
f f i" t i  '  xANc E

How
shares,
have no

ll A ll \., .- ffi €s$€R..H ,..ffiBulldtng awffiffi
put your money to work by investing in

to take up the suggestion because you

Power guide you through the basics of

!ffi1^ n r-inrn .nimal kingdom has its 
'Big Five' - the .,
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i otonheni tho lconard the lion. the white rhinoceros :
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A and the Cape bufialo. These majestic animals rvere i'

traditionally the most desired targets of the big game hunters

hrrr rnrtlr iharr ̂ rA thc nrirle of the African continent and the
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main dravr card for tourists on safari. So, too, the urvesftnent

world has its orrm Big Flve. These draw cards are the major

asset class cash, fixed interest' Auslralian shares'

nrnrrortv and international shares.y f  vye r

understandjng each of the major asset classes is one of the most

important aspects of managing a successfr:l portfolio. Aportfoiio

is yow individual collection of jnvestrnents' Each asset class has

a role to ptay in a diversified portfolio and each asset class needs

to be understood completely before you make any decision as to

which individual assets to purchase (see Table i)'

Tr**9*ng tlie Sig Five

Diversification, or spreading your risk, ca:r be summed up by a

phrase that we have all heardbefore: 
'Don't put all of yor-ll" eggs n:)

one basket'.while that sentiment certain$ captwes the essence of

the iszue, it provides littte guidance as to the practicat implications

of how diversificationplays a roie in an investor's porfolio'
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Growth
Not good for Wealth

a c c u m u l a t i o n  ' ' : ' ' :
:

Likely return over Low (CPl plus I cw (Cpt ptus 2.5%) 
Medium to high

S-year period 2.5o/o) 
L\ (CPl plus a%)

All income Franked income
Type of return :l:.:.:,: 

' " Income taxable
taxaole 

vv' ' 'v rw\sv'v 
Capital gain

-, lVciaxongrowthofi t . lvestn.tenturt i Iso|ct.S|.tareincome(dividenrJs)provides

,rer-nrrssion from 'You Don't Have to be Rich to Become Wealthy The Baby Boomers lnvestment Bible' Wrightbooks).

Wealth accumulation Stabilitlr Liquidity
Stability
LiquidrW

No
Exposure to underlying
globaleconomic groMh

High

Medium to high (cPl 
High (cpt ptus 4.5%)

plus 4%)
Income lncome
Capital gain CaPital gain

Likely risk
(volatility)
Tax effective

None Small

No

Medium to High Medium to High High

yes* yes*

Exposure to underlying Inflation hedge
economic growth lncome ProducerRole in portfolio Liquidity

lmpoftance to
long-term returns 

srrall

No
lncome
Stability

Medium HighHigh

I:- summary by combmrng a number of asset classes, you are

able to build a well dlersified portfoho that generates long-

term returns wrth less volatility than rrvesturg in only one asset

class and without givrng up that much in tnvestmeni returns.

Etruy dog has its dry
Tabie 2 on paqe 44 lists the returns for the different asset
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class for a l2-month period is highlighted in blue and the

vuorst performrrg asset class is highlighted m lied:.Yorr. can

see that every dog does indeed have its day

The choice of which asset
classes to invest in, and how much
of your portfol io should be directed

to each asset class, is the single
most imporlant determinant of

investment returns.

For example, internationa-l shares have delivered a return as

hicrh as +60 g6 nFr ^^h+ ^,,^*+r-^ o^ .r-Ay ncriod and a retUfnr uv r r  oD  I  UV . .7U  yE l  UV .LL l .  UVUI  U IU  t r ' - r - yVc l ' !  Ps I r vu '  Q fu  q  r v r

as low as -34.45 per cent. Cash has deliverbd a return as high

as Ig t I per cent, and a return as low as 4,77 per cent. Cash has

been thc hir-rhpst-nerformino asset ela^^;- r^"- ^"* ?f thel vE r l  L l l e  I ! . L l 1 rEJL -Pv  * - - - .  - . - 5J  r l l '  t uLu  yuanJ  \ r uL  (

24 and, fhc urnrst-nerfnrmino asset r:lasq in five vears otrt of 24a  r ,  q r v  L t l g  v v v r D L  y u r r v f
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in the rioht mix of esqets it is imnortant to understand that
u l  L t t u  r  r y r f  L  r r r r / r

rho :nr-.rrnnrirta al lor-at inn r lenencls On rrnrrr indirr idrral r isft
t I . t u  c t l J y lw }J r l qLE  @uuoL I \ J I r  ucys r l va  v r r  I vu r  r ' r r s

tolerance, your return needs and how Iong you plan to hold

your money in tnvestments.

T\rnir-allv inrresrors fall into one of the following categories

I conservative

I moderateiy conservative (cautious)

I moderately assertive (balanced or prudent)

I assertive (growth)

I aggressive (high growth).

An enrr roqci \ ro  in l /e^+^-  ' , ' i l l  hr r ra :  h ia lp l  nrOnOf i iOn Of  r^ ; fOWlhru l  dggIEJJ1vC ulvLJ[ \ r I  VVIL!  l ro 'VE Cr rU9l rEr  Prvyvr  ( rvr l  vr  Yr \

assets ur hts or her portfolio than a conservative mvestor
, f ayn r r r ' l . r J  1do^+o  a76  rann*n  +1 . r f  r r n  1 i n1zo6 ]  t n  t he  t  t nS  and  dOUmS
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of the markets, such as shares and property Defensive assets

are typicaliy cash and fixed lnterest because such asset classes

are generally not lurked to the ups and dorms of the market.

A conservative investor may prefer a mix of 70 per cent
i -  . i^f^-. ;"^ .d.6+q :n j  ?0 nor r-cnt in CrrOrnrth aSSetS.. l l l  ( t g l Y l l D I V g  c l D J Y t D  q r r q  v v  y v r  v v r r L  r a r  Y r v Y Y
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r-cnt orornrth a.s.sets end l4 ner cent clefensive assets An
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:anrocc i r ra  in r roq tar  i c  l i kahr  to  har re  
' l00  

npr  r :en t  o f  h is  o t  hgr
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assets in shares and propert\r
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Mar-82
Mar-83
Mar-84
Mar-85
Mar-86
Mar-87
Mar-BB
Mar-89
Mar-90
Mar-9'1
Mar-92
Mar-93
Mar-94
Mar-95
Mar-96
Mar-97
Mar-98
Mar-99
Mar-00
Mar-O1
Mar-02
Mar-03
Mar-04
Mar-O5

Mar-06

TABI€2 THF PEmFSnr\44[sC= STAKES {FSR 24 YEARS AS AT Si F!6ARCSi
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3.29
21"50
1B.OB

1 8 , 0 6
6.00
2.37
1 2 . 8 0
1 2 . 5 6
1 5 . 6 8
6.65
1 . 7 9
1 1 " 8 1
2.36
1 0 . 1 4

-2.92

19 .90
41 ,33

10.06
I  z - .oo

1 0 . 5 0
16.72
1 Q  A A

2.49

-3.82

I  z . v5

1 . 1  / a

1 A  1 7

t 5 . 6 2
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.The first number that appears represents how many times the asset c/ass was the best-performing asset in a parlicular year, and the second number represents
how many times the assef c/ass was the worst-performer in any one year. Reprinted with permission from: 'You Don't have to be Rich to Become Wealthy: The Baby
Boomers lnvestment Bible' (lVrightbooks).
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7.85
7 . 1 4

5"09
5.24
6.36
4.77
4.95
u . t l

5.56
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they deliver reg'ular urcome in the form of Cividends and rent,
rrihor +har nani+:l r-rrmnrthI C1Lll(tl LtJ,O-Ir UClyrtCU VrUvv rrr.

E de n"tiryi nS 5-'o ur l'l s k1l"e"ii; l"ur tre de - *fi
a

l+:^;**^-+a*{ ra a-*-^^l^+^ +L^ r i tF^-^nCe betWeen inCOmerL rD uIrP\Jr [cLIlL LU O.lrPrUurcltg UlE \.rrrrErc

and capital growth when working out the returns on your

invesfinents.You will aiso need to understand the risks you are
ianinrr rxrhon inrroqtinrr anrl thon tailnr a cfrato.fir tn rnafnh

4 a  v  V v  L u  l : ,  '

personal risk profile,
:

Tn rronaral fho rnnre riqlz rrnrr aro rnrill iner tn tel'o iha rrraefor
,  r f  a v  f  f  r v .  v  r v  r \ 4 \ v l

the potentia-l return on yow investment. The'chosen mix
oierrnrnr fh anr l  dofonqi r ro acqafq in  a nar f inr r ' larnnr i fn ] in  iq

deqirrnod tn nrarfo a sner-.ifie risk/retrlfn trade-Off that OfferS

you the opportunity to achieve a certain rate of return on
your investrnent in exchange for your wiJlingness to accept
a certain amount of risk. The recommended timeframe for

4 A

investing increases as the risk in each investrnent profile

mcreases. Likewise the reward for investinq in hiqher risk

investments is gireater.

A conservative investor is typically risk-averse and is not

willing to tolerate significant investment losses while an
-^^^-+,i" irre investnr n.r1rst.les hjoher lOncr-termc l )>Y l  l JVc  \ J r  o .9v lgDDrvv  u rvsDLv f  PuousJ  r [ v r rE r  l v r r v - r s r r r

ratrrrnq and ic nrolraro tn tako erraatcr risks Ar:r:orrlino toa ! ( l ! 1 1 9  s l u  r 9  y r v y u r v  L v  L 4 \ v

research house van Eyk, the average arrnual longterm return

for a typical conservative portfolio has been around l0 per
^^-+ ^r '^7 ^  27 ^^- ;^A r" r l r i la  :  f in in : l  a ,^r r^r reSSiVe nOft iOl iOue. t l t  \JVEI  c t  \J l -PcI  rvL1,  vvr .Luc d ty lJ l9o j  c lv \ . l rsDDlvE y\J l  Lru l ru

delivered an average arnual return of just under l5 per cent
over the same 37-period.

Rebalanclng * th* ff i issrng $ink

Asset allocation is the support system for a successfi:l
investrnent portfolio, and the practical application of
diversification. However, the most important element of the
an i i r a  -aa r i n11  : l l nae t i nn  l 1 r7^ ' , ^oe<  i c  qnma ih i r r r  f he t  i c  r e ro lerulre magtcal dxoL**-.. ^- ,-melnlng inal ls ralely
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