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IN FOCUS

IFA FUND MANAGER WON'T EVEN TRY TO BEAT
THE LONG-TERM MARKET RETURN, SHOULD
INVESTORS EVEN CONSIDER EMPLOYING THEM?

SIMON HOYLE REPORTS.

GETTING WHAT

YOU PAY FOR

f youwere to draw conclusions about

thelikelylong-termreturnfrom
Australian sharesbased on what they've
doneintherecent past,you'd getavery
misleading picture.

Mark Hancock, an actuary and director
of Precept Investment Actuaries, says the
past five years have been quite unusual,
and herecently published a paper designed
toput the past five yearsinto context.

"Wefelt there's abit of an excessive
focusontherecent volatile and
unfavourable history of returns, and we
thought it was worth putting returnsinto
alonger-term context — over a10- or 20-
year period," Hancock says.

"“You want to capture a good data period
without going too far back, to get amore
reflective indication of what the underlying
trends might be going forward.

“Inmy opinion, 20 yearsislong enough
tobeindicative.

"It probably would not belong enough

tobe exactinastatistical sense - you
probably need to goback 100 or 200 years.
Butthe economy changes so much over
that time, so you start to ask, well, isit the
same sort of economy now?

"Going back before 1983 means you're
operatingin a pre-deregulated currency
market, and under the gold standard, and
thingslike that.

"We've had a brieflook at the 30-year
numbers and they're not that different.
They're actually slightly better ona
30-year basis."

Hancock says there are several

. keymessages from a sober analysis of

long-termreturns.

“The key messages are [that] patience
isrewarded; and not to panic; and not to
confuse daily volatility with long-term
volatility," he says.

“"Andmore so for aretiree, a separate
message would be [that] the biggestriskis
not what your shares are going to do, up or

down, today or tomorrow, but what are
they going tobe worth in 20 to 30 years, in
your retirement?"

Hancock says therecent past has
beenvery different to the whole of the
past 20 years. :

"The worst three yearsin the past 20
occurredin the past six [years], he'says.

"The worst three yearsin thelast 20
were'08,'09and '12. Two - '08 and '09 —
were shocking years, losing more than
10 per cent."

Wrongly assuming that the pastfive
years are typical could lead to some
seriously inappropriate decisions as a
long-terminvestor.

"You'd tend to belooking more at the fear
of loss of capital, rather than considering
the cumulative benefits of dividends being
reinvested,” Hancock says.

“Most investors tend to think most of
your gains come from the sharemarket
going up, whereas our analysis shows that's
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We’ve engineered a new team of Australian Equities

The AMP Capital Australian Equities team is driven by talent. Our team
includes industry performers who demand an adherence to higher principles
of investment. They meet our high standards. Now see if they meet yours.
Visit ampcapital.com.au/equities
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