
BUSHFIRE CATASTROPHE SHOWS 
THE DANGERS OF IGNORING 
LONG-TERM RISKS

The start of a new decade has begun with muted 
celebrations amid a summer marred by fires across 
the country, causing widespread losses. While climate 
change is steadily changing the world, economic cycles 
can be more unpredictable. Risk management has an 
essential role to play before danger is at our doors. 

Australia is living through an unprecedented bushfire 
catastrophe. As smoke-filled days and evacuations of 
popular tourist destinations become the new normal, 
people are asking how it came to this and who is to blame.

A former Fire & Rescue NSW Commissioner has pointed 
the finger at the government’s lack of response ahead 
of the bushfire season. The short-term risks, he said,  
were ignored. 

The Garnaut Climate Change Review painted a stark 
warning in 2008, stating that climate change would cause 
a more dangerous fire season by 2020. Those long-term 
risks were also ignored, according to Garnaut.

Losing money pales into insignificance compared to 

the devastation of natural disasters. However, investors 
are among those who can learn something about the 
dangers of risk and complacency if they want to lessen the 
blow in future.

It has been just over a decade since the global financial 
crisis nearly derailed the entire financial system. No one 
predicted that the years since then would deliver some of 
the strongest returns in history across nearly every major 
asset class as central banks have turned unconventional 
monetary policy into the status quo.

While the last 12 months have seen slowing global 
economic growth, rising geo-political uncertainty and 
lacklustre corporate earnings, many assets including 
Australian equities, small caps, international equities, 
Australian REITs, global REITs (hedged), emerging markets, 
and infrastructure (hedged) delivered hefty gains of 19-
28%. Even fixed interest delivered gains of more than 7% 
as official interest rates fell to record lows.

Markets and economies are different things, but is future 
economic growth so assured that it is rational for equity 
markets to reach record highs out of relief when fears 
abate? Is it rational to assume central banks will continue 
to prop up markets forever? 

Complacency about risk is everywhere and FOMO (fear of 
missing out) has become a key driver of market behaviour. 
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RECOGNISE RISK, REMAIN FOCUSED  
ON GOALS
While markets are still taking off into blue sky, we know that 
assets are ultimately valued on underlying fundamentals 
over the long term. The price you pay today is highly 
correlated to the return you expect to get tomorrow.

While the future is unknowable, the one thing we know 
is that equity valuations are far higher and bond yields far 
lower than they were following the GFC. 

We don’t have either of those today – the world is 
characterised by low (or negative) yields and stretched 
valuations combined with benign to negative corporate 
earnings growth. 

The result will be greater uncertainty over the next decade 
compared to the one before. It’s difficult for businesses 
to operate in such an uncertain economic environment, 
while investors don’t have low valuations to provide a 
buffer against risk.

Instead, APRA’s superannuation heat maps show that 
even some so-called top performing default super funds 
have more than 90% of their portfolios invested in ‘growth’ 

assets. The good times have lasted so long that investors 
are being drawn into a race for returns rather than focusing 
on their personal goals.

From a rational perspective, years of strong investment 
gains mean many long-term investors will be closer to 
their goals than they could reasonably expect. But they 
risk losing the lot by ignoring the signals that change 
lies ahead. 

Investors should instead leave FOMO behind and turn 
back to what they are trying to achieve and how they can 
achieve it with the lowest amount of risk. In some cases 
that will mean taking risk off the table and some form of 
capital preservation. 

The GFC held powerful lessons about the organisations 
that were too big to fail but, as the economic cycle turns, 
investors will be wise to consider what they can afford 
to lose. Taking steps to limit future losses can prove  
an effective insurance policy when personal goals are 
within reach. 

Risk and return are always intertwined and ignoring one 
to chase the other is likely to end in disaster.
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