Dear <Client>

[bookmark: _GoBack]The past four decades have been kind to long term investors. This is a period where many share markets provided solid double digit average annual returns, despite the numerous recessions and crises throughout. 

The question for investors is, “Is the future likely to offer the same returns as the past?”

To answer this question, you need to understand where investment returns come from in the first place. In the chart below, returns have been broken down into different return sources such as dividends, growth in company profits, inflation and valuation. Each has then been measured over the last 40, 30 and 20 years to show how they have changed. The chart shows that dividends and growth in profits have been fairly stable across the three time periods. However what has changed materially is inflation which has fallen from 4.7% (over 40 years) to 3.3% (over 30 years) and to 2.4% (over 20 years). Lower inflation alone has resulted in overall returns falling by around 2.3%.

Source: MSCI, ABS, Morningstar Investment Management
Inflation has since fallen in recent decades and so have total returns. 

While short term inflation numbers are hard to predict, the recent commentary and cash rate moves by the Reserve Bank of Australia indicate that inflation concerns in the short to medium term seem to be on the downside. It seems unlikely in the foreseeable future that inflation will return to the levels we have seen over the past four decades. Even if inflation rose substantially, share markets would likely be negatively impacted during any transition to a high inflation environment. This means that total returns are likely to be lower going forward compared to the last 40 years.  

With this is mind, I want to restate that a focus on returns above inflation and the cost of living (i.e. Real Return, or CPI+) over an investment timeframe remain more relevant to your financial goals, which we will work together to achieve. 

Please let me know if you would like to discuss this in more detail.

Regards,

<Adviser Email Signature>

Breakdown of Australian share returns over different time periods
Change in Valuation	
7.5162239197630962E-3	1.062501628547473E-2	-6.0200408968493608E-4	Growth in Company Profits	

1.8519380770335894E-2	1.5521074840409229E-2	1.9016561243865745E-2	Dividends	
4.3084687180545478E-2	4.1847475587736715E-2	4.1368961359976586E-2	Inflation	
1975 - 2015	1985 - 2015	1995 - 2015	2005 - 2015	4.7357858357512564E-2	3.2892845895853763E-2	2.4420966529105938E-2	


