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August in review: 31 days of reality

InvestSMART Chief Market Strategist Evan Lucas puts the jump in market
volatility in context.

The record-smashing, asset-appreciating month of July was almost wiped from memory in the 31 days of August.

Here are a few pieces of data that make for ‘interesting’ reading from the trade in August:
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The return of volatility is probably the biggest story

from August.

The Australian Volatility Index, known as the XVI,
experienced its highest read of year as local equities
retreated from a record all-time high made on July 30.
The fall was attributable to the top-down and bottom-up

factors mentioned above.

We need to raise the issue of volatility due to its
influence on the investor psyche. There are many ways
that volatility plays with an individual’s investment
strategy, but the worst one is ‘emotion investing’ — or
should that be ‘divesting’. Volatility can set the scene for
an investor to make irrational choices where decisions
are driven by emotion. However, volatility and markets

have a natural symbiosis.

The existence of volatility in markets is one of the key
reasons that InvestSMART offers diversified portfolios.
Even the high-growth portfolio has exposures to asset
classes outside of equities which buffers your invested

capital from single-asset risk.

Let’s look at an example. If we consider the 3356 funds
classified as ‘Balanced’ in Australia where the average
weighting across asset classes is approximately 23%
domestic equities, 21% international equities, 34% fixed
interest (international and domestic), and 9% in property,

then the remaining percentage is in cash or money markets.

As we can see from the chart below, an investor in a
Balanced portfolio would have sailed through August
volatility relatively well, due to the diversified nature of
the portfolio. On average, their capital position would
have been kept intact. The pressure felt in the equities was

countered by the holdings in fixed interest and property.
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ASX 200 FY19 earnings season

Of those inside
the top 100

51%

missed earnings estimates

55%

of those outside
top 100

Materials
-7.8%

Chart 1: Australian Balanced Funds vs All Ords
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And this isn’t an abnormality in the data set. If we look
at the performance of a Balanced fund through the GFC
in 2007-2009, the Eurocrisis of 2011-2012 and the fear of
a China hard landing in 2015-2016, being diversified has
helped buffer invested capital from larger swings seen in

a single-asset classes (in this case the All Ords).

Chart 2: Australian Balanced Funds vs All Ords
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Chart 3: Australian Balanced Funds vs All Ords
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August presented a timely reminder that you should
evaluate your positioning, risk and time horizon
regularly. It may also serve as a reminder to not let
irrational trading behaviours impact your investment

strategy and goals.

Remember: ‘Time’ gives you ‘investment time’.

Diversified Portfolios

Individual capital performance of the securities held
by the Diversified Portfolios, with weightings varying
depending on risk appetite.

InvestSMART diversified portfolio holdings

Holdings ex Cash & Money Market (weightings vary between portfolios)
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.
Conservative

° Added 0.37% after fees in August as defensive

assets jumped offsetting losses in equities

° Domestic fixed interest 0.41%, International
fixed interest 0.25% and domestic property 0.11%

attributed to performance
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° International and Domestic equities both weighed

on performance

Balanced

° Added 0.01% after fees in August with defensive

assets managing to offset losses in equities

° Domestic fixed interest 0.37%, International fixed
interest 0.23% and property 0.12% attributed to

performance

° International and Domestic equities both weighed

on performance

Growth

° Contracted -0.38% after fees in August on the

slowdown in equities

° Domestic fixed interest 0.22%, International fixed
interest 0.16% and property 0.14% attributed to
performance, while domestic equities weighed on

performance -0.75%, international equities -0.1%

° Since inception the Core Growth Portfolio has

averaged 8.42% per annum

High Growth

° Contracted -0.99% after fees in August on the

slowdown in equities

° Domestic fixed interest 0.03%, International fixed
interest 0.05% and property 0.12% attributed to
performance, while domestic equities weighed on

performance -0.99%, international equities -0.14%

° Since inception the Core Growth Portfolio has

averaged 9.13% per annum

Satellite Portfolios

International Equities

° Contracted -0.49% after fees in August as global

equities gave back some of the gains in July
° All international holdings fell in August

° Since inception the International Equities Portfolio

has averaged 11.25% per annum
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Interest Income

° Added 1.24% after fees in August as bonds

registered their best month of the year

° Treasuries attributed 1.2% while cash declined on

global cash rates being cut.

° We would note the performance of the portfolio
currently is very strong on risk off sentiment, it a

period of abnormal appreciation.

Property and Infrastructure

° Added 1.01% after fees in August as property

continues to jumped on interest rate cuts

° Domestic property attributed 0.91%, international
property attributed 0.37%

° Earnings season did impact TCL (-0.39%) and
AGL (-0.17%) which weighed on the portfolio’s

performance.

Hybrid

° The total portfolio return was +0.07% and +5.75%
for the one month and 12-month period. Since
inception the total portfolio return is 5.37%, which

is 0.83% over its return objective.

° The RBA elected to leave the cash rate unchanged
at 1.00% though, the outlook is for further rate
cuts. Low cash and bond yields is driving investor
demand for higher yielding securities and asset

classes.

° August was a low-income month with two
securities MQGPD and NABPB trading ex-

distribution.

° Trading remains suspended in Axcesstoday
(AXLHA). The administrator expects 33 cents in
the dollar to be returned to the Note holders. The
position continues to be valued at cost until further

clarification.

Feeling the squeeze on your term deposits? Click here to

read our article on how a balanced portfolio could help.

For more information on our Diversified Portfolios, click

here.
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InvestSMART Group Limited (INV)

was founded in 1999 and is a leading Australian
digital wealth advisor which has over 32,000
clients and over $1.4B in assets under advice.
InvestSMART’s goal is to provide quality
advice and low cost investment products, free
from the jargon and complexities so commonly
found in the finance industry, to help you meet
your financial aspirations.


https://www.investsmart.com.au/investment-news/wading-into-riskier-waters/145957
https://www.investsmart.com.au/invest-with-us
https://www.investsmart.com.au/invest-with-us
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Important information

While every care has been taken in the preparation
of this document, InvestSMART Funds Management
Limited (ABN 62 067 751759, AFSL 246441)
(“InvestSMART”) makes no representations or
warranties as to the accuracy or completeness of
any statement in it including, without limitation, any
forecasts. This document is solely for the use of the

party to whom it is provided.

This document has been prepared by InvestSMART. The
information contained in this document is not intended
to be a definitive statement on the subject matter nor an
endorsement that this model portfolio is appropriate for
you and should not be relied upon in making a decision

to invest in this product.

The document is general information only and does not
take into account your individual objectives, financial
situation, needs or circumstances. In preparing this
report, InvestSMART has relied upon and assumed,
without independent verification, the accuracy and
completeness of all information available to us.

To the maximum extent permitted by law, neither
InvestSMART, its directors, employees or agents accept

any liability for any loss arising in relation to this report.

The suitability of the investment product to your
needs depends on your individual circumstances and
objectives and should be discussed with your Adviser.
Potential investors must read the Product Disclosure
Statement (PDS) and Investment Menu (IM), and FSG

along with any accompanying materials.

Investment in securities and other financial products
involves risk. An investment in a financial product may
have the potential for capital growth and income, but
may also carry the risk that the total return on the
investment may be less than the amount contributed

directly by the investor.
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Past performance of financial products is not a reliable
indicator of future performance. InvestSMART does not
assure nor guarantee the performance of any financial

products offered.

Information, opinions, historical performance,
calculations or assessments of performance of financial
products or markets rely on assumptions about tax,
reinvestment, market performance, liquidity and other
factors that will be important and may fluctuate over

time.

InvestSMART, its associates and their respective
directors and other staff each declare that they may,
from time to time, hold interests in Securities that are
contained in this investment product. As Responsible
Entity, InvestSMART is the issuer of the product.

InvestSMART Funds Management Limited
PO Box 744

Queen Victoria Building

NSW 1230 Australia

Phone: 1300 880 160

Email: invest@investsmart.com.au

www.investsmart.com.au
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