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Sharp share market falls are stressful for 
investors as no one likes to see their in-
vestments fall in value. 

But at times like these, there are number 
of key things for investors to bear in mind.

Compounding
Compound interest is magical! The value 
of $1 invested in 1900, allowing for the re-
investment of dividends and interest along 
the way, by the end of May this year would 
have been worth $243 if invested in cash, 
$901 if invested in bonds, and $757,136 if 
invested in shares. Of course, this is pre-
tax and fees but the relativities remain the 
same. The higher end point for shares re-
flects their higher long term return. So, to 
grow our wealth we need to have a long 
term exposure to growth assets like shares.

It’s cyclical
Sharp falls in share markets as we are now 
seeing are not nice, but they are a regular 
occurrence and the price we pay for the 
higher returns they provide over the long-
er term compared to assets like cash and 
bonds. The key is to recognise that these 
setbacks are part of the cycle. So, the key is 
to not get thrown off by the higher returns 
that shares and other growth assets pro-
vide over the longer-term by cyclical falls.

Diversify
The best performing asset class each year 
can vary dramatically. Last year’s top per-
former is no guide to the year ahead. So it’s 
important to have a combination of asset 
classes in your portfolio. This particularly 
applies to assets that have low correlation, 
i.e. that don’t just move in lock step with 
each other. A well-diversified portfolio is 
less volatile.

Investment fundamentals 
to consider in volatile 
times

Understand risk and 
return
Put simply: the higher the risk of 
an asset, the higher the return 
you should expect to achieve 
over the long-term, and vice 
versa. There is no free lunch, and 
you should always allow for the 
risk and return characteristics of 
each asset in which you invest. If 
you don’t mind short-term risk, 
you can take advantage of the 
higher returns growth assets of-
fer over long periods.

Time-in, not timing
In times of uncertainty like the 
present it’s tempting to try to 
time the market. But without a 
proven asset allocation or stock 
picking process, it’s next to im-
possible. Market timing is great 
if you can get it right, but with-
out a process, the risk of getting 
it wrong is very high and can de-
stroy your longer-term returns. 

Selling after big share market 
falls can feel comfortable given 
all the noise is negative but it 
locks in a loss and makes it much 
harder to recover.

Time is on your side
Since 1900 there are no nega-
tive returns over rolling 20-year 
periods for Australian shares. 
Short-term share returns can 
sometimes see violent swings, 
but the longer the time horizon, 
the greater the chance your in-
vestments will meet their goals. 

When  it comes to investing, time 
is on your side, so invest for the 
long-term.

Remove the emotion
Emotion plays a huge roll in am-
plifying the investment cycle, 
both up and down. Avoid assets 
where the crowd is euphoric and 
convinced it’s a sure thing. Fa-
vour assets where the crowd is 
depressed, and the asset is un-
der-loved. Don’t get sucked into 
the emotional roller coaster.

The wall of worry
It seems there’s plenty for inves-
tors to worry about at the mo-
ment. While this is real and cre-
ates uncertainty, in a long-term 
context it’s mostly noise. The 
global and Australian econo-
mies have had plenty of worries 
over the past century, but they 
got over them. Australian shares 
have returned 11.8 per cent per 
annum since 1900.

So, it’s best to turn down the 
noise around the short-term 
movements in investment mar-
kets.

Source: AMP
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Australians are being urged to be extra 
diligent when it comes to investment op-
portunities that look too good to be true.

According to Scamwatch, Australians lost 
over $205 million to scams between 1 Jan-
uary and 1 May this year - a 166 per cent 
increase compared to the same period last 
year.

Investment scams on the rise
The majority of losses over this period 
have been to investment scams with $158 
million lost - an increase of 314 per cent 
compared to the same period last year.

However the true losses to scams are likely 
to be much higher, as research suggests 
that only around 13 per cent of people re-
port their losses.

While the reported losses have increased 
the number of reports has reduced slight-
ly, indicating that on average people re-
ported higher individual losses.

The majority of losses to investment scams 
involved crypto investments, with $113 
million reported lost this year. Cryptocur-
rency is also the most common payment 
method for investment scams.

People aged 55 to 64 reported 
the highest total losses, $32 mil-
lion between 1 January and 1 
May and over 80 per cent of loss-
es reported by this age group 
was lost to investment scams 
($26m). Scammers are becom-
ing increasingly sophisticated in 
their techniques and strategies 
with one such strategy targeting 
victims again through “money 
recovery” scams.

What is a Money 
Recovery Scam?
These scams target people who 
have already lost money to a pre-
vious scam by promising to help 
victims recover their losses after 
paying a fee in advance. Austral-
ians have lost over $270,000 to 
these scams so far this year, an 
increase of 301 per cent. 

“Scammers will ask for money 
and personal information before 
offering to ‘help’ the victim and 
will then disappear and stop all 
contact,” ACCC Deputy Chair De-
lia Rickard said.

“Money recovery scams are par-
ticularly nasty as they target 
scam victims again. These scams 
can lead to significant psycho-
logical distress as many of the 
people have already lost money 
or identity information.”

This year Scamwatch has re-
ceived 66 reports of money re-
covery scams - a 725 per cent 
increase compared to the same 
period in 2021.

Scammers target previous scam 
victims, contacting them out of 
the blue, and pose as a trusted 
organisation such as a law firm, 
fraud taskforce or government 
agency. They may have official 
looking websites and use fake 
testimonials from other victims 
they have ‘helped’.

As well as an up-front payment 
they often ask victims to fill out 
fake paperwork or provide iden-
tity documents. Scammers may 
request remote access to com-
puters or smart phones, ena-
bling them to scam their unsus-
pecting victims.

Australians are losing more 
money to investment scams
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Another tactic scammers use is to contact 
people by phone or email who haven’t 
actually been a victim of a scam and con-
vince them that they’ve unknowingly been 
involved in one and are entitled to a settle-
ment refund.

“If you get contacted out of the blue by 
someone offering to help recover scam 
losses for a fee, it is a scam. Hang up the 
phone, delete the email and ignore any 
further contacts,” Ms Rickard said.

“Don’t give financial details or copies of 
identity documents to anyone who you’ve 
never met in person and never give stran-
gers remote access to your devices.”

“Scammers can be very convincing and 
one way to spot them is to search online 
for the name of the organisation who 
contacted you with words like ‘complaint’, 
‘scam’ or ‘review’,” Ms Rickard said. 

Warning signs of an 
investment scam

 � Promise of low risks with high returns: 
Always remember, if something seems 
too good to be true it probably is. If 
you are promised ‘guaranteed returns’ 
this is a warning sign.

 � You are contacted out of the blue: You 
receive a call, email or message on so-
cial media from someone offering un-
solicited advice on investments.

 � High-pressure tactics: You are contact-
ed repeatedly and are told that you 
need to act quickly and invest or you 
will miss out.

 � Remember you have less protections 
with cryptocurrency investments and 
scammers know this.

 � Someone you haven’t met in person 
offers you investment advice: Never 
take investment advice from someone 
you meet on social media or a dating 
app.

 � Use of celebrity endorsements or im-
ages: These are usually fake. Celebri-
ties rarely discuss their investments or 
financial decisions in public.

 � Someone has convincing pro-
motional materials or websites: 
If documents like prospectuses 
aren’t registered with ASIC, it is 
likely part of a scam.

 � You are asked to deposit funds 
into different accounts for each 
transaction: Scammers may 
claim this is for security reasons, 
or because they are an interna-
tional company.

Do your research
Do not let anyone pressure you into 
making decisions about your mon-
ey or investments and never com-
mit to any investment on the spot.

Take time to research before invest-
ing. You can check who owns a web-
site using search websites such as 
who.is. It’s also a good idea to check 
whether any account details you 
have been told to transfer to match 
the name of the company you are 
supposedly dealing with.

If you feel an offer to buy shares 
might be legitimate, always check 
the company’s listing on the stock 
exchange for its current value and 
recent shares performance. Some 
offers to buy your shares may be 
well below market value.

If you suspect you have 
been scammed
People who have lost money 
to a scam should contact their 
bank or financial institution as 
soon as possible. If they are not 
happy with the financial institu-
tions response, victims can make 
a complaint to the Australian 
Financial Complaints Authority 
which is a free and independent 
dispute resolution service. 

Financial institutions may be 
able to find where the money 
was sent, block the scam ac-
counts and help others to avoid 
sending money to scammers.

People who are a victim of a 
scam or identity theft should 
act quickly to reduce the risk of 
financial loss or other damages. 

For more advice on how to 
avoid scams and what to do 
if you or someone you know 
is a victim of a scam, visit the 
Scamwatch website (www.
scamwatch.gov.au).

Source: Scamwatch



Informed Investor - August 2022 Page 5 

The human brain is an incredibly power-
ful processing unit.

Every day we make numerous judgements 
and decisions – hundreds if not thousands 
if you conclude everything we do is an in-
dividual ‘decision’. 

As the human brain has evolved, in part 
due to the increasing complexity of our 
environment, it’s developed little short-
cuts, or ‘heuristics’. These mental pathways 
circumvent multi-stage decisions and al-
low us to make judgements quickly and 
efficiently. 

While heuristics are helpful and allow us to 
function without stopping to think about 
our next action, they can – and do – lead 
to cognitive biases. There are actually over 
100 of these recognised habits, and their 
mix and dominance varies from person to 
person.

Unfortunately, these biases sometimes trip 
us up leading to bad judgements and poor 
decisions. 

Consequences of sub-par decisions or er-
roneous conclusions are most often in-
consequential but unfortunately – and 
consequentially - such biases exist in the 
full spectrum of our decision-making, in-
cluding those in the realm of safety – and 
investing.

A vital ingredient to successful 
investing over the longer term is 
knowing yourself – and specifi-
cally knowing the mental traps 
you may fall into when making 
investment decisions. So to bet-
ter help know yourself, here are 
a few of the more typical be-
havioural biases of investment 
decision-makers.

Anchoring bias
Anchoring bias is the tendency 
to rely on, or anchor to, a par-
ticular piece of information, or 
event. There are a few common 
anchors for investors. Many peo-
ple base their investment deci-
sions on the current price of an 
asset relative to its history. 

Where a price is now relative to 
where it has been in the past is 
not a reliable indicator of the 
future direction of the price, 
or whether the asset might be 
cheap or expensive.

Another Anchor is the purchase 
price of an asset. While a gain 
or loss represents the difference 
between the current price and 
the purchase price, is this actual-
ly helpful when deciding to buy, 
hold or sell?

An event Anchor; a good exam-
ple being the Global Financial 
Crisis. Many investors, scarred by 
their loss of capital through the 
GFC, now anchor to the event 
(and the associated financial 
loss or psychological pain) when 
making investment decisions.

An asset should be assessed 
based on its intrinsic value and 
investors should attempt to 
determine an asset’s current 
and potential future worth in 
isolation from other values (or 
events). Disconnecting from An-
choring bias can be difficult, but 
a good starting point is to con-
sider what you anchor to and 
when you do it.

Your biggest investing problem may be you

The investor’s chief problem – even his worst enemy 
– is likely to be himself.        BENJAMIN GRAHAM   “ ”
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Herd mentality
There’s something innately safe about be-
ing in a herd. We humans are hard-wired to 
herd. So it’s not surprising that this is com-
mon in investment circles where investors 
place a big emphasis on what groups are 
doing.

There are all sorts of emotions at play with 
this bias. There’s an element of FOMO (fear 
of missing out) when there’s a bull-rush to 
a type of investment; there’s the psycho-
logical pain of going against the crowd; 
and then there’s the fear of humiliation or 
embarrassment (aside from the financial 
consideration) of just being proven wrong.

Recognising the lure of running with the 
pack requires an ability to think indepen-
dently. Be self-aware about the social and 
emotional pull of the herd. If this is confus-
ing or overwhelming, then consider using 
a professional investment manager to dis-
locate you from this pull.

Confirmation bias
Confirmation bias is the tendency of peo-
ple to pay close attention to information 
that confirms their belief, and ignore infor-
mation that contradicts it. This can lead to 
overconfidence and the risk of being blind-
sided.

Our natural tendency is often to listen to 
people who agree with us. It feels good 
to hear our opinions reflected back to us. 
Many people choose their news sources 
based on a confirmation bias. Do your 
news sources reflect your views and opin-
ions? There’s nothing particularly wrong 
with this per se, but such bias can be dis-
astrous for investors, as it can validate and 
reinforce a view which may be flawed. 
Instead, we should be looking for discon-
firming information to test against an ini-
tial view. 

A discipline of stress-testing and decon-
structing ideas runs consistent in many 
of the world’s most successful investors. 
To overcome this bias start looking for in-
formation that might disprove your ideas, 
rather than confirm what you want to do.

Overconfidence bias
People tend to overestimate their 
skills, abilities, and predictions for 
success. This bias is prolific in be-
havioural finance. Careful risk man-
agement is critical to successful in-
vesting and overconfidence tends 
to make us less cautious in our in-
vestment decisions. Many of these 
mistakes stem from an illusion of 
knowledge and/or an illusion of 
control.

Anecdotally, a significant number 
of SMSF-holders suffer from over-
confidence bias. Asset allocation 
data collated by the ATO suggests 
the average SMSF is highly concen-
trated in domestic assets (particu-
larly shares and cash), poorly diver-
sified and consequently exposed to 
various material risks.

Overconfident investors often put 
down their wins to talent and losses 
to plain bad luck. Guarding against 
overconfidence involves acute self-
awareness and the ability to isolate 
the role of skill versus timing, or 
luck.

Loss aversion
Loss aversion is a tendency to 
dislike losing money a lot more 
than enjoying making money. 
This kind of bias is common-
place with stock traders, but 
definitely also applies to longer 
term investors. The GFC is a peri-
od in many investors’ lives which 
created an enduring fear of sub-
stantial loss. Scarred by losses 
from such periods, investors 
can be at risk of creating portfo-
lios too conservatively invested 
with a primary goal of fortifying 
against loss, rather than looking 
at their time horizon and struc-
turing a portfolio to suit.

Investors need to remember 
that to generate a certain level 
of returns they need to take a 
certain level of risk, and periods 
of negative returns are to be ex-
pected when taking on risk. 

The idea is to not take excessive 
risks in seeking to achieve a re-
turn goal.

Source: BT
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Exchange Traded Funds (ETFs) have been 
available on the ASX for over 2 decades, 
but in recent years, this category’s vari-
ety and representation within Australian 
portfolios have grown rapidly.

By offering exposure to different global 
markets, industry sectors and strategic 
themes, as well as non-equities asset 
classes like bonds and commodities, ETFs 
can provide relatively low-cost “building 
blocks” for a diversified portfolio.

However, as with any investment, it’s very 
important to understand what you are put-
ting your money into, and to ensure that 
it suits your specific needs.  Here are five 
questions to ask yourself, or your financial 
adviser, before you purchase an ETF.

Question 1: Does it accurately capture 
the market exposure that I want?

You wouldn’t judge a book by its cover, so 
make sure to look beyond the ETF’s name 
to properly assess the underlying expo-
sure of the product. Common misunder-
standings include:

 � Mistaking a “picks and shovels” expo-
sure, through owning suppliers and 
supporters of a sector, for that sector’s 
output. For example, a portfolio of 
cryptocurrency miners and exchange 
operators is not the same as a direct 
investment into cryptocurrency;

 � Confusion between ETFs linked to 
a commodity’s spot price, which is 
the price for immediate delivery, and 
those representing a futures curve, 
which will move with expectations for 
longer-term pricing; and

 � Overlooking exchange rate move-
ments, which can influence your re-
turns from anything not priced in 
Australian dollars. This impact can be 
neutralised with a currency-hedged 
ETF.

Question 2: Is the exposure 
active, passive, or somewhere 
in between?

Early ETFs were purely passive, 
usually linked to an equities in-
dex like the S&P/ASX 200, but 
now, there are also actively 
managed portfolios within an 
ETF structure. “Smart beta” port-
folios which apply rules-based 
investment strategies are be-
coming more common too, for 
example, one might invest in a 
basket of stocks which screen 
well on quality factors. The ex-
posure type affects fee levels 
and return potential, with pas-
sive ETFs tending to be the 
cheapest, but lacking the po-
tential to outperform an index 
benchmark.

Question 3: How liquid is this 
product?

It is possible for the price of an 
ETF to diverge from that of its 
underlying exposure, particu-
larly in volatile market condi-
tions such as the COVID-19 
panic in early 2020. To ensure 
that investors can get in and out 
of a product when they want 
to, ETF providers often employ 
a Market Maker, an institution 
which quotes separate prices 
to buy and sell units. Generally, 
ETFs with a smaller pool of units 
on issue are more likely to have 
poor liquidity, and this can show 
up in a wide spread between the 
buy and sell prices. 

Using “at-limit” orders when 
trading ETFs can help ensure 
that you receive the price you 
expect.

Question 4: How does the fee 
compare to alternatives, and 
what are the trade-offs?

Low cost is a major benefit of 
ETFs, but when you have several 
to choose from, it’s worth un-
derstanding why one’s manage-
ment fee is cheaper. Active man-
agement usually costs more, 
and ETFs linked to a major mar-
ket benchmark are sometimes 
priced higher because the index 
provider takes a cut of the total 
fee. 

Unusual products may carry a 
scarcity premium, while new or 
smaller-scale offerings may have 
lower fees, both to compensate 
for their initially poor liquidity, 
and also to entice more patron-
age over time.

Question 5: How does it fit with 
the rest of my portfolio?

Any new investment should be 
considered in the context of 
your existing portfolio. ETFs can 
provide valuable diversification, 
but they can also be a source of 
inadvertent overlap or concen-
trated exposure to certain sec-
tors or factors. 

For example, ETFs linked to the 
S&P 500 index, the NASDAQ 100 
and an actively-managed global 
growth strategy might over-
lap in high exposure to the Big 
Tech stocks, so this combination 
might not provide adequate di-
versification.

Source: Lonsec

Five questions to ask before 
plunging into an ETF
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Aussies are living longer than ever be-
fore, with men expected to live until age 
80 and women until age 85. 

However, an increased life expectancy also 
means Australians may spend longer in re-
tirement than previous generations, and in 
turn, need more money to fund retirement 
during those extra years.

When you’re retired and no longer earn-
ing money, it can be difficult to know how 
much you can afford to spend and what 
you need to preserve for the future, with-
out the fallback of a regular retirement in-
come. 

You may also have added pressures in the 
mix, such as paying off debt, healthcare 
costs, and dependants in the form of kids 
or elderly parents.

Striking the right balance between enjoy-
ing your retirement and having enough to 
live on can be tough. However, you don’t 
have to go without - you may just need to 
consider your budget a bit differently.

If you’re planning your retirement, here are 
some money management tips that may 
help you get off on the right foot.

Look into having a U-
shaped budget
Rather than a linear budget, 
where your expenses remain the 
same year after year, it may be 
worth considering a ‘U-shaped’ 
budget in your retirement. 

This is where your spending over 
the period of your retirement 
resembles a ‘U’, with the high-
est expenses in the first years of 
retirement and your later retire-
ment years.

When you first retire, your spend-
ing will most likely be higher as 
you take that trip of a lifetime, 
splash out on that caravan or 
boat, or pay off your home loan 
(or all of the above) and engage 
in an active, and possibly more 
expensive, social life.

Your spending is then likely to 
settle into a more regular pat-
tern in mid-retirement, before 
increasing again in your later 
years when greater healthcare 
costs and aged care expenses 
come into the mix.

Tips for paying off debt 
in retirement
Carrying debt into retirement 
isn’t ideal, but it’s a reality for 
many of us. If you find yourself 
owing money on your credit 
card, a personal loan or home 
loan once retired, there are 
things you could look into to 
help manage your repayments 
and minimise the amount of in-
terest you pay.

Consolidating your debts by 
bringing them together into one 
loan could mean you pay less in 
interest, fees and charges. You 
could also contact your provid-
ers to try to renegotiate your re-
payment terms.

How much super should I have, 
and can I use this to pay off 
debt?

Some Australians withdraw their 
superannuation as a lump sum 
once they reach their super pres-
ervation age and use it to clear 
their debts, to avoid having any 
repayments and interest during 
retirement.

Tips for managing money in retirement
How to manage your savings, debt, estate plan and dependants 
in retirement
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Consider where you can save 
money
Although you may not have a steady in-
come like before, it’s still possible to save 
money so you have more to spend on 
what’s important to you during your retire-
ment. You can do this by leveraging some 
of the government’s benefits and subsi-
dies, or by reducing your expenses.

Here are a few ideas to get started:

Consider selling your second car (if you 
have one), and take advantage of public 
transport concessions available to seniors 
instead. You may be able to save on car 
registration, insurance and maintenance 
costs, plus you’ll be doing a bit for the en-
vironment.

Take a look at government websites to 
learn about benefits and payments you 
may be able to access, such as pensions, al-
lowances, bonuses, concession cards, sup-
plements and other services.

Consider bundling your phone and broad-
band to save on technology bills, and your 
electricity and gas to save on energy costs. 
Compare providers’ rates through compar-
ison websites and ask if they offer a seniors 
discount.

Think about ideas to entertain more at 
home instead of going out, such as dinner 
parties, game nights or movie nights. It also 
may be handy to subscribe for newsletters 
to your favourite restaurants and shops, or 
invest in a coupon book like the Entertain-
ment Book, so you can take advantage of 
any offers and special deals when you do 
go out.

It may be worth putting your bills onto di-
rect debit rather than paying them month 
by month. This way, you may be eligible to 
qualify for the pay on time discounts and 
avoid late fees if you forget a payment.

Groceries are a necessary expense, but it’s 
possible to save money here as well. Con-
sider researching online for sales ahead of 
time, buying seasonally for fruits and veg, 
or buying in bulk and sharing with family 
or friends.

If you’re considering this, think 
about whether you’ll still have 
enough to live on in retirement, and 
the tax implications of doing this. In 
this case, it’s a good idea to speak 
with a financial adviser to weigh up 
your options.

Tips if you’re helping 
your family financially
If you’re part of the ‘sandwich gen-
eration’, with elderly parents who 
are dependent on you and adult 
kids who are still at home or con-
tinue to need a bit of financial as-
sistance, it’s still possible to have a 
good quality of life in retirement.

In order to do so, it’s all about find-
ing balance. It’s important not to 
lose sight of your own goals during 
retirement, while still helping the 
ones you love. You may consider 
having some conversations with 
your children on the limits of what 
you can provide, and spend more 
time to help them understand the 
benefits of financial independence: 
for example, instead of financial 
assistance, perhaps you can help 
them with some invaluable finan-
cial education.

Tips if you’re estate 
planning
Estate planning is also an impor-
tant part of your financial planning 
in retirement. Estate planning goes 
beyond just making a will. It can 
also be valuable to think about who 
your super beneficiaries are, and 
how you want to be looked after 
(both medically and financially) if 
you can’t make your own decisions 
later in life.

If you get your estate in order dur-
ing the early years of retirement, it 
means more peace of mind in the 
long term and could potentially 
help prevent some family tensions 
in the future.

When planning your estate, 
here are some key things to 
think about.

Who will get your assets?

Making a will plays a big part in 
estate planning. A solicitor or 
estate lawyer can help you draw 
up a legally binding document 
that advises who should receive 
your assets after you pass away. 
If you don’t have a valid will, 
your estate will be distributed in 
line with the law in your relevant 
state.

Who is your executor?

An executor is the person re-
sponsible for making sure your 
assets are distributed according 
to your wishes, as well as pay-
ing bills, closing any banks ac-
counts, and so on.

Who are the beneficiaries for 
your super?

Your super is often treated differ-
ently to the other assets in your 
will, so it can be useful to think 
about this as a separate aspect. 
Consider how you want your su-
per to be distributed after you’re 
gone and try to keep your super 
beneficiary nomination up to 
date. If you don’t, there’s a risk 
that your super money may end 
up in different hands.

Who is your enduring power of 
attorney and/or guardian?

If you have an enduring power 
of attorney, you are allowing 
someone to make financial de-
cisions on your behalf. In some 
states, your power of attorney 
holder can also make lifestyle 
decisions, such as health and 
medical choices and where you 
live, while in others you’ll need 
to appoint a separate guardian 
to do this.

Source: AMP


