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Looking forward, looking back

Lessons from history

The 2009 Vanguard Index Chart tracks the returns of
the major asset classes from 1 July 1970 to 30 June 2009.
During this time Australia has witnessed four recessions,
eight prime ministers and numerous political and
economic events.

The index chart illustrates the cyclical nature of
investment markets with movements reflecting the
economic situation, political events, market sentiment
and many other factors. So what has history taught us?

Lesson 1Long term investors reap the rewards
History proves that long term investors have been
rewarded for their patience.* For example, $10,000
invested in the US share market index (unhedged) in
1970 would have grown to $601,747 by the end of June
2009. Over the same time,$10,000 invested into the
Australian sharemarket would be worth $453,165.7

Lesson 2 Timing the markets is difficult and
can be costly

Selling when markets retreat crystalises losses. Not only
that, the opportunity costs of foregoing future growth
can be high.

If you invested $10,000 in the Australian sharemarket
in June 1970 and missed the single best monthly return
of 25.5 per cent in October 1974, it would have cost you
a total of $92,109 and reduced your investment to
$361,056 at 30 June 2009. Missing the two best months
(October 1974 and January 1975) would have reduced
your final balance by 33.8 per cent or $153,215 to just
$299,950 over the same timeframe.*

Interestingly, the two best months in the Australian
sharemarket (October 1974 and January 1975) occurred
after the worst decline experienced since 1900. Against the
backdrop of the OPEC oil crisis, Australia like many western
economies was struggling with stagflation, a recession
combined with excessive inflation (above 15 per cent),
rising interest rates and a falling Australian dollar. Investors
might understandably have pulled their money out of the
market, but had they done so they would have missed a
25.5 per cent rise in the market just two months later.

In contrast to the situation of the mid-1970s, the
current financial crisis has not yet dragged the Australian
economy into recession; interest rates are at historic
lows; and inflation remains within the Reserve Bank’s
target band of 2 to 3 per cent.

Lesson 3 Investment markets trend upwards
Luckily for investors, positive returns have outweighed the
negative across all major asset classes over the last 30 years.

Since 1979, Australian shares have delivered positive
returns on 25 out of 31 occasions on a financial year end
basis, returning an average annual return of 12.7 per cent
to 30 June 2009. Over the same timeframe unhedged
international shares have delivered positive returns
on 23 occasions delivering an average annual return of
10.4 per cent.

Lesson 4 Investment markets take time

to recover

It can take time for investment markets to recover to
their previous levels after a fall. The value of $10,000
invested in the Australian sharemarket in 1970, briefly
rose above its initial value in July and August 1976, but
did not permanently recover until July 1978.

If you had been out of the market during October
1974 it would have taken an additional twelve months
to recover your initial investment, which did not
permanently rise above $10,000 again until July 1979.

Lesson 5 Future returns are impossible
to predict
One of the certainties of investing is that markets will go
up as well as down. While staying the course won’t
protect you from market downturns it does ensure that
you are invested during the periods of market growth
that invariably follow.

Just like British rock climber Jerry Moffat says: “If you
don’t let go, you can’t fall off.”
* Past performance is not an indication of future performance
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Note: The above chart has been prepared using a logarithmic scale designed to show proportional increases and decreases in the value of each index (rather than changes in the value of an investment in dollar terms). For example, a 10% increase in the index is depicted by the same vertical
rise in the graph regardless of the dollar value of the investment, even though the impact in dollar terms of the 10% increase in the index may be significantly different depending on the amount invested at the time.
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Balancing risk and return

Diversifying across asset classes helps to reduce
volatility and smooth out returns over time. While
this strategy cannot protect you against negative
returns, it can reduce the impact of poorly performing
asset classes.

Asset classes perform at different times and can have
inverse relationships. Holding a diversified portfolio

reduces market volatility as returns from better perform-
ing investments help offset underperforming ones.

While investment market returns can be volatile
over shorter time periods, long-term average returns
have remained strong. This reinforces the importance of
staying the course and sticking to your strategy despite
short-term setbacks.

Ten year graph commentary

Be prepared for better times ahead

Financial Year Total Returns for the Major Asset Classes
International Australian
Australian Shares Australian Listed International
Shares (Hedged) Bonds Cash Property  Listed Property
1979 26.0% 17.2% 12.5% 16.3% -0.5% 10.0%
1980 74.3% 11.5% 13.3% 13.6% -1.2% 11.5%
1981 15.8% 13.0% 20.4% 21.6% 2.3% 14.1% 24.6%
1982 -29.0% -4.0% -10.4% -0.6% -5.1% 18.1% 3.6%
1983 34.7% 72.7% 49.6% 88.4% 25.6% 15.5% 23.7%
1984 13.5% 2.3% 2.0% -3.2% 21.4% 12.6% 35.3%
1985 36.5% 61.6% 29.9% 69.5% 17.0% 14.0% 11.8%
1986 42.5% 55.2% 34.5% 33.5% 20.5% 29.2% 18.3% 23.8%
1987 54.0% 32.6% 33.2% 17.7% 12.1% 17.6% 17.3% 41.3%
1988 -8.6% -10.0% -5.3% -15.5% 19.4% 12.5% 12.5% -2.8%
1989 3.5% 18.1% 18.3% 26.7% 3.0% 16.3% 15.7% -1.1%
1990 4.1% 1.9% 5.3% 11.5% 17.8% 13.1% 18.5% 15.2%
1991 5.9% -2.0% -5.8% 10.3% 22.4% 15.3% 13.5% 7.7% -15.9%
1992 13.3% 7.1% -3.0% 16.3% 22.0% 15.8% 9.0% 14.7% 6.9%
1993 9.9% 31.8% 17.3% 26.6% 13.9% 14.7% 5.9% 17.1% 28.3%
1994 18.5% 0.0% 6.7% -6.5% -1.1% 2.1% 4.9% 9.8% 8.4%
1995 5.7% 14.2% 3.7% 30.0% 11.9% 13.1% 71% 7.9% 7.5%
1996 15.8% 6.7% 27.7% 12.9% 9.5% 11.2% 7.8% 3.6% 2.4%
1997 26.6% 28.6% 26.0% 42.6% 16.8% 12.1% 6.8% 28.5% 35.7%
1998 1.6% 42.2% 22.1% 58.2% 10.9% 11.0% 51% 10.0% 25.0%
1999 15.3% 8.2% 15.9% 14.2% 3.3% 5.5% 5.0% 4.3% -6.8%
2000 13.7% 23.8% 12.6% 18.2% 6.2% 5.0% 5.6% 12.1% 14.1%
2001 8.8% -6.0% -16.0% 0.5% 7.4% 9.0% 6.1% 14.1% 38.2%
2002 -4.5% -23.5% -19.3% -26.3% 6.2% 8.0% 4.7% 15.5% 7.5%
2003 -1.1% -18.5% -6.2% -15.2% 9.8% 12.2% 5.0% 12.1% -5.2%
2004 22.4% 19.4% 20.2% 15.4% 2.3% 3.5% 5.3% 17.2% 28.7%
2005 24.7% 0.1% 9.8% -4.1% 7.8% 12.3% 5.6% 18.1% 21.2%
2006 24.2% 19.9% 15.0% 11.6% 3.4% 1.2% 5.8% 18.0% 24.2%
2007 30.3% 7.8% 21.4% 5.6% 4.0% 5.2% 6.4% 25.9% 3.0%
2008 -12.1% -21.3% -15.7% -23.4% 4.4% 8.7% 7.4% -36.3% -28.6%
2009 -22.1% -16.3% -26.6% -12.5% 10.8% 11.5% 5.5% -42.3% -31.2%
Best  74.3% (7) 72.7% (3) 49.6% (2) 88.4% (6) 25.6% (3) 29.2% (3) 18.5% (2) 41.3% (3) 38.2% (2)
Worst -29.0% (2) -23.5% (2) -26.6% (3) -26.3% (5) -5.1% (5) 1.2% (3) 4.7% (4) -42.3% (4) -31.2% (4)
Average 15.0% 12.7% 10.0% 14.6% 9.8% 11.1% 9.7% 11.5% 8.6%
(x) denotes the number of times each asset class was the best/worst performer during a financial year between 1979 and 2009.
Note: For the sources used in the table above, please refer to source notes on previous pages. Assumes100% reinvestment of distributions. Returns shown are before fees and taxes.
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A decade can make a world of difference. As these charts
show asset class returns can vary widely over each decade.
Nobody knows what the future holds, which is why invest-
ing based on past performance can be a dangerous strategy.
Take investors who decided in the 1970s and 1980s
that cash was a steady long-term investment. Interest rates
fell markedly over the following two decades, substantially
reducing returns. If investors moved from equities into the
better performing cash market in the 1970’s they would
have not only received diminished returns, but also forgone
the significant growth periods of the 1980’s and1990’s.

Diversification broadens your growth prospects
Investing in a single asset class not only increases risk but
restricts your exposure to market growth. Investing in
a broad range of asset classes, sectors and securities exposes

S&P500 (US) M Bonds M Cash I CPI

you to growth sectors in the economy and ensures you are
positioned to capitalise on upside growth when it occurs.
If you need some inspiration, take a look at the growth
of the different asset classes over the last 40 years.

There is no right or wrong time to invest but as history
shows being out of the market can be costly.

Charting history

A pioneer of the indexing approach, Vanguard is one of
the largest and most respected investment management
companies with more than A$1.4 trillion in funds under
management. In Australia, we’ve been helping investors
invest through low cost, diversified index funds for more
than ten years. Speak to your adviser about how
Vanguard’s index funds can help you navigate through
market ups and downs.

For more information call 1300 655 101,

visit www.vanguard.com.au

or speak with your financial adviser.

vanguard.com.au
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* Assumptions: No account has been taken for acquisition costs or taxes. All dividends have been reinvested
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