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Investing today versus the 80s and 90s
By egoli team SHAW Stockbroking

Australians have always been savvy 
investors, scrutinising investment 
options and tailgating the trends. 

Yesteryear it was large pooled super funds, 
which then moved to self-managed super 
funds with products being created to facilitate 
market demand, streamline the process and 
exploit market expertise. Today direct share 
investments are the investors’ choice but with 
the plethora of investment options available 
which way should the expert investor turn – a 
managed fund or discretionary account?

The SuperRatings survey of balanced funds 
completed in April shows an average return of 
15.9 per cent. This matches similar returns in 
2004-05 and 2003-04, yet is much healthier 
than the dark years of 2001-03 where single 
digit averages, and some individual fund 
negative returns, were the norm.

The dark years went a long way to alerting the 
average Australian that superannuation was 
not a given, but a risk business like anything 
else. Suddenly Australians were questioning 
whether large pooled super funds were the 
only place to keeps one’s retirement nest egg 
and whether other opportunities existed.

One opportunity was to self-manage one’s 
super, even if this meant handing over actual 
management to an expert. Australians wanted 
to take more control over their retirement 
funds and one way was to get more directly 
involved. This was a step along an evolutionary 
path of direct share ownership that has grown 
into an industry of its own today.

Back in 1987 only 9 per cent of Australians 
actually owned shares. That is, only 9 per 
cent directly owned shares – the balance 
of Australians’ holdings were in public 
superannuation funds. 

In the 90s, indifference towards direct share 
ownership from individuals began to abate 
as the great privatisation push began. The 

Commonwealth Bank, Qantas, GIO, the TAB 
and most of Telstra were sold off to the public 
and the likes of  AMP were demutualised. 
By 2003 37 per cent of Australians directly 
owned shares.

This evolution brought the stock market into 
focus for the average Australian who to date 
had considered the stock market the preserve 
of the independently wealthy. Fuelling the 
interest was the tech revolution, which soon 
provided the ability to buy and sell stocks via 
an internet platform for minimal brokerage 
and without having to talk to a stock broker. 

Soon economists were beginning to warn 
about Australia’s ageing population and that 
if the government did not start giving this 
serious consideration then there may be 
insufficient funds to provide age pensions in 
the future. Australia made superannuation 
compulsory in 1992, but this was not going to 
be enough by itself.

By the early 2000s Australians were retiring 
only to find their contributions had actually 
been eroded at the final payout and not 
enhanced. In the meantime high net worth 
individuals were being provided with top-
level service from their stockbrokers. This 
included the opportunity to run discretionary 
accounts, in which brokers would manage 
stock portfolios on behalf of a wealthy client.

Self-funded superannuation was therefore a 
boon to the wealthy, but also for the fact that 
large pooled superannuation funds carry many 
disadvantages for long-term investment.

The average superannuation fund unitholder 
is invested in a balanced fund – one that 
apportions investment among a diversified, 
low risk portfolio of stocks, bonds and cash. 
These are the funds that look like returning 
about 13 per cent this year. But the S&P/
ASX200 index is up some 20 per cent  
this year. 
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Even if one chooses to direct one’s super to an equity only 
fund, it is the goal of most equity super funds to track the 
index rather than materially outperform it. Hence if the stock 
market does go down, equity funds will go down with it. 
Another disadvantage is that equity funds can be so large that 
they cannot make portfolio adjustments without moving the 
market to do so, rendering them destined to always achieve 
the worst possible price for a trade.

Boutique fund managers are not new, but their number has 
exploded in recent years. As an alternative to large pooled 
funds, boutique funds offer more specialised investment options 
such as stock picking (as opposed to index tracking), specific 
risk/reward profiles, the use of derivatives for protection or 
enhancement and the ability to dart in and out of the market 
without moving prices in any material way.

But for the average Australian there was still one drawback 
– to have one’s money managed by a talented boutique fund 
one still had to start with relatively large amounts of money, 
perhaps a million dollars. For the smaller investor this was 
still a bar too high, however larger fund managers responded 
by offering a more diverse suite of investment products than 
simply the large balanced funds, allowing those with lesser 
means to be more selective in their own investment choices.

Enter financial planners. Financial planners have been around 
for a long time too, but as large funds managers began to 
dominate the market in providing various investment products 
at the lower end, financial planning was also swallowed up to a 
great degree by the fund managers themselves. 

Again there was a problem. Investors soon recognised that 
to one-stop-shop at one institution meant only having that 
institution’s products forced upon you, whether those products 
were performing well or not. 

The next step in the evolutionary process was the wrap 
account. Through wrap accounts investors can place 
their money not just in one managed fund but in several 
from competing institutions and thereby both diversify 
their risk and shake off the concept of having products  
forced upon them.

By 2004, 55 per cent of adult Australians – eight million 
people – owned shares. This included direct holding of stocks 
or indirect holdings through managed funds. It included 
personal super funds but not public super funds. 

Managed funds were not, however, without their problems. 
When one enters a managed fund as a form of direct share 
investment one becomes a unitholder in the entire fund, not 
an individual holder of shares. This means any capital gain 
already in the fund is apportioned to all, no matter what the 
entry time. Therefore unitholders run the risk of receiving 
distributions from a fund when they are not wanted, and 
crystallising a capital gain which then attracts tax. This may 
be a big slug to overall returns.

The problem is only exacerbated by wrap accounts. 
Furthermore, individuals have different requirements for 
dividend treatment. Franking credits are a powerful offset for 
taxable income, but a managed fund does not tailor franking 
requirements for the individual within the fund.

Enter the separately managed account, or SMA. Investment 
in an SMA is more akin to holding an individual portfolio. 
The label implies your account is separately managed from 
the pooled fund. And in the case of an SMA, you actually  
own the shares. 

SMAs offer a client a selection of share portfolios to choose 
from which will feature varying risk/reward profiles and 
perhaps lean toward differing tax requirements. An expert 
selects and manages that portfolio and each client is considered 
to have held the shares only from entry. In other words, capital 
gain is not pooled amongst all the clients in the account to the 
detriment of an individual.

Entry levels for some styles of SMA have dropped as low as 
$25,000-50,000. It is still a rule, however, that the more you 
invest the better service you will receive.

A further step up in the chain from the SMA is the IMA, 
or individually managed account. While the distinctions 
between an SMA and an IMA can be fairly grey, the general 
point of difference is that within an IMA a client can more 
specifically tailor a portfolio. For example, a client can 
elect to remove or add particular stocks within the given 
portfolio. Furthermore, as an IMA is strictly individual then 
even more individual consideration can be given to a client’s  
own tax situation.

Managed accounts have exploded in the US, now boasting 
US$1.9 trillion of investment, with a 15 per cent per  
annum growth rate. SHAW Stockbroking has just joined 
other brokers (as opposed to managers) in offering an IMA 
product. Brokers, including SHAW have offered such a service 
for decades, but are now looking to package the concept for 
wider appeal. 

The Australian Stock Exchange reports that as of June 2005 
there were 308,000 self-managed super funds in Australia, and 
the number was growing at 1,800 per month. The average 
total assets of a self-managed super fund member has grown 
from $184,490 in June 2000 to $285,420 in June 2005. By 
comparison, the average total assets of a public super fund 
member is $40,000.

Important in the growth has been the ongoing development of 
managed accounts. The IMA, in particular, is a response to the 
financial planner’s dilemma. As more Australians are wanting 
to control their own super through direct share investment, the 
financial planner has been called upon to become an overnight 
expert in stock selection, not just an astute selector of available 
managed funds.

SHAW’s Adam Dawes sees managed accounts as the big growth 
industry in funds management. SHAW has recently launched 
an IMA product comparable to similar products offered by 
stock brokers in the market – Macquarie and Merrill Lynch, 
for example.

SHAW’s product has an entry requirement of $200,000, 
compared to most at $500,000, which SHAW believes for 
the first time brings entry level into the realm of the average 
Australian. As with others, SHAW offers an internet interface 
where a client can track performance.

Never before has the operation of the stock market been so 
visible, and so accessible. Direct share ownership is now very 
much a part of the Australian investment landscape.


