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Market Meltdown: What Should Investors Do?

G iven the recent market turmoil many
investors will be tempted to simply
sell out their holdings and look to re enter
the market later at hopefully lower levels.
The problem is these turning points are
extremely difficult to pick. Also markets
run ahead of the real economy by about 6
months.

Warren Buffett (the most successful
investor in the world) wrote an article in
the New York Times on October 16 in
which he said that the economy was lousy
and headlines will continue to be scary but
that he was buying stocks. To quote..

“I've been buying American stocks. This
is my personal account I'm talking about,
in which | previously owned nothing but
United States government bonds. (This
description leaves aside my Berkshire
Hathaway holdings, which are all
committed to philanthropy.) If prices keep
looking attractive, my non-Berkshire net
worth will soon be 100 percent in United
States equities. Why? A simple rule
dictates my buying: Be fearful when others
are greedy, and be greedy when others
are fearful. And most certainly, fear is
now widespread, gripping even seasoned
investors.”

Buffett went on to describe how investing
in cash equivalents has historically failed
to adequately reward investors over the
long term.

Valuations in equities are at multi year
lows so this is time when you should be
adding to your holdings so long as you
agree that you want to be invested for 5

to 10 years minimum. When sentiment
improves it is virtually certain that
valuations will be higher than they are
now. While cash has been king this will not
last. Over the long haul cash is the worst
performing asset class since it does not

provide a hedge against inflation.

The chart below indicates the long-term
benefits of investing in shares compared
with bonds. An investor who invested $100
in 1908 in Australian shares would have
achieved a hundred fold increase in real,
inflation adjusted wealth. Investors should
be aware that the period from Nov to May
is a period of seasonal strength in US
equities and this is usually reflected in our
market as well.

Long-Term Returns of Shares vs
Government Bonds
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We realize that clients have different
needs and risk tolerances. Therefore there
is no one size fits all investment solution.
Your reaction to falling markets should
largely be determined by your investment
timeframe. The longer you have before
you need to access your funds, the more
aggressive you can be.

For clients that do not have an income
aside from investment income or are close
to retirement, we advise caution.

For clients with a longer term investment
horizon this should be viewed as a period
of opportunity. You should be looking to
dollar cost average into the market over

a period of time. A set amount invested
every month would fit the bill. Speak to

your adviser about taking advantage of the
low prices on offer in domestic and world
sharemarkets. The risks of investing in
shares are generally lower when they are
purchased during market downturns even
though the market might not yet have
reached bottom. Unfortunately no one
can know with any degree of certainty
when that might be until long after the
market has turned.

Asset Classes

> Cash and Fixed Interest

Fixed Interest investors are now in

a bind as returns on cash and term
deposits are falling quickly. There
has been a large bond rally with the
yield on Australian 10 year bonds
falling to the low 5% range. With
inflation at 5.0% (but likely to fall), an
investment in bonds is now a bet that
the Australian and world economies
will weaken further. Bond funds

are basically a hedge against this
slowdown.

Interest rates are going lower than the
current 5.25% and will likely be about
4.0 to 4.5% (RBA cash rate) by mid
2009. If clients can lock in favorable
rates on Term Deposits they should

do so now. Yields on mortgage funds
should stay higher for longer than
money market rates. However you
should be mindful that the government
guarantee on bank deposits has
caused large outflows from these
funds and caused most of them to
freeze redemptions. Therefore these
funds must not be treated as cash
management trusts. There will be many
opportunities in high grade credit when
markets calm down.

> Property

We prefer listed property to direct
property as there is more transparency
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in the price of listed property. The issue
is that there are so few transactions

in direct property that we do know not
if the valuations are correct. However
the listed sector is in the process

of raising capital as they seek to
deleverage. This partly explains the
abysmal performance of listed property
in October.

> Equities

We have already mentioned equities
above but there are some further
issues we need to consider. The
dividend yield on Australian Equities is
about 5%. This yield is about the same
as the Australian 10 year bond. When
you add in the franking credits, equities
have a higher income yield than most
fixed interest investments. The major
uncertainty is that forward earnings are
very difficult to determine. However on
most valuation measures both domestic
and global equities appear to be good
value. They should be accumulated

by those with long term investment
timeframes. We are in a period of

risk aversion though so companies
with conservative balance sheets are
favored.

In periods of extreme volatility emerging
market equities tend to fall by more
than those of developed economies.
This is the case even though most

of the growth in the world is coming
from emerging market economies. So
while in the long term you should be
“overweight” emerging market equities
you need to be cautious right now. We
would wait till we saw some stability in
equity markets before we committed
large amounts to emerging markets.

The table below lists the price-to-
earnings ratios of some of the world’s
major stock markets as of October 29.
These P-E ratios are calculated based
on 2008 earnings, of which the first two
quarters have already been reported
and the 3rd and 4th quarters’ earnings
are estimated.

COUNTRY / INDEX P - E RATIO

North America
Dow Jones Industrials 10.7
S & P 500 Index 11.7
Nasdaq 16.6
Europe
Euro Stoxx 50 7.9
UK 7.3
France 7.8
Germany 9.5
Asia
Nikkei ( Japan ) 1.4
Hong Kong 8.8
Shanghai 12.3

Source: Jeremy Siegel, Bloomberg, Yahoo
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To summarize, you should be cautious
right now. Do not try to pick the bottom
of this market. While we view the
current market action as an opportunity
you should not take large bets. You
should review your portfolio and do
some culling, but resist the urge to cash
it out. The best approach is to drip feed
funds into the market over a period of
time.

October 2008 — One of the Worst
Months on Record

The last 12 months has been an extremely
difficult period for investors. In fact
October was one of the worst months on
record for global markets as they worried
about the viability of major banks and the
global financial system. There has been
virtually no place to hide with equities and
listed property suffering over 40% falls
over the last year. Major equity market
indices tumbled to new lows before
recovering some of their losses in a very
strong rally in the last week of the month.
Volatility was extraordinary.

Just how extreme has the year ended
October 2008 been? Only the Great
Depression in 1929 and the OPEC oil
crisis in 1974 produced such difficult
market conditions. The MSCI World Equity
Index posted its worst calendar month
performance since the inception of the
index in 1969.

The table below shows the performance of
some Australian (ASX) and global equity
(MSCI) indices and some commodities
and interest rates for the month of
October.

Performance During October

ASX200 index - -12.6%

MSCI Australia index in US$ -25.55

MSCI Asia ex Japan index in US$ - -24.1%

MSCI World ex Australia index in US$ -18.7%

ASX200 Health Care -21%

ASX200 Utilities -32%

ASX200 Consumer Samples -

ASX200 Financials ex Property Trusts -7.5%

ASX200 Materials - -17.4%

ASX200 Consumer Discretionary -18.4%

ASX200 Industrials - -18.5%

ASX200 Energy -19.5%

ASX200 Property Trust - -25.2%
RBA cash rate 6.00% -100bp

Australian government 10-year bond yield 5.15% -24bp

Australian dollar $0.668
Gold ( Spot $10z) $7182 | -$16260

Qil (WTI Spot) $68.10  -$32.60

Source: IRESS, Datastream

Some of the falls have been breathtaking:
such as the 18.7% fall in global equities
(USD), the 25.2% fall in Australian listed
property, the 12.4 cent fall in the Australian
dollar and the more than $32 USD fall in
the price of oil. By comparison the 12.6%
fall in Australian equities seems subdued.

Capitalism on the Way Up,
Socialism on the Way Down

It would be fair to say that the markets
were not trading on fundamentals during
October. The major fear was the potential
collapse of the global banking system

and the unavailability of credit. The
dysfunctional credit markets have however
brought out the cavalry. There has been
massive government and central bank
intervention to strengthen the balance
sheets of the banks and to get money
flowing again. Government support
packages already announced amount to
more than a Trillion dollars. There has also
been government guarantees given for all
bank deposits in many countries including
Australia.

We have come a long way in a few weeks
as it now seems obvious that governments
are not going to allow any major bank

to fail. Governments and central banks
around the world will do whatever it

takes to restore a level of normalcy

and confidence to investment markets.
Recently some the indicators of financial
stress such as the cost of borrowing for
banks have improved significantly. Once
some stability and confidence is restored
to markets we can then start to trade on
fundamentals again, rather than worrying
if the system is going to collapse.

Global Growth is Slowing

However with credit harder to obtain

this will translate to lower growth in both
Australia and the rest of the world. Already
Europe and the US both appear to be

in, or on the brink of recession. For 2009
UBS anticipates global growth of just
1.3%, down from 2.2%, which would make
this the sharpest downturn in the world
economy since the global recession of
1981-82. Stock markets worldwide are
now struggling to come to grips with extent
and duration of the slowdown.

Growth in Australia will be below trend
and likely be around 1%. Consumption

& housing will be greater contributors to
growth than business investment as the
commodity cycle eases back from its
peak. From a local perspective the major
themes have been the collapse of the
Australian dollar, falling commodity prices
and interest rate cuts. The upside is that
below-trend growth in the next two years
will lead to falling inflation in all the major
economies.
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ldentity Fraud and You

Were you aware that last year Australians
lost $1 Billion through fraud? The
Australian Bureau of Statistics suggests
that over 380,000 Australians were last
year caught by credit card fraud.

All of us need to review our own security
arrangements to ensure that our identities
and our security details are protected from
scammers looking for an opportunity to
make an easy killing.

There are several steps that you will need
to consider:

The first step is to make sure that your
account numbers, user names and
passwords are securely stored and known
only to you. The way you structure your
passwords is important. Avoiding common
passwords such as birthdays, spouse
name, home telephone number, and home
address are common strategies. Always
try and create an alpha numeric password
that is unique.

Consider what you do with personal and
confidential documents and how they are
disposed off. Dumping them into the bin
could be asking for trouble as it is not
uncommon for fraudsters to go through
bins looking for confidential information.

When using internet sites for purchases,
ensure that that the sites are adequately
protected. Avoid going to websites to

purchase items that appear to lack
adequate security protection.

If you receive emails from supposedly
your “bank” asking you to verify your
account details. Just hit the delete button.

Internet fraud is on the increase and if you
are not careful you could be one of the
next unsuspecting victims.

——

The World’s Most Common Fraud

Some studies of fraud suggest that the
biggest and most common fraud in the

world is the Nigerian scam and numerous
variations of it. Someone emails you to
tell you that there is a huge amount of
money (usually millions of dollars) lying
around in some account for a variety of
seemingly plausible reasons and that

you could get a big slice of it if you’ll only
help that person get it out of the country
by providing your bank details. These
fraudsters are not trying to get money
directly from your bank account. What
they are trying to do is make you think it is
really possible to get your hands on a lot
of money legitimately.

So where is the fraud? As you get
hooked, the scammer comes up with
problems which require expense money to
get it out of the bank account or out of the
country and other people need to get paid
off etc etc. So you might think that paying
a few thousand dollars in expenses is a
small price to pay to get hold of millions.
Even relatively sophisticated men and
women of the world have been duped by
these scams. One Victorian businessman
was reported as having parted with
around $760,000 in “expenses” to get

his supposed share of the fictitious bank
account. Beware the Nigerian “expense
money” fraud as it initially appeals to the
greed for large amounts of money and
then the fear of losing access to it which
then makes the victim pay up big time

to eventually get his reward. Only the
conmen of course ever get rewarded.
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Can you afford not to have personal insurance”?

M ost people wouldn’t dream of The following types of insurance cover are available:
leaving their home, contents and
Term Life Provides a lump sum in the event of death. This lump sum

motor vehicle uninsured so why take a Insurance payment can be used to repay debts or invested to provide

risk with your greatest asset — your life ongoing income for your family.

and your ability to earn income. Total & Provides a lump sum if you suffer a total and permanent disability
Permanent and are unable to work again.
Disabilit

Many people do not take out adequate Insuranc){e This type of insurance is often implemented as an extension to

personal insurance cover because TPD a Life Insurance policy to potentially reduce the overall cost of

. . ( ) insurance.
they believe that it costs too much, or -
. . Trauma This type of policy provides a lump sum payment in the event
they think that the automatic level of Insurance that you suffer a critical medical condition or injury as defined
cover provided through their employer | Critical within the insurance policy.

ion i ici lliness o oo . . .
superannuation is sufficient, or they Examples of critical conditions commonly included in policy

simply think that they are invincible and conditions are: heart attack, stroke and cancer.
that death, sickness or accident will not

The payment is made regardless of whether you are able
happen to them. to resume work and it can relieve financial pressure at a
time when you are under great stress. You should note that
care needs to be exercised when choosing an insurer, as

Without adequate cover, the wealth definitions of medical conditions vary significantly between
you have built up or have the potential (AT
to build can deplete quickly which puts Income This type of policy will pay you up to 75% of your income

Protection if you are unable to work through illness or injury. You can
Insurance choose a waiting period of between 2 weeks and 2 years
already difficult time. Choosing a level of before cover commences.

insurance cover suited to your financial

more pressure on your loved ones at an

Electing a longer waiting period will enable you to reduce the
situation will provide you with peace of cost of the insurance. You can also choose to be covered for a

mind that your family will be provided for specific period such as 2 or 5 years or to age 65.

should the unexpected occur. Premiums are also tax deductible.

An appropriate level of personal The amount of cover required depends your needs as your circumstance change.

insurance cover will ensure that: upon your level of assets, your level of It can be very tax effective to hold some
debt and how many dependants you have. cover through the superannuation

> mortgage payments are met; It is important that you accurately calculate environment however if it is not structured

> your standard of living is maintained: how much cover you need because this correctly an unexpected taxation liability

> there is provision to repay debt; is what you and your family will have to may occur - this highlights the need to

> provision for a housekeeper/nanny if
you have young children, and,

live on in the future in the event of death, seek professional advice to ensure your
permanent disability or serious illness. It level of insurance cover and the structure

> funds to meet the education needs of is also important to regularly review your in which it is held is tailored to your

your children level of cover so as it remains in line with  personal needs and objectives.

Lifespan

FINANCIAL PLANNING of Australia Limited

PRINCIPAL MEMBER

ABN 23 065 921 735 Australian Financial Services Licence Number 229892

Level 1, 20 Loftus Street Sydney NSW 2000, PO Box R686 Royal Exchange Sydney NSW 1225
Tel: 02 9252 2000 Fax: 02 9252 2330 Email: info@lifespanfp.com.au Website: www.lifespanfp.com.au

Disclaimer: Each contributor to this newsletter is an authorised representative of Lifespan Financial Planning Pty Ltd. The articles are of a general nature only and are not to be taken as
recommendations as they might be unsuited to your specific circumstances. Your Lifespan adviser or other profess\onal advisers should be consulted prior to investing. The investments
referred to herein require that you read current prospectuses. Lifespan directors and advisers may have ir Ives in any of the i discussed in this

or will earn brokerage if Lifespan clients invest. This disclaimer is intended to exclude any liability for loss as a result of acting on the information or opinions expressed herein without
seeking professional advice.

Designed and printed by Centrum Printing Tel: 1300 663 860 www.centrumprinting.com.au

www.lifespanfp.com.au



