
Why you shouldn’t chase last year’s returns  

While you might be able to pick the future performance of a 
sports team based on last year’s performance, this is often 
because you know the team, you know the competition and the 
environment doesn’t change. 

However, with investment markets, it’s more difficult. Factors 
such as interest rates, exchange rates, commodity prices and 
environmental issues all come into play at a global and local 
level to influence performance. As a result, last year’s winner can 
easily become ‘yesterday’s hero’ (Figure 1).

Living with volatility in investment markets
Investment markets can be volatile, with strong returns in some 
years and significant declines in others. For Australian investors, 
Australian and international shares have been the most volatile 
asset classes, experiencing best performance and worst 
performance more often than property, cash or bonds. 
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We all want to back a winner with our investments. But chasing last year’s 
performance can get you into strife. Last year’s investment performance is 
not a good indicator of next year’s returns.

Figure 1 — Annual performance of asset classes

Last year’s best performing asset class can easily become next year’s worst 

Source: Datastream. (a) As measured by the Blended All Ordinaries Index. Post 31/3/2000 S&P/ASX All Ordinaries Accumulation Index. Prior to 31/3/2000 ASX All 
Ordinaries Accumulation Index. (b) As measured by the Blended Property Trusts Accumulation Index. Post 30/6/2002 S&P/ASX 300 Property Trusts Accumulation 
Index. Between 1/4/2000 and 30/6/2002 it was the S&P/ASX 200 Property Accumulation Index. Prior to 1/4/2000 the benchmark was the ASX Property Trusts 
Accumulation Index; (c) MSCI World ex Australia Accumulation Index $A; (d) UBSA Composite Bond Index; (e) UBSA Bank Bill Index. Past performance is not 
indicative of future performance.

Year to 31 
December

Australian 
shares  

(a) 

Property  
 

(b)

International 
shares  

(c)

Australian 
bonds  

(d)

Cash 
  
(e)

Dec-91 34% 20% 21% 25% 11%

Dec-92 -2% 7% 6% 10% 7%

Dec-93 45% 30% 24% 16% 5%

Dec-94 -9% -6% -8% -5% 5%

Dec-95 20% 13% 27% 19% 8%

Dec-96 15% 14% 7% 12% 8%

Dec-97 12% 20% 42% 12% 6%

Dec-98 12% 18% 33% 10% 5%

Dec-99 16% -5% 18% -1% 5%

Dec-00 4% 18% 2% 12% 6%

Year to 31 
December

Australian 
shares  

(a) 

Property  
 

(b)

International 
shares  

(c)

Australian 
bonds  

(d)

Cash 
  
(e)

Dec-01 10% 15% -10% 5% 5%

Dec-02 -8% 12% -27% 9% 5%

Dec-03 16% 9% -0% 3% 5%

Dec-04 28% 32% 10% 7% 6%

Dec-05 21% 13% 17% 6% 6%

Dec-06 25% 34% 12% 3% 6%

Dec-07 18% -8% -2% 3% 7%

Dec-08 -40% -55% -24% 15% 8%

Dec-09 40% 10% 0% 2% 3%

Dec-10 3% -1% -2% 6% 5%

Average annual 20 year return 13% 9% 7% 8% 6%



Further information
Adviser Services 1800 062 725
Investor Services 1800 022 033
Email investments@perpetual.com.au
www.perpetual.com.au

This information has been prepared by Perpetual Investment Management Limited (PIML) ABN 18 000 866 535, AFSL 234426. It is general information only and 
is not intended to provide you with financial advice or take into account your objectives, financial situation or needs. You should consider, with a financial adviser, 
whether the information is suitable for your circumstances. To the extent permitted by law, no liability is accepted for any loss or damage as a result of any reliance 
on this information. No company in the Perpetual Group (Perpetual Limited ABN 86 000 431 827 and its subsidiaries) guarantees the performance of any fund or the 
return of an investor’s capital.
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The lesson from history is that time heals 
While the swings in the markets might look extreme over 
one year, they are less pronounced over the long term since, 
traditionally, sharemarkets have recovered from short-term 
setbacks with significantly higher gains. 

It’s also important to remember that while volatility may be 
unpleasant, it can provide opportunities. 

Diversification can smooth the ride
Diversifying your money across a range of asset classes can 
help you ride out the performance troughs in the market and 
the good returns in some investments can help offset the poor 
returns in others. Having a diversified portfolio can mean the best 
performing asset class offsets the worst performing asset class.

You can read more about diversification in our guide to investing 
‘Why diversification is important’. 

Figure 2 – Markets have always recovered 
Annual performance of the Blended All Ordinaries Price Index  
(1876-2010)

Figure 2 shows just how volatile shares can be. For instance in  
the 1930s: 

 1 	 Shares fell by more than 30% in 1930. 

 2 	 But for much of the decade returns were very strong,  
ranging between 10% and 20%.

 3 	 They even rose as high as 21% in 1933.

The 2000s is another example:

 4 	 Shares had a poor year in 2002, returning -11%.

 5 	 However, for much of the decade returns were very strong, 
ranging between 10% and 20%. 

 6 	 This was followed by a very bad year in 2008, when shares  
lost 43%.

 7 	 They then delivered very strong gains of 33% in 2009.

2010
2001
2000
1998
1997
1977
1969
1966
1964
1961
1956
1955
1953
1949
1946 2007
1945 2006
1944 2005
1943 2003
1939 1999
1935 1996
1927 1995
1926 1989
1924 1988
1920 1978
1918 1958
1917 1957

1992 1914 1954
1984 1913 1947
1976 1912 1942
1971 1911 1936
1962 1910 1934
1960 1909 1932
1951 1907 1931
1948 1906 1928

2002 1940 1905 1925
1994 1938 1904 1923
1987 1937 1902 1922
1982 1916 1900 1921
1981 1915 1899 1919
1970 1901 1898 1908 2004 2009
1965 1896 1897 1903 1991 1985
1952 1892 1894 1895 1963 1979 1993
1941 1890 1885 1888 1950 1972 1986

1990 1929 1889 1882 1881 1933 1968 1983
1974 1973 1893 1886 1879 1880 1887 1967 1980

2008 1930 1878 1891 1884 1877 1876 1883 1959 1975
-40% - -40% - -30% -30% - -20% -20% - -10% -10% - 0% 0 - 10% 10 - 20% 20 - 30% 30 - 40% 40%+

Positive years: 97 (72%)
Negative years: 38 (28%)

Source: Goldman Sachs JB Were and Australian Securities Exchange as at 31 December 2009. As measured by the Blended All Ordinaries Price Index  
(1875 to 1936 the Commercial and Industrials Price Index, 1936 to 1979 the ASX All Ordinaries Price Index and from 1979 the S&P/ASX All Ordinaries Price Index).
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