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At a glance
• This month, we examine the performance of asset classes, 

both historical and those more recent, in the context of 
client portfolios

• Our broad conclusion is that cash is no longer king, and 
alternatives to cash and term deposits are a worthwhile 
discussion
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We all know the problem
In an investing context, we’re often asked: “Is cash still king”? Having just seen the 2019 version of The Lion King, 
this question reminds us of that infamous moment where Scar throws Mufasa off the cliff, saying: “Long live the 
King!” In both instances, the king is not well. 

Consider the below graph. Cash, proxied by Term Deposits, was generating a pretty good return, comparatively 
risk free, for a very long time. On the Y-axis we have the annualised yearly return in percent, and on the X-axis, the 
amount of risk, or volatility, taken to get there. This sort of risk/reward chart is a bog-standard way of depicting asset 
classes over time. 

Annualised Risk vs. Reward, 2003-2016

Source: Bloomberg, author’s calculations 2019-11-18

You’ll note safer assets are lower returning, and riskier assets are higher returning over the decades shown here. 

This raises three important points:

1. The absolute return was high; High enough to satisfy many private clients’ return objectives, with relatively little 
risk or volatility. 

2. The relative return was comparable to the returns of other asset classes. The opportunity cost of not bothering 
with, or considering, all those other markets, was at first low, relative to a typical client’s needs.

3. The spread to inflation was meaningful. This means, assets grew in terms of their purchasing power.

Fast forward to today, and there are some important changes. Notice in the graph below, the spread between cash 
and inflation is no longer meaningful. The nominal return has more than halved. 

Re
tu

rn
 %

Risk %
Risk is the standard deviation of returns over the time period indicated



Market Outlook – December 2019 3

You can see the opportunity cost of not considering those other asset classes or markets, has increased. It’s costly 
to not consider them. Assets do not grow in terms of their purchasing power, and you pay tax on the nominal 
component of those returns.

Annualised Risk vs. Reward, last 12m

Source: Bloomberg, author’s calculations 2019-11-18
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Before you go...
Don’t forget you can also click through to the new Commonwealth Private Economic Insights Hub. On the Hub, you’ll 
find a copy of our past updates, and more information about our advisory offering. You can access the Hub here. 
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How long might this last?
Potentially for a very long time. Now this Market Outlook is a bit different from our usual writing. It isn’t actually 
about our views, our investment strategy, or the long-run derivation of interest rates. This Report has really none of 
our macroeconomics in it at all. 

What we wanted to do was show what the bond market is pricing, and what the views of the bond market are telling 
us. The following Treasury and Sovereign curves tell the story.

The overwhelming narrative is lower for longer. Look at Japan, where the yield curve is negative out to the 10-year 
mark, and in parts of Europe, negative out to the 50-year mark. If you look at market pricing, the question of “how 
long might this last” is answered with “potentially decades”. 

Thus, if your strategy is to ride out the current environment in term deposits, and roll them over until they get a 
better headline rate, it appears, based on the above, this strategy has a real risk of not working.

Similarly, if you’re using a large cash holding as a means of expressing a view on the market, perhaps worried about 
the possibility of a market correction, it’s worth discussing asset classes that tend to do well when equities fall (or 
perhaps more accurately stated, benefit from a “flight to quality”) when some risk event occurs. 

Source: Bloomberg, author’s calculations 2019-11-18

https://www.commbank.com.au/premier-private/private-banking/economic-insights.html

