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EQUITIES: IT IS NOT THE TIME TO 
SWITCH TO CASH

This trend towards cash has been evident over the past 
year in the wake of the higher returns (of around 7.0% p.a.) 
offered by bank deposits and money market funds compared 
to riskier equity holdings. 

LEARNING PLANNING LIVING

THE MAGIC OF DIVERSIFICATION

REMEMBER when it comes to investing, risk and reward 

are very closely linked. All investments involve some degree 

of risk. The reward for taking on risk is the potential for a 

greater investment return. If you have a financial goal with 

a long time horizon, you are likely to make more money by 

carefully investing in asset categories with greater risk, like 

shares or property, rather than restricting your investments 

to assets with less risk, like bonds or cash equivalents.

Poor equity performance has dragged down the returns of 
well-diversified multi-asset funds: the average low-equity 
multi-asset fund delivered only 6.3% p.a. over the three years 
to 31 July 2017, and the average high-equity multi-asset fund 
(the typical “balanced” fund) returned only 5.5% p.a. over 
the same period, according to Morningstar. Compare these 
returns with those of the past 15 years, where high-equity 
fund returns averaged 12.5% p.a., and low-equity funds 
averaged 10.0% p.a. 

However, anyone reducing their equity exposure and moving 
to cash now would be getting their timing wrong by being 
too late. Current valuations show that prospective returns 
from equity funds are higher than those from cash assets, so 
anyone doing so will be exposed to falling cash returns in 
future, and will miss out on improving returns from multi-
asset funds. 

Members need to take a longer-term view and trust that fund 

performance will recover as markets do. 

REMEMBER for periods longer than 10 years, the local 
equity market (shares) has never recorded a negative return. 
History has shown that in the long run the equity market 
rewards an investor with inflation beating returns, but to 
be able to reap the rewards the investor must be able 
to tolerate short-term swings. To remain invested in the 
investment markets is more important than market timing. 
The longer you stay invested in the market the better chance 
you have that the market will carry through their normal 
cycles and for your to reach the investment targets.     

Historically, the returns of the three major asset classes 
(shares, bonds and cash) have not moved up and down at 
exactly the same time. Market conditions that cause one 
asset class to do well often cause another asset class to 
have average or poor returns. By investing in more than one 
asset class, the risk that money will be lost will reduce and a 
portfolio’s overall investment returns will have a smoother 
ride. Asset allocation is therefore important because it has a 
major impact on whether financial goals at retirement will be 
met.  In fact, choosing the right combination of asset classes 
is more important and is proven to deliver better results 
than deciding on which individual investment managers to 
invest with. 

It is for this reason, that the Trustees of the Fund offer 
portfolios with a high equity (share) content especially 
for younger members who still have a long time horizon 
(time to retirement) and who are able to take on additional 
investment risk. However, it is important to note that 
currently legislation requires that not more than 75% of 
a retirement fund investment portfolio can be invested in 
equities (shares) whilst the remaining 25% must be invested 
in property or fixed interest instruments such as bonds 
and cash. There is also a limit that not more than 30% of a 

pension fund’s assets may be invested offshore.

The practice of spreading money among different investments 
to reduce risk is known as diversification.   


