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The value of financial advice is keenly felt  
in tough times

It’s been a difficult few weeks. Between see-sawing markets and concerned clients, it’s  
clear we’re dealing with a changed world and one in which financial advice has a new sense  
of urgency for many.

While there’s no way of knowing how long the uncertainty will last, we do know these  
dynamics will continue to test and challenge us professionally, as well as personally, in ways 
we’ve likely never known before.

For now, navigating daily uncertainty is the new normal. Many industries have been hit hard 
by containment efforts related to COVID-19 and it’s hard not to be affected by what sometimes 
feels like wall-to-wall bad news. But there are many reasons for advisers to stay positive.

Perhaps the toughest part is managing client behaviours when the financial shocks keep coming and the “do-
something” impulse kicks in. But on the plus side, it’s also a time in which the value of advice is arguably more  
in focus—more valued—than ever.

Demonstrating ‘value’ in advice

Clients are understandably hungry for answers and direction. Now is an opportunity to ‘lean in’ to this appetite  
for information and guidance and demonstrate practically to clients how your advice delivers value. 

When it comes to advised clients, we know the question of ‘value for money’ generally boils down to three  
distinct parameters; portfolio value, or the ability to build a well-diversified portfolio matched to an investor’s risk 
tolerance, financial value—gauged by an investor’s ability to achieve a desired goal—and, lastly, emotional value.

It is in this third, more subjective dimension that advisers have so many opportunities to make a difference  
in the current climate.

The emotional value of advice is commonly felt by a client as a sense of financial wellbeing or peace-of-mind. 

The question for advisers is how does ‘peace-of-mind’ look today in an environment when each way moves  
in the market are a daily occurrence, and volatility is a given.

Peace-of-mind is sticking to the ‘plan’

Key advice: Abandoning the plan can be costly. An investment plan established during calmer times 
should not be ditched in periods of volatility

Having a solid plan for how to tackle volatile markets is key. A plan is the most effective way of reminding clients  
to maintain perspective when all around them are losing theirs.

The decision to “stay the course” is a simple but powerful investment plan for times such as these. It asks us  
to put our emotions to the side and use discipline and perspective instead. 

Explaining to clients the value of staying invested can be challenging but there are solid, evidence-based reasons  
why sticking to a plan is good advice for times like now. Here are three useful messages around the value of “staying 
the course” in turbulent times:

Rebecca Pope
Head of Intermediary 
Distribution, Vanguard 
Investments Australa
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Abandoning the plan can be costly

Key advice: During a downturn, some investors mistakenly believe that converting to cash will  
give a better long-term result. Evidence shows that such action potentially blocks you from enjoying  
the strong recoveries that have historically followed market downturns.

History has proven that in volatile markets often the best move for investors is no move at all.

Downturns are a market occurrence that vary in length and severity but history bears out that staying invested  
despite the short-term pain has served investors well in the past.

For instance, those that stayed invested through the global fi nancial crisis and recession of 2008-09 and beyond were 
able to capture the upside from one of the longest stock market recoveries in US history.1

Figure 1. Staying the course can pay off; abandoning can be costly

Sources: Vanguard calculations, based on data from FactSet, as of February 28, 2019. 
Notes: U.S. stocks represented by CRSP US Total Market Index. U.S. bonds represented by Bloomberg Barclays U.S. Aggregate Float Adjusted Index. Global stocks represented by 
FTSE Global All Cap ex US Index. Global bonds represented by Bloomberg Barclays Global Aggregate ex-USD Float Adjusted RIC Capped Index. The performance of an index is not 
an exact representation of any particular investment, as cannot directly invest in an index.

Any changes should be made because of changes in your life, not changes in the markets.

Key advice: Remind your clients of the rationale for their original asset allocation. Engage in periodic 
portfolio rebalancing to maintain your clients’ target asset mix. 

During a downturn it’s also worth reminding investors of their original plan and the rationale of decisions made  
as part of that long-term plan.

For many investors, being reminded that a specific asset allocation was the result of careful consideration and not 
arbitrarily assigned can provide an emotional anchor during panicked moments in the markets.

1. https://advisers.vanguard.com/iwe/pdf/FAWLBCMD.pdf

https://advisers.vanguard.com/iwe/pdf/FAWLBCMD.pdf
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Asset allocation decisions reflect goals. If those goals are sound and matched to your risk tolerance, and –  
furthermore – are focussed on those things within your control (asset allocation and costs), there is every reason  
to stick with a plan and long-term goals.

It’s also sensible to rebalance into market volatility to ensure a client’s target asset allocation doesn’t deviate from  
their long-term goals.

Keep market swings in perspective. It is almost certain that there will be volatility ahead

Key advice: Volatility is a given but you can navigate uncertainty by focusing on those things within your 
control (asset allocation and costs.)

Global equity markets have experienced eight bear markets over the last 40 years, or one roughly every five years.2

Although huge daily swings are enough to make anyone nervous it remains the case that investors will typically 
experience many market downturns over the course of their lifetime.

At times like these it’s more important than ever to help keep emotional reactions in check and be reminded  
of the value of those investment plans you and your clients made together in a calmer moment. By focusing  
on those factors within your control you can minimise the risk of making a knee-jerk decision that will cost you  
in the long run.

To summarise: sticking with a plan will help to deepen your client 
relationships

During moments of upheaval such as these, the value of solid financial advice is felt more keenly than ever.

As a behavioural coach, you have an opportunity to help clients separate emotion from strategy, and find some  
peace-of-mind amidst all the daily uncertainty.

No one can predict just how disruptive the COVID-19 pandemic will ultimately be in coming months but it is a good 
time to remind clients of the decision-making that went into their investment plans and the power of sticking with those 
plans. This seemingly simple but important revisiting of investment plans is a concrete way you can reinforce your value 
as an adviser at this time, and ultimately deepen your standing as a trusted, calm coach for clients as they lean on you 
for direction in the coming months.

2. Source: Vanguard analysis based on the MSCI World Index from January 1, 1980, through December 31, 1987, and the MSCI AC World Index thereafter, indexed to 100 as of 
December 31, 1979. Both indexes are denominated in U.S. dollars.
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Quarter in review
The beginning of 2020 has brought with it turbulent times as the accelerated spread of COVID-19 presents 
unprecedented challenges for the world’s economies.

The events of Q1 leave 2019’s concerns regarding a possible US recession, trade wars and Brexit feeling 
inconsequential in comparison to the uncertainty and market carnage wrought by COVID-19. While initially assumed  
to be an epidemic confined to China, the speed of spread outside of China soon ensured that the declaration of a global 
pandemic was all but inevitable. Reflecting this new reality, global equities have fallen sharply, with the ASX recording 
its worst sell-off in recent history (Figure 2). While bonds have not been immune to this selling pressure, extraordinary 
monetary accommodation from central banks have limited some of these effects, pushing bond yields to historical lows 
(Figure 3). As volatility continues to plague global markets in the coming months, investors should remain focused on 
long-term outcomes – most often realised by staying the course.

Figure 2. A very volatile month for Australian equities
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Figure 3. Extraordinary monetary easing has seen bond yields reach historical lows

0

2

4

6

8

10

12

14

16

1990 1993 1996 1999 2002 2005 2008 2011 2014 2017

10Y Australian Government Bond 10Y US Government Bond

Source: Vanguard, based on data from FactSet.



5Vanguard Asset allocation report

Initial government responses were at best modest and had little effect in calming market fears of a GFC-like  
recession. It was only when unprecedented fiscal packages were announced by the world’s governments did  
we gain some reprieve from the fall. Most encouraging has been the policy response from the likes of certain  
parts of Europe and Australia, where the respective governments have committed to pay a significant proportion  
of workers’ wages during the lockdown to enable companies to keep their staff despite the dramatic hit to sales.  
This is exactly the type of policy needed to deal with this type of shock, to give those economies the best chance  
of rebounding sharply once the health situation is under control.

On the monetary front, we also saw some historic moves from global central banks, with the Fed announcing  
unlimited Quantitative Easing (QE), ECB and BOJ expanding their asset purchase programs, and the RBA locally  
also launching Yield Curve Control QE for the first time while cutting rates to the effective lower bound of 0.25%.  
These extraordinary policies should help to keep government borrowing costs low, despite the massive fiscal  
stimulus that is required to deal with the economic consequences of the virus. 

While we have had experience and prior exposure to economic downturns, the current situation presents a unique 
conundrum. Akin to a war-time recession, the fall in economic activity has been forced through both a demand and 
supply-side shock. This is a stark contrast to the events of the GFC, dot com bubble and 1987 crash downturns,  
which were mostly brought on through crashes in financial markets and imbalances in household and corporate  
balance sheets. A unique situation demands a unique outcome – which leads us to believe that investors should  
expect a deep recession offset by the potential for a swift recovery. 

Economic outlook

The effects of the ‘one, two punch’ simultaneous supply and demand shock will be the main drivers behind  
the deep global recession investors will likely face. On the supply side, the temporary closure of many factories  
will see a sharp decline in the production of goods and services. This will be complemented by a decrease in global 
demand, as people are confined to their homes except for only the most essential of outings and purchases. 

The combination of the above should lead investors to expect the unexpected and fuels our belief that the coming 
recession, while possibly being the deepest we have experienced in modern times, will be of relatively short duration. 
Figure 4 shows the trough occurring in Q2 under our baseline scenario, where we see the exogenous shock running  
a relatively short duration as lockdown restrictions are lifted and business returns to normal conditions. 

Figure 4. Sharp but short recession expected in Australia
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Further out, the outlook for global growth is heavily dependent on the extent to which COVID-19’s spread can  
be slowed or eradicated. Should the infection curve flatten and we observe a relaxing of social distancing measures 
by mid-2020, growth will likely rebound in the second half of the year. The strength of an eventual recovery and its 
presentation as a ‘U’ or a ‘V’ shape depends largely on the depth and breadth of unemployment and the extent  
to which consumers can overcome lingering fears of a COVID-19 resurgence and resume normal activities. In more 
negative scenarios, where strict isolation policies are prolonged for the remainder of the year, a recovery is much  
less likely to occur and a protracted recession should be expected. 

On a more specific scale, we expect the world’s biggest economy, the US, to experience moderately negative  
growth. Similarly, Japan and Europe will experience contractions, though the depth of the contraction is contingent  
very much on the aggressiveness of containment policies in the coming weeks. Meanwhile China, who on face value 
has already experienced the peak of the crisis, is expected to show weakly positive growth. 

Despite having benefits of being a distant island, Australia will not be spared from a contraction either, with  
domestic lockdowns compounding the negative effects that were first felt from lower China demand. While many  
have pointed out that this will be Australia’s first recession in close to 30 years, we would argue that according  
to other metrics pertaining to recession definitions, such as slowdowns in economic activity of over two standard 
deviations in size or per capita, Australia has actually had a number of recessions since the early 1990s and that  
moving away from a ‘recession obsession’ may help to reduce unnecessary panic. 

Overall, the global economic outlook may appear to be bleak at this stage, but we note the silver lining for financial 
markets is that valuations on many risk assets have become much more reasonable now, resulting in better long- 
term return outlooks. Figure 5, for instance, shows that Australian equity valuations are now not only fairly valued,  
but even somewhat undervalued given the sharp drawdowns in recent weeks. A similar statement can be said  
of many other equity markets across the world, including the US equity market, which for some time, was recognised  
as being in extended territory. Consequently, a sell-off of growth assets at this point would be mistimed and could  
give up potential large gains relative to a portfolio that stays the course. 

Figure 5. Equities have now become undervalued
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http://aida.wss.yale.edu/~shiller/data.htm
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Figure 6 shows the impact of fleeing an asset allocation during a bear market for equities. In this example,  
the investor moves out of equities on February 28, 2009, to avoid further losses. While the 100% cash portfolio 
experienced less volatility, the investor who chose to stay with the original asset allocation recovered most  
completely from the 2009 setback to earn a superior return. 

Figure 6. The importance of maintaining discipline: Reacting to market volatility can jeopardize return
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Source: Vanguard calculations, using data from FactSet. 

It’s understandable that during the losses and uncertainties of a bear market in stocks, many investors will find  
it counterintuitive to rebalance by committing more capital to underperforming assets (such as stocks). But history 
shows that the worst market declines have led to some of the best opportunities for buying stocks. Investors who  
did not rebalance their portfolios by increasing their stock holdings at these difficult times not only may have missed  
out on subsequent equity returns but also may have hampered their progress toward long-term investment goals –  
the target for which their asset allocation was originally devised.

Because investing evokes emotion, even sophisticated investors should arm themselves with a long-term  
perspective and a disciplined approach. Abandoning a planned investment strategy can be costly, and research  
has shown that some of the most significant derailers are behavioural: the failure to rebalance, the allure  
of market-timing, and the temptation to chase performance.
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A note on recent market events and our forecast

The December forecasts (Figure 7) utilise data through 31 December 2019 – little over a quarter ago,  
yet a time that is feeling increasingly distant. As in our 2020 Economic and Market Outlook, return projections  
were subdued as both equity valuations remained elevated, and outlooks of restrained growth and inflation  
dampened fixed income.

However, a lot has unfolded since then – in order to frame these projections in the context of recent market  
events, we have contrasted our December forecast with an interim March outlook (Figure 8). This off-cycle update 
provides an indicator for the range of annualised returns we might expect, given market movements and volatility. 
The median 10-year annualised return for December is shown alongside a range of central expectations for March.

As previously mentioned, more attractive valuations have buoyed our long-term equity return, placing December’s 
medians at the bottom end of our revised range as stocks are afforded more room to grow. Meanwhile fixed income 
returns have been further pressured by historically low yields, shifting our expectation for the asset class downwards.

Figure 7. Interim projected 10-year nominal return outlook
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Long-term market outlook 
The chart below shows the Vanguard Capital Markets Model (VCMM) return forecasts over the next 10 years  
for a range of asset classes and Vanguard’s Diversified Funds.

Figure 8. Projected 10-year nominal return outlook 
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It shows two concepts: the range of annualised 10 year nominal returns and the median volatility experienced.

The bars show the range of return outcomes over a 10 year period. The central return expectations for the asset  
class or portfolio are shown in the middle of the bars. Observations in the optimistic or pessimistic regions should  
not come as a surprise though; goals and portfolios should always be positioned with these possibilities in mind. 

The red circles show the median volatility forecasts. This represents the volatility of the asset classes that  
can be expected over the 10-year period. The chart shows that equities are expected to produce a higher return  
over a 10-year period than bonds, however the trade-off is that an investor can expect a more volatile experience  
and greater uncertainty over the end point, which could be a much wider range of outcomes. 

An important point to remember is that asset returns are not perfectly correlated, which means that if an Australian 
equity return over 10 years is in the optimistic range, this does not necessarily mean that Australian bond returns will 
also be in the optimistic range. Combining assets can therefore present strong diversification benefits. 

The next two charts show the trade-off between targeting a CPI+ return target and the risk of a loss along the way.
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Figure 9. Probability of achieving real return target Figure 10. Downside risks
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Taking more risk means that an investor increases the probability that they will achieve their target over 10 years.

Highlighting the importance of managing expectations, it also means there is the increased probability of experiencing  
a negative return or a large annual loss in at least one year over the 10 year period.

About Vanguard’s Investment Strategy Group

Vanguard’s Investment Strategy Group is a global team of economists and investment and portfolio construction strategists with  
a wide variety of specialties, ranging from monetary policy to index construction to market trends. Their research serves as the basis  
for Vanguard’s investment principles and methodology, guides Vanguard’s global leadership and influences decisions about our  
investment offerings and portfolio construction.

Research-based investment approach
As part of Vanguard’s broader Investment Management Group, ISG plays an essential role in developing Vanguard’s investment 
methodology, which is carried through in the implicit and explicit advice solutions available to our clients. Our global chief economist  
and head of ISG reports directly to Vanguard’s global chief investment officer. We work closely with Vanguard’s in-house portfolio 
managers. Notably, our global chief economist is integrated into Vanguard Fixed Income Group through our portfolio management  
process. Through that process, ISG advises our fixed income investment managers on the macroeconomic outlook, expected monetary 
policy and other factors to support day-today portfolio management. Vanguard’s investors around the world benefit from our  
collaborative approach to investment management, research and thought leadership.

Vanguard Capital Markets Model
The VCMM projections are based on a statistical analysis of historical data. Future returns may behave differently from the historical 
patterns captured in the VCMM. More important, the VCMM may be underestimating extreme negative scenarios unobserved in the 
historical period on which the model estimation is based. The Vanguard Capital Markets Model® (VCMM) is a proprietary financial 
simulator developed and maintained by Vanguard’s Investment Strategy Group. It is a long term tool that takes into account current 
macroeconomic conditions and equity and bond valuations to forecasts distributions of future returns for a wide range of asset classes 
and portfolios. The primary value of the VCMM is in its application to analysing potential client portfolios. VCMM asset-class forecasts –  
comprising distributions of expected returns, volatilities, and correlations — are key to the evaluation of potential downside risks, various 
risk-return trade-offs, and diversification benefits of various asset classes.



11Vanguard Asset allocation report

Asset allocation
Vanguard’s approach to asset allocation is to provide long-term returns 
that match investors’ desired level of risk. The broad allocations to 
defensive (fixed income) and growth (equities) are the main factors 
influencing the risk/return profiles of our asset allocation strategies.

Our asset allocation approach is designed with a medium to long-term 
investor in mind (a time horizon of at least five years), reflecting the 
reality that the majority of Australian investors need to accept some 
market risk in order to reach their investment goals. 

Why diversification matters 

We believe that a successful investment strategy starts with an asset allocation suitable for its objective. In practice, 
diversification is a rigorously tested application of common sense: Markets will often behave differently from each other—  
sometimes marginally, sometimes greatly—at any given time.

Owning a portfolio with at least some exposure to many or all key market components ensures the investor of some 
participation in stronger areas while also mitigating the impact of weaker areas.

Many investors lack the time, interest, or skills, and can become overwhelmed by the choice of investment options, 
asset classes, and other implementation hurdles such as choosing between index and active management. Investors 
also face behavioural risks in adhering to their investment plan over time due to the temptation of performance chasing 
or overreacting to market events.

Vanguard Diversified Funds provide professionally managed portfolio solutions designed to help medium to long-term 
investors achieve their goals and overcome these challenges.

Risk and return overview

Vanguard Diversified Funds peer group comparison
31 March 2020

The shaded boxes display the total return percentile rank of the Vanguard Fund within its peer group*, as shown  
by the colour code, with the number reflecting the Vanguard Fund return in excess of the peer group median return (%). 
The numbers below the shaded boxes indicate the number of funds in the peer groups across each time period.

Vanguard Fund  
Asset weighted peer group MER (% p.a.) 3 mths 6 mths 1 yr 3 yrs 5 yrs 7 yrs 10 yrs

Conservative 
0.66

1.15 1.38 3.17 1.98 1.58 1.74 1.22
58 58 56 55 50 48 44

Balanced 
0.80

1.62 1.51 3.42 2.06 1.62 1.85 1.35
66 66 64 60 52 48 37

Growth 
0.79

1.06 1.50 2.79 1.92 1.43 1.66 1.59
88 88 86 82 76 73 63

High Growth 
0.84

1.00 1.27 2.53 1.59 1.23 1.47 1.38
75 74 73 68 60 56 47

Peer group 
percentile

Top 5%
1st quartile
2nd quartile
3rd quartile
4th quartile

Sources: Vanguard calculations using data from Morningstar Inc. Past performance is not an indication of future performance. All returns are net of fees and assume 
reinvestment of income distributions. Returns greater than 12 months are annualised. There has been no adjustment for survivorship bias.
* The peer groups were constructed by first sourcing a universe of funds from Morningstar having the same category as the Vanguard Funds, but excluding Vanguard 
strategies.  
An automated filter was then applied to these original peer groups with the aim of removing identified duplicate investment strategies and retain unique strategies.
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Understanding Vanguard’s SAA process

For multi-asset funds, such as Vanguard Australia’s Diversified Funds, Vanguard’s Investment Strategy Group  
(ISG) conducts an annual review of the strategic asset allocation (SAA) of the funds. The team considers new asset 
classes, currency exposure, home bias, regulatory and tax impact, investment costs, investor behaviours, and 
implementation factors amongst others. The ISG team presents a recommendation to maintain or change the SAA 
to Vanguard’s global Strategic Asset Allocation Committee (SAAC), which oversees all of Vanguard’s multi-asset 
funds. The SAAC is comprised of senior leaders from the Investment Management Group and Vanguard’s advice 
businesses and is co-chaired by Vanguard’s global Chief Investment Officer and global chief economist. Upon 
approval of a change to the SAA, Vanguard assesses the feasibility, tax impact, and costs of the recommended 
changes and presents to the Board of Vanguard Australia for approval prior to implementing the changes.

Figure 11. Vanguard Diversified Funds return contributions for the quarter 
31 March 2020

3 Month  
Gross Return (%)

3 Month Return Contribution (%)

Fund VCIF VBIF VGIF VHIF

Vanguard Cash Plus Fund 0.39 0.0 0.0 0.0 0.0

Vanguard Australian Fixed Interest Index Fund 3.06 0.6 0.5 0.3 0.1

Vanguard Australian Shares Index Fund –23.37 –2.8 –4.7 –6.6 –8.4

Vanguard International Shares Index Fund –8.93 –0.7 –1.3 –1.8 –2.3

Vanguard International Small Companies Index Fund –19.38 –0.4 –0.7 –1.0 –1.3

Vanguard Emerging Markets Shares Index Fund –12.22 –0.2 –0.4 –0.5 –0.6

Vanguard International Shares Index Fund (Hedged) – AU Class –21.00 –1.2 –2.0 –2.7 –3.5

Vanguard Global Aggregate Bond Index Fund (Hedged) 1.00 0.4 0.4 0.2 0.1

Total Return Contribution (%) –4.4 –8.2 –12.0 –15.8

*Figures in the return contribution table are calculated as the product of the monthly gross return and the corresponding actual asset allocation.

Underlying fund asset allocation

The strategic asset allocation (SAA) is provided in the table below. The Diversified Funds leverage Vanguard’s 
international expertise in investment research and utilise a global investment methodology. This approach starts with 
market capitalisation weightings and from this local market factors are then also considered.

Figure 12. Target asset allocations effective from July 2017

Asset Allocation (%)

Fund Conservative Balanced Growth High Growth 

Asset Classes

Vanguard Cash Plus Fund 10.0 0.0 0.0 0.0

Vanguard Australian Fixed Interest Index Fund 18.0 15.0 9.0 3.0

Vanguard Global Aggregate Bond Index Fund (Hedged) 42.0 35.0 21.0 7.0

Total Income 70.0 50.0 30.0 10.0

Asset Classes

Vanguard Australian Shares Index Fund 12.0 20.0 28.0 36.0

Vanguard International Shares Index Fund 8.5 14.5 20.5 26.5

Vanguard International Shares Index Fund (Hedged) 5.5 9.0 12.0 16.0

Vanguard International Small Companies Index Fund 2.0 3.5 5.0 6.5

Vanguard Emerging Markets Shares Index Fund 2.0 3.0 4.0 5.0

Total Growth 30.0 50.0 70.0 90.0
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How early super withdrawals add up
The coronavirus pandemic is having profound effects on Australian families, communities, 
businesses, the financial markets and the global economy. 

Many people have lost their jobs and there is much uncertainty around the depth and  
duration of the current crisis. Governments and policymakers across the globe have announced 
unprecedented fiscal and monetary packages to provide some offset to the downturn. 

The Australian federal parliament has approved the JobKeeper payments ($1500 per fortnight), 
boosted JobSeeker payments up to $1100 per fortnight, and allowed the unemployed and people 
whose hours have been cut by 20 per cent to dip into their retirement savings to help them 
weather the coronavirus crisis.  

People will be able to apply online through my.gov.au web site to access up to $10,000 of their 
super, tax free, before 1 July, and then another $10,000 after the new financial year begins, also tax free.

While some people will use all of the support available to make the ends meet, others may have a choice. Should  
they or should they not use the early access to superannuation? 

How early withdrawals add up

Withdrawing superannuation funds now means an investor selling part of their portfolio in a depressed market, 
crystallising current losses and giving up the benefits of eventual recovery in investment markets. It will also erode  
the investor’s retirement wealth by forgoing future compound interest.

Consider the impact that an early withdrawal could have on an investor’s superannuation balance. The calculations 
below are for a balanced multi-asset managed fund containing a mix of equities and fixed income, with an average  
net return of 6 per cent per annum. 

For investor who has 20 years until retirement, the value of a $10,000 withdrawal is estimated to be worth  
$32,100 at retirement. Over the course of 40 years, the impact of the $10,000 withdrawal on the retirement  
savings climbs to $102,900, while a $20,000 withdrawal means an investor would have $205,700 less at their  
disposal. This could potentially mean delaying their retirement for a number of years.

Figure 13. Comparing potential withdrawal impacts at different ages

Age
Years  

to retirement
Value of $10,000  

at retirement
Value of $20,000  

at retirement

67 0 $10,000 $20,000

57 10 $17,908 $35,817

47 20 $32,071 $64,143

37 30 $57,435 $114,870

27 40 $102,857 $205,717

Source: Vanguard calculations

Inna Zorina
Senior Investment 
Strategist, Investment  
Strategy Group, 
Vanguard Australia
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A disciplined approach

Global evidence supports the importance of disciplined saving for the retirement outcomes. 

In 2018, the World Economic Forum named low levels of savings by individuals among the six key challenges facing  
the retirement system worldwide. Many people delay retirement savings until they are in their 40s or 50s. 

At each life stage, more immediate financial priorities come first – for instance, saving for a deposit to buy  
a home, paying down a mortgage or investing in kids’ education. In many cases savings intended for retirement  
do not last until retirement; sometimes they are drawn for medical emergencies or critical housing repairs,  
or during periods of unemployment.

As Australians live longer and spend more time in retirement, we require higher levels of savings to sustain  
our longer lifetimes and adequate lifestyles. The World Economic Forum estimates that combining auto-enrolment  
to superannuation, increasing savings over time and avoiding dipping into the superannuation savings prior  
to retirement is expected to increase wealth at retirement by 70 per cent.

Many people are currently doing it tough and will need to rely on the early access to superannuation as they don’t  
have another way to support their families. For investors who have a choice, taking a long term perspective may prove  
to be beneficial. We recommend investors seek financial advice and explore other ways of obtaining financial 
assistance first. 

Stay the course

Vanguard founder Jack Bogle famously said: “The courage to press on—regardless of whether we face calm  
seas or rough seas, and especially when the market storms howl around us—is the quintessential attribute of  
the successful investor.”  

Historically bull markets last substantially longer than bear markets, and this downturn will eventually be over. 

The best thing investors can do is to stick to their investment principles and philosophy, and “stay the course”  
to have the best chance for investment success. 
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Vanguard Capital Markets Model 
IMPORTANT: The projections or other information generated by the Vanguard 
Capital Markets Model regarding the likelihood of various investment outcomes 
are hypothetical in nature, do not reflect actual investment results, and are not 
guarantees of future results. VCMM results will vary with each use and over time.

The Vanguard Capital Markets Model forecasts distributions of future returns for 
a wide array of broad asset classes. Those asset classes include Australian and 
international equity markets, several maturities of the Australian Treasury and 
corporate fixed income markets, international fixed income markets, money markets, 
commodities, and certain alternative investment strategies. The theoretical and 
empirical foundation for the Vanguard Capital Markets Model is that the returns 
of various asset classes reflect the compensation investors require for bearing 
different types of systematic risk (beta). At the core of the model are estimates of 
the dynamic statistical relationship between risk factors and asset returns, obtained 
from statistical analysis based on available monthly financial and economic data 
from as early as 1960. Using a system of estimated equations, the model then 
applies a Monte Carlo simulation method to project the estimated interrelationships 
among risk factors and asset classes as well as uncertainty and randomness over 
time. The model generates a large set of simulated outcomes for each asset class 
over several time horizons. Forecasts are obtained by computing measures of central 
tendency in these simulations. Results produced by the tool will vary with each use 
and over time.

Although central tendencies are generated in any return distribution, Vanguard 
stresses that focusing on the full range of potential outcomes for the assets 
considered, such as the data presented in this paper, is the most effective way to 
use VCMM output. 

The VCMM seeks to represent the uncertainty in the forecast by generating a wide 
range of potential outcomes. It is important to recognise that the VCMM does not 
impose “normality” on the return distributions, but rather is influenced by the so-
called fat tails and skewness in the empirical distribution of modelled asset class 
returns. Within the range of outcomes, individual experiences can be quite different, 
underscoring the varied nature of potential future paths. Indeed, this is a key reason 
why we approach asset-return outlooks in a distributional framework.

© 2020 Morningstar, Inc. All rights reserved. The data and content herein are not 
guaranteed to be accurate, complete or timely. Neither Morningstar, nor its affiliates 
nor their content providers will have any liability for use or distribution of any of 
this information. To the extent that any of the content above constitutes advice, it 
is general advice that has been prepared by Morningstar Australasia Pty Ltd ABN: 
95 090 665 544, AFSL: 240892 (a subsidiary of Morningstar, Inc.), without reference 
to your objectives, financial situation or needs. Before acting on any advice, you 
should consider the appropriateness of the advice and we recommend you obtain 
financial, legal and taxation advice before making any financial investment decision. 
If applicable investors should obtain the relevant product disclosure statement and 
consider it before making any decision to invest. You should consider the advice in 
light of these matters and, if applicable, the relevant Product Disclosure Statement (in 
respect of Australian products) or Investment Statement (in respect of New Zealand 
products) before making any decision to invest. Neither Morningstar, nor Morningstar’s 
subsidiaries, nor Morningstar’s employees can provide you with personalised 
financial advice. To obtain advice tailored to your particular circumstances, please 
contact a professional financial adviser.  Please refer to our Financial Service Guide 
(FSG) for more information at www.morningstar.com.au/fsg.pdf.

This paper includes general information and is intended to assist you. Vanguard 
Investments Australia Ltd (ABN 72 072 881 086 / AFS Licence 227263) is the product 
issuer. We have not taken your circumstances into account when preparing the 
report so it may not be applicable to your circumstances. You should consider your 
circumstances and our Product Disclosure Statements (“PDSs”) before making any 
investment decision. You can access our PDSs at vanguard.com.au or by calling 1300 
655 101. Past performance is not an indication of future performance. This report 
was prepared in good faith and we accept no liability for any errors or omissions.

Connect with Vanguard™

> vanguard.com.au
> 1300 655 205
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