Terms and Conditions, available from NAB, before deciding on this product. National Australia Bank is the product issuer. ©2010 National Australia Bank Limited
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