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WELCOME
THERE ARE MANY different reasons why 
you might decide to set up a self-managed 
superannuation fund, but one of the most 
common is to seek greater control of your 
investments.

Depending on the amount invested in your 
SMSF, it is quite likely that you will be able to 
manage your funds more cheaply than most 
Australian Prudential Regulation Authority 
(APRA) regulated funds.

“For balances of $250,000 or more, 
SMSFs become the cheapest alternative, 
provided the trustees undertake some of the 
administration,” a Costs of Operating SMSFs 
report by Rice Warner for ASIC concluded in 
May 2013. 

But to make sure you achieve superior 
returns as well, there are five things you must 
know for success.

ABOUT THE AUTHOR Peter Switzer is one of Australia’s leading business and financial commentators, launching his 
own business 20 years ago. The Switzer Group has since grown into three successful companies spanning media and 
publishing, financial services and business coaching. Peter is an award-winning broadcaster, twice runner-up for the 
Best Current Affairs Commentator award for radio, behind broadcaster Alan Jones. A former lecturer in economics at 
the University of NSW, Peter is currently a weekly columnist for Yahoo!7 Finance, a regular contributor to The Australian 
newspaper and ABC radio, and host of his own TV show, Switzer on Sky News Business Channel.
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Important information: This content has been prepared without taking account of the objectives, financial 
situation or needs of any particular individual. It does not constitute formal advice. For this reason, any individual 
should, before acting, consider the appropriateness of the information, having regard to the individual’s objectives, 
financial situation and needs and, if necessary, seek appropriate professional advice.
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AS AN SMSF trustee, you need to have an 
investment strategy. You need to document 
this strategy and you need to be able to 
provide some explanation for how you 
reached each decision. To do this you must 
have a thorough understanding of the main 
asset classes, which are: equities (domestic 
and international); fixed income; cash; and 
property. There are also alternative assets 
such as art, commodities and hedge funds. 

EQUITIES - Equities are shares listed on 
the Australian Stock Exchange (ASX) or 
similar exchanges overseas. When you 
buy domestic equities you are buying small 
pieces of Australian companies for which 
you receive benefits such as dividends 
that the company decides to return to 
shareholders, and capital gains, if the share 
price rises.  

One of the benefits of Australian shares, over 
international shares, is franking. Fully-franked 
dividends are dividends that companies have 
already paid the 30 per cent company tax 
rate on, which means you only have to pay 
the difference between 30 per cent and your 
marginal tax rate. 

However, the Australian share market 
represents less than three per cent of the 
global share market, so in the interests of 
diversification, you should consider some 
allocation to international shares, which trade 
on stock exchanges in New York, London, 
Tokyo and other major global capital cities.  
When you invest in international assets you 
can choose to invest in hedged assets, 
which effectively take away the impact of 
fluctuations in the currency.

CASH - Cash is one of the most defensive 
asset classes. You can put your money in 
term deposits, or online savings accounts, 
and receive a set interest rate. Longer term 
deposits are generally paid a higher interest 
rate. Interest rates will rise and fall in line with 
economic cycles. 

FIXED INCOME - Fixed income is also a 
defensive asset class that provides an income. 
With government fixed income securities, you 
are effectively lending the government money 
and are receiving a fixed rate, or coupon, in 
return. With governments you can generally 
be sure your money will be returned to you at 
the end of the period. 

Companies also issue fixed income securities. 
The biggest risk to fixed income holders is 
the risk of default, but if a company is forced 
into administration, a fixed income holder 
will be paid ahead of any equity investor. You 
can also invest in international (hedged or 
unhedged) bonds. 
 
PROPERTY - Residential property, so 
synonymous with the Australian dream, is an 
investment option if your fund is big enough. 
Keep in mind too that you can also invest 
in commercial property through managed-
fund like trusts and also through Real Estate 
Investment Trusts (REITs) listed on the ASX.

OTHER/ALTERNATIVES - There are many 
other different types of investments, including 
art and collectibles, hybrids (a combination of 
fixed income and equity investment), hedge 
funds and private equity. 

1. Key asset  
classes
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ONE OF THE most important things you 
need to understand about the different 
asset classes are the risk and return 
characteristics of each. This is because at 
different stages of your life, you will have 
different risk profiles and want different 
things from your SMSF. When you are 
younger, one of your goals should be 
maximising your balance, but when you are 
older, or already in retirement, you may need 
to focus on preserving that balance and 
generating an income. 

The chart below shows the average risk and 
return for different asset classes over the 
past 33 years. Cash may have the lowest 
average return, but it also has the lowest 
level of risk. Average risk in this example 
is measured by the standard deviation 

percentage per annum, which just means 
the percentage by which returns can be 
different from the average in any one year.

Shares have the highest average risk  
at 22.7 per cent for Australian and  
21 per cent for international (unhedged). 
Australian property trusts also have quite 
a high level of risk. As well as being aware 
of the right approach according to your 
lifecycle, you need to understand your 
personal risk profile, and that of the other 
members of your SMSF. It’s no good 
investing all your money in equities, and 
high-risk equities within that, if it keeps 
you, or your partner awake at night. 
Discuss with all members of the  
SMSF what levels of risk they are 
comfortable with.  

AUST 
SHARES

AUST 
BONDS CASH

INT 
SHARES 

INT 
SHARES 
HGD

INT 
BONDS 
HGD

A- REITs

AVERAGE 
RETURN 
(pa%)

14.1 9.9 8.4 12.8 13.0 11.0 11.9

AVERAGE 
RISK 
(pa%)

22.7 6.9 4.3 21.0 17.7 6.4 17.9

Source: Russell Investments Risk Versus Return 2014 edition (1980 to 2013)

2. Risk and  
return



BROUGHT TO YOU BY AMP CAPITAL

05

INVESTMENTS AND ASSETS that deliver 
you a steady income are called defensive 
or income assets, while those that deliver 
you more capital growth over time are called 
growth assets. As mentioned previously, 
you will need to focus on one or the other at 
various points in your life, but you should also 
have some mix of both as a constant feature 
of your investment strategy.

The extension of the risk versus return chart 
mentioned earlier highlights the average 
returns for each of the 33 years since 1980. 
There are many interesting features to this 
table – take, for example, the different returns 
in Australian equities. While the average 
return over this period may be 14.1 per cent, 
that also included a year that delivered  
66.8 per cent (1983) and 52.2 per cent 
(1986), along with years that delivered 
negative returns of 17.5 per cent (1990) and 
38.9 per cent (2008). 

But also, if we look across the asset class 
returns in different years, there is no one year 
when all asset classes delivered negative 
returns, although there are plenty of years 
in which each asset class enjoys positive 
returns. 

Even in 2008, at the height of the global 
financial crisis when Australian equities fell 
38.9 per cent, Australian bonds delivered 
15 per cent and cash returned 7.6 per cent. 
International equities fell sharply as markets 
crashed around the global and A-REITs 
had a woeful year. But if you had managed 
to diversify across all asset classes, bonds 
and cash would have mitigated some of the 
losses in equities and A-REITs.

3. Income versus  
growth



BROUGHT TO YOU BY AMP CAPITAL

06

INCOME  
OPTIONS

INCOME AND YIELD will always be a 
priority for SMSF trustees who are getting 
close to retirement. In the current low 
interest-rate environment, the hunt for yield 
has been getting harder, but according to  
Jeff Brunton, AMP Captial’s Investment 
Director, Global Equities and Fixed Income, 
investors need to understand that they need 
to bide their time and not go chasing the high 
interest rates they were used to, as these will 
now come with higher risk. 

Retail and SMSF investors can invest in fixed 
income directly and the corporate credit 
market is slowly building in Australia. One 
option for trustees is through fixed income 
bond funds like the AMP Capital Corporate 
Bond Fund – a five-star Morningstar rated 
fund with average annual returns over the 
three years to the end of March 2014, of 
7.57 per cent – which puts it in the top ten 
Australian bond funds rated by Morningstar. 

Bonds investing is mainly about avoiding 
defaults, the first line of defence is holding 
many different bonds, say more than a 
hundred. It is difficult for a retail investor to 
get the same level of diversification through 
investing directly in credit securities or bonds, 
which is why funds can be a good option for 
SMSF trustees to fill this asset class gap. 

Other income-oriented asset classes include 
cash and some kinds of property. It is mostly 
since the GFC that cash has provided 
attractive returns, as banks try and lure 
deposits to fund their home loan book. 
More recently however, deposit rates have 
fallen, in line with the Reserve Bank rate 
cuts, and will rise again once interest rates 
start to pick up. 

AMP Capital’s Wholesale Australian Property 
Fund has average annual returns of 8.85 per 
cent over the past three years to end March 
2014, according to Morningstar, and is also 
ranked in its top ten returning unlisted and 
direct property funds over the past three 
years. 

The fund invests in a range of commercial, 
retail and office properties. It currently owns 
nine properties and is looking at building its 
portfolio after it has reduced debt to  
15 per cent of the portfolio. 

Christopher Davitt is the fund manager for 
the fund and says that three quarters of that 
return comes from income. “Importantly 
for this fund it pays quarterly and it has 
paid that for nearly thirty years now 
continuously,” he shares.
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growth  
options

THE MAIN GROWTH investment options 
for SMSF investors are equities and property. 
Equities can be bought directly on the share 
market, or via managed funds. If SMSF 
investors are putting together their own 
portfolios, it would be wise to have around 
15 to 20 shares in the portfolio. The Switzer 
Super Report model portfolios have around 
22 stocks and work on the basis that you 
need at least 10 stocks for diversification and 
any more than 25 becomes too tricky  
to monitor. 

There are also exchange-traded funds, which 
represent a small slice of the many stocks in 
an index, like the ASX/S&P 200, for a fraction 
of the cost. State Street Global Advisors’ 
SPDR S&P/ASX 200 (STW), trades for 
around $52.12. 

Listed Investment Companies (LICs) are 
another option. These are actively managed 
funds listed on the ASX. And there are 
hundreds of managed funds, split by sector, 
market cap and management style, that 
SMSF trustees can invest in as well.

You can also buy ETFs on the ASX that 
offer exposure to global stock markets and 
are also a good way to gain international 
exposure effectively without leaving the 
country, or paying international broking fees. 
There are around 23 international ETFs on 
the ASX, which include regional specific 
products like the iShares Asia 50 ETF, and 
country specific ETFs, like the iShares MSCI 
Hong Kong. 

Actively managed funds are another way 
that SMSF investors can get access to 
international shares. Some are also listed on 

the ASX, like the AMP China Growth  
Fund (AGF).

Although it has income-like properties, 
some kinds of property, like residential, 
have growth-like characteristics. SMSF 
investors have one unique advantage over 
other superannuation funds, in that they can 
borrow to invest in property. This can provide 
robust returns through both rental yield and 
capital growth. But is a relatively complex 
process through an SMSF, and trustees 
would be best off seeking advice. 

07
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4. Portfolio  
construction
ONCE YOU’VE UNDERSTOOD the different 
asset classes, risk and return, and your need 
for income or growth, you can put together  
your portfolio. 

The first decision you need to make is how 
much of your portfolio will be in growth 
assets (Australian and international shares 
and other listed investments) and how much 
will be in defensive assets (cash and fixed 
income). The more comfortable you are with 
risk, the more aggressive you might be and 
the higher your allocation to growth assets.

As the last three columns in the risk versus 
return table show, the lower the allocation to 
growth assets, the lower the level of average 
returns, but also the lower the average risk.

There is also what is sometimes called 
sequencing risk. This is the risk of what might 
happen to your assets at the point in time 
you chose to retire. For example, if you had 
retired at the end of 2008 and taken a lump 
sum, you would have been much better off in 
the 30 per cent growth option than any other 
option, as your lump sum would have only 
fallen by 3.8 per cent during 2008. If you had 
any other higher growth/defensive split you 
may have had to keep working to make up 
what you had lost, which unfortunately was 
the case for many retirees. 

Once you’ve worked out your growth/
defensive split, you need to work out how 
to divide your assets within those brackets. 
You may be thinking about allocating most 
of the defensive allocation to cash, but in the 
interests of diversification, it would be wise 
to consider a split amongst defensive asset 
classes like cash and fixed income  

and some property investments that have 
income-like returns. 

A defensive asset portfolio might, therefore, 
look something like this:

Australian shares  8%
International shares  6%
Property   6%
Fixed Income   55%
Cash      25%

Income    80%
Growth    20%

A conservative portfolio, might look like this:

Australian shares  17%
International shares  13%
Property   10%
Fixed Income   50%
Cash      10%

Income    60%
Growth    40%

And a balanced portfolio might look like this:

Australian shares  27%
International shares  23%
Property   10%
Fixed Income   35%
Cash      5%

Income    40%
Growth    60%

(Source: Switzer Super Report)
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5. Rebalancing

AN INVESTMENT STRATEGY isn’t a set-
and-forget process. Once you’ve decided on 
your asset allocation and invested across the 
asset classes, you need to monitor it closely 
and make sure you stay true to label, so to 
speak, where your label is your  
investment strategy.

If there is a big run-up in the local stock 
market over a six-month period, for  
example, you may find that your original 
13.5 per cent allocation to Australian shares 
almost doubled, depending on how fast the 
shares you had invested in had shot up in 
value. So if you want to make sure your risk 
allocations are maintained, you will need to 
rebalance from time to time – this just means 
selling off some assets, like equities in this 
example, and buying into others that have 
had drops in their relative asset allocation. 

This is more about maintaining your risk 
profile. After all, you decided upon your risk 
profile for certain reasons, which you should 
never lose sight of, even if you are impressed 
by how much your portfolio  
has grown.

This is actually one of the main reasons you 
have an investment strategy. It is a document 
you need to refer to when things might be 
going gangbusters – or the exact opposite. It 
reminds you of what you set out to do in the 
first place, and should assist you with all the 
necessary steps to get there. 



BROUGHT TO YOU BY AMP CAPITAL

Want to know more? 
www.ampcapital.com.au/smsF


