


Over the long term this 
could save you a lot of 
money in tax...

�

For people in their 50’s 
and 60’s, investing 
in superannuation 

is probably top of mind 
considering retirement is 
a lot closer. However, the 
decision for younger people 
to invest into super is quite 
different, as they may not 
get access to this money for 
many years – sometimes even 
several decades! 

There are many reasons to start saving 
as early as possible. If you start adding 
to your super at an early age, the power 
of compound interest over time will do 
more for your savings than trying to catch 
up with larger contributions later in life. 
There are a number of strategies that you 
can put in place now, to help with your 
future, including;

Salary Sacrifice
For those who can salary sacrifice, it is a 
very attractive proposition. Salary sacrificing 
simply involves having part of your salary 
paid into a super fund by your employer 
rather than receiving it as income. These 
contributions are not included as part 
of your assessable income, reducing 
your income tax burden. Salary sacrifice 
contributions are only taxed at 15% (the 
superannuation contributions tax) whereas 
if you invest with after tax dollars you must 
pay tax at your marginal tax rate (up to 
46.5%) before you invest. It’s an excellent 
form of “forced savings” - what you don’t 
get in your hand, you can’t spend! As salary 
sacrificing is such an attractive strategy, the 
government does impose some restrictions 
and limitations. For instance, for those 
under 50, it is important not to exceed 
the $25,000 contribution cap otherwise 
additional tax will apply on the balance. 

Government Co-contribution
For those eligible the government will 
make a contribution of up to $1,000 
when you make a personal contribution 
of $1,000pa into your superannuation 
account. This is called the Government 
Co-contribution. This government initiative 
is in place to encourage people to make 
their own contributions towards their 
retirement nest egg. If you contribute 
$1,000pa for five years, receive the 
full Government Co-contribution each 
year and your super earns 7.5%pa for 
that period of time - you could have an 
extra $12,200. Not bad for a total out of 

pocket expense of $5,000! The power 
of compound interest means in 30 years 
time, you could have an extra $60,562 
in superannuation#. To receive any co-
contribution, you must earn less than 
$61,920 (for the 2010/11 financial year) 
and make a personal contribution. There 
are other conditions which can be found 
on our website www.intrust.com.au. 

Contribution Splitting
Another strategy you can utilise to grow 
super savings is Contribution Splitting, 
which allows a couple to share the 
contributions made by one partner. This 
can be beneficial where one partner has 
a much higher superannuation balance 
than the other. If you make a contribution 
for your spouse, he or she must meet age 
eligibility conditions and earn less than 
$13,800. For a contribution of $3,000 the 
contributing spouse can receive up to an 
18% tax offset, knocking up to $540 off 
their tax liability. Over the long term this 
could save you a lot of money in tax, plus 
boost superannuation savings. 

So as you can see, the earlier you start 
with any of these strategies, the more 
attractive concessions you can receive off 
the government for contributing to your 
own retirement payout. As with anything, 
it is still important to consider alternative 
investments. Consult your financial adviser 
before making any decisions to ensure you 
achieve the most effective outcome for 
your personal situation and maximise your 
benefits in both the short and long term.

# �Software provider for the projections is COIN 
Financial Software
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Such things as 
investment performance, 
fees, insurance and 
member benefits can 
make a huge difference 
to your super.

�

If you’ve had many different jobs with different employers 
over your working career, you’ll most likely have super 
accounts with many different funds. Apart from possibly 

costing you extra in fees, there are more serious concerns of 
which you should be aware.

The Australian Securities and Investment 
Commission reports that there are 
billions (yes billions) of dollars in “lost” 
super accounts with thousands more 
accounts added to the list each month. If 
you haven’t had contributions paid into 
your account for five years or you have 
a low account balance (less than $200) 
your account may be transferred to the 
Australian Tax Office (ATO). 

This gives Australians even more 
incentive to start looking for their old 
super accounts – so they don’t lose their 
hard earned money to the Government. 
This can be done through the ATO’s 
“SuperSeeker” service or some super 
funds including Intrust Super offer a Lost 
Super Search service for members – so we 
do all the legwork for you. You will need 
your Tax File Number and (ideally) details 
of past employers to enable a search for 
lost accounts. 

A member is usually identified as inactive 
or lost if mail is returned to the fund as 
undeliverable or if your previous employer 
is no longer making contributions into 
your account. So if you have inactive super 
accounts floating around one of the best 
things you can do is consolidate them by 
rolling them all into one super fund. More 
than one fund means more than one 
account to keep track of. Apart from being 
a nuisance, the big danger is your super 
fund loses contact with you. 

Take some time to compare funds to 
ensure the one you select suits your 
needs. Such things as investment 
performance, fees, insurance and member 
benefits can make a huge difference to 
your super. Once you have decided - you 
can arrange for your employer to start 
paying into your preferred Super fund. 
Most employers should be allowed to pay 
contributions into the fund of your choice. 

All you need to do is complete a Super 
Choice Form and give it to your employer. 
This form is available via the ATO website 
(www.ato.gov.au).

Whichever way you do it, the key is to get 
your super all together now and make it 
work for you.

Getting your super under control can 
save you money in fees; cut down on 
paperwork and help you keep track of your 
money. So if you think you might have 
some old superannuation accounts that 
you haven’t touched in years, don’t hand 
it over the government, claim it and get 
what is rightfully yours before you lose it 
for good.
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Everyone’s a 

oser
with lost super
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Key points

•	 Rising inflation is becoming a major concern in Asia and other 
emerging countries. So far it’s largely due to higher food prices. 
Non-food inflation remains reasonably benign.

•	 With strong growth having used up excess capacity and monetary 
conditions remaining easy, a flow-on to higher non-food inflation 
is a growing risk.

•	 Expect further monetary tightening in Asia and the  
emerging world.

•	 This is positive for Asian and emerging country currencies 
generally, but is likely to continue to act as a dampener on 
emerging market shares relative to traditional global shares over 
the next six months.

•	 Our cautious short-term stance on emerging market shares 
doesn’t alter their favourable long-term outlook.

Dr Shane Oliver 
Head of Investment Strategy and Chief Economist 
AMP Capital Investors
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Rising inflation so far mainly limited to food
Emerging world inflation is on the rise. So far the main driver 
has been higher food prices and to a lesser extent higher energy 
prices. The next chart focuses on Asia, but it’s a similar picture in 
emerging countries generally.

Asian inflation* on the rise but mainly due to 
higher food prices

Source: Bloomberg, AMP Capital Investors

World food prices have now surpassed their 2008 record high, 
largely reflecting adverse weather.

World food prices

 

Source: International Monetary Fund, AMP Capital Investors 

While higher food prices have also boosted headline inflation in 
developed countries, the impact there is much smaller as food 
has a greater weight in Asian and emerging country consumer 
price index (CPI) baskets. Food has a CPI weight of 31% in Asia 
and 26% in Latin America. This compares to 15% in Europe, 8% 
in the US and 16% in Australia. Higher energy prices have also 
played a role but so far non-food price inflation has remained 
reasonably benign.

Will there be a flow-on to non-food prices?
Food price inflation comes and goes. Even though food stockpiles 
are low, better weather in the year ahead could well see it abate 
(despite long-term structural forces of rising per capita incomes in 
emerging countries and bio fuel demand which are positive). The 
key issue is whether there will be any flow-on to core inflation. 
Here the key determinant is the amount of spare capacity, as this 
will determine whether companies have the pricing power to pass 
on increases in raw material costs and workers have the power 
to demand higher wages to compensate for food price increases. 
On this front, the risks are rising. Output gaps, which show 
the difference between the level of actual and potential gross 
domestic product (GDP) or output, are a good guide to inflationary 
pressures. Right now they are benign. Output gaps in the emerging 
world have closed, indicating that spare capacity has been used 
up, but output gaps are not as positive as was the case in 2007 and 
2008 (see next chart for Asian countries).

If economic growth continues at its current pace, output gaps are 
likely to become positive, leading to increasing price and wages 
power and potentially a pick up in core inflation over the next 
two years. The risk is probably greater in Brazil, India and China. 
Wages growth has been picking up in China and Vietnam (although 
it’s mainly minimum wages), and overall wages growth is still low 
relative to nominal GDP growth. High capacity utilisation and rising 
labour costs are already resulting in significant upwards pressure 
on non-food inflation in Brazil.

Rising inflationary pressures in Asian and 
emerging countries are clearly starting 
to worry investors. Many are fretting 

policy makers in these countries will be forced to 
tighten aggressively, threatening a key driver of 
the global recovery and the performance of share 
markets in the emerging world. These concerns 
are most evident in China and India. Coming at 
a time when the US outlook is improving, this 
has seen Asian and emerging market shares 
underperform developed market shares since 
November. But how big a threat is it?

and emerging markets
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Asian core CPI inflation versus output gap

 
 
Source: International Monetary Fund, AMP Capital Investors

A major concern for Asia and the emerging world is that monetary 
policy is still relatively easy. Many countries in Asia have resisted 
exchange rate appreciation and while interest rates have been 
increasing because of uncertainty about the strength of the global 
recovery they have generally not kept up with the increase in 
inflation. As a result, real interest rates remain negative. Relatively 
easy monetary policy at a time when domestic demand is strong 
and spare capacity has been used up add to the risk of the uptick 
in headline inflation flowing into underlying inflation across Asian 
and emerging countries, as is already occurring in Brazil.

Asian real interest rates

 

Source: Bloomberg, AMP Capital Investors

What is the likely policy response?
The upshot is that further monetary tightening is likely in emerging 
countries to head off a broader inflation threat. Central banks 
across Asia and emerging markets generally have been tightening 
but more may be required over the next six months or so. There 
is also likely to be a greater tolerance for currency appreciation as 
it will help control food prices and inflation generally. Fortunately, 
the inflation threat is not as great as it was in 2007-08 as output 
is still close to potential and capacity pressures are not as intense 
(except in Brazil, amongst the majors). The surge in food prices will 
also act as a bit of a constraint on household spending power. As a 
result, we don’t see the need for monetary tightening to become 
excessive to the extent it threatens continued growth. Rather, what 
is required is for growth to slow back to more sustainable levels, 
i.e. around 9% in China and 5-6% in the rest of Asia.

What are the implications for emerging share 
markets?
While monetary tightening across Asia and emerging markets is 
unlikely to get so aggressive that it hurts growth, it’s still likely 

to worry investors. As such, further tightening is likely to be a 
continuing drag on the relative performance of share markets 
in Asia and the emerging world over the next six months; 
until it is clear inflation is back under control. This relative 
underperformance is being accentuated by a somewhat idyllic 
combination (at least for now) of improving growth, low inflation 
and easy money in the US and northern Europe, which is starting 
to be recognised by investor flows, i.e. away from bonds and 
emerging market shares toward US shares.

It’s important to stress though that inflation in Asia is modest by past 
standards. For example, in China it’s now at around 5% compared 
to the situation in the late 1980s and mid 1990s when it reached 
25-30%. So while it’s a short-term concern, it’s unlikely to threaten 
the positive long-term outlook for these countries. Finally, from a 
strategic perspective, share valuations in the emerging world are not 
demanding. Emerging market shares are trading on a forward price 
to earnings multiple of 11.3 times and Asian shares on 12 times, 
which is slightly below the global share average of 12.5 times.

What about inflation in developed countries?
Concerns about inflation have also arisen in developed countries, 
but the risks are much lower here. Food has a much lower weight 
in developed countries, and there is still plenty of spare capacity 
in the US, Europe and Japan. This is evident in unemployment 
running around 10% in Europe and the US. Also, while monetary 
conditions are very easy in advanced countries, money and credit 
growth remains very low. So while high food and energy prices 
may cause occasional inflation scares in developed countries this 
year, headline (and particularly underlying) inflation is likely to 
remain benign overall at least for the next year or so.

Excess capacity still points to low inflation in 
developed countries
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Concluding comments
Tightening monetary policy in Asia and emerging markets is likely 
to see further underperformance in emerging market shares over 
the next six months or so. However, our cautious short-term stance 
on emerging market shares doesn’t alter their favourable strategic 
outlook. Inflation in the emerging world is a long way from 
spiralling out of control, valuations are reasonable and Asian and 
emerging countries generally lack the debt constraints of major 
developed countries.

Important note: While every care has been taken in the preparation of this document, AMP Capital Investors Limited (ABN 59 001 777 591) (AFSL 232497) makes no representation 
or warranty as to the accuracy or completeness of any statement in it including, without limitation, any forecasts. Past performance is not a reliable indicator of future performance. 
This document has been prepared for the purpose of providing general information, without taking account of any particular investor’s objectives, financial situation or needs. An 
investor should, before making any investment decisions, consider the appropriateness of the information in this document, and seek professional advice, having regard to the 
investor’s objectives, financial situation and needs. This document is solely for the use of the party to whom it is provided.
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Review of 

and outlook for 

Dr Shane Oliver 
Head of Investment Strategy and Chief Economist 
AMP Capital Investors

Key points

•	 2010 has been somewhat disappointing for investors, 
with a continuing economic recovery but various macro 
scares resulting in a constrained and volatile ride for share 
markets and other related investments.

•	 2011 is likely to see global growth continue and this, 
combined with attractive valuations and easy money, is 
likely to underpin renewed acceleration in the recovery in 
shares and other growth-oriented investments.

•	 Key risks relate to the US housing market, sovereign debt 
in advanced countries and emerging market inflation. 
However, with shares cheap and so much liquidity around 
it’s also possible that returns surprise on the upside after 
the consolidation of 2010.

The subdued and mixed 
experience across asset 
classes saw positive 
returns from super funds.

�
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Investment returns for major asset classes

Total return (%)
2009 

actual
2010 

actual
2011 

forecast

Global shares (in A$) -0.3 -2.0 13.5

Global shares (in local 
currency)

25.4 10.4 18.5

Asian shares (in local currency) 64.1 15.2 25.0

Emerging market shares  
(in local currency)

62.3 14.1 25.0

Australian shares 37.0 1.6 18.5

Commodities (in US$) 38.8 26.9 20.0

Global bonds (hedged into A$) 8.1 9.3 3.0

Australian bonds 1.7 6.0 4.5

Global listed property 
securities

27.4 22.5 15.0

Listed property trusts 7.9 -0.4 18.0

Unlisted non-residential 
property

-8.1 9.8 9.0

Australian residential property 
(estimate) 

18.0 5.0 2.0

Cash 3.5 4.7 5.0

Average balanced super fund 12.8 5.0 13.5

Source: Datastream, Intech, REIA, AMP Capital Investors

While returns are well down on 2009, the key winners in 2010 
were commodity prices, global listed property, and Asian and 
emerging shares.

Global bonds have also had solid returns as government bond yields 
fell on growth worries and deflation concerns, and credit rallied.

Returns from global shares were reasonable but turned into losses 
once the rise in the Australian dollar (A$) is allowed for.

Australian shares were also a disappointment, with global macro 
worries made worse by Australia’s exposure to China (Chinese 
A shares were one of the world’s worst performers in 2010), 
domestic monetary tightening and the rise in the A$.

Australian unlisted commercial property provided good returns 
as investors took advantage of attractive yields. By contrast, 
Australian housing was subdued as poor affordability in response 
to last year’s price surge and higher mortgage rates flattened sales 
and house prices.

The subdued and mixed experience across asset classes saw 
positive returns from super funds.

Outlook for 2011
While aftershocks from the global financial crisis will continue 
to cause volatility, 2011 is likely to be a year of continuing global 
recovery. The key themes of relevance for investors for 2011 are 
likely to be:

1.	 Continuing solid global growth. Business conditions indicators 
remain at levels consistent with solid growth ahead. There 
remains plenty of pent-up demand globally and while fiscal 
conditions are tightening, monetary conditions remain very easy. 

2010 consolidating the recovery

The key global themes of 2010 were continued global 
economic recovery, benign inflation and easy global money, 
yet all against a backdrop of periodic macro threats resulting 
in a mixed and perhaps disappointing ride for investors. 
Global growth in 2010 has actually turned out a little better 
than expected, coming in at around 4.7%, with emerging 
countries leading the charge. Even advanced countries with 
growth of around 2.8% have come in a bit better than we 
expected. Despite fears of a global dip back into recession, 
the recovery has continued.

While inflation has been a bit of a concern in emerging 
countries, this has mainly been due to higher food prices. In 
advanced countries, underlying inflation has fallen, with the 
US coming close to joining Japan in deflation.

Global monetary conditions as a whole have remained very 
easy as advanced countries have kept interest rates near zero 
and the US and Japan have embarked on more quantitative 
easing. While there has been some monetary tightening 
in emerging countries, this has arguably just offset capital 
inflows, which have resulted from resistance to upward 
pressure on their currencies.

Contrary to the global experience, Australian economic 
growth has come in a little less than expected as housing 
construction has rolled over, rate hikes and greater 
caution with respect to debt have weighed on consumer 
spending, public sector stimulus has come to an end, and 
mining exports and investment are yet to fully ramp up. 
Nevertheless, the labour market has been very strong with 
unemployment falling to 5.2%.

However, despite a solid economic growth backdrop, 
investment returns have generally been sub-par. All was fine 
up until mid April, but the June quarter saw macro worries 
return in a big way, led by the European sovereign debt crisis, 
worries about a ‘double dip’ in the US on renewed housing 
sector weakness, and concerns that Chinese policy tightening 
would crash its economy. This all weighed on returns for 
listed growth assets. Returns for major asset classes are 
shown in the following table.
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In the US, strength in the corporate sector is driving a pick-up in 
employment and capital spending, housing indicators appear to 
have found a floor and retail sales growth is improving. In Europe, 
strength in Germany has offset weakness in debt impaired 
countries. 2011 is likely to see global growth of around 4.3%.

2.	 Emerging world to remain stronger, but gap to narrow. Thanks 
to stronger domestic demand, growth in the emerging world is 
likely to remain stronger than in the advanced world. However, 
reflecting relatively tighter monetary conditions, the gap 
between the two is likely to narrow with emerging country 
growth of 6.5% versus 2.5% in advanced countries. China is 
likely to grow by 9.5%, India by 8.0% and Brazil by 4.5%.

3.	 Essentially benign inflation. Excess capacity is likely to ensure 
inflation remains low in advanced countries. Less spare capacity 
is likely to see inflation stay somewhat higher in emerging 
countries, but declining food prices, including those in China, 
are likely to remove upward pressure.

4.	 Fiscal tightening, but easy money. Fiscal tightening is already 
in train and likely to be the equivalent of one percentage point 
of GDP in 2011 in advanced countries and somewhat less 
in emerging countries. However, the negative effect will be 
offset by continued easy monetary conditions with still high 
unemployment ensuring monetary tightening will be unlikely 
before 2012. While emerging countries will likely be tightening 
to keep inflation under control, this is unlikely to be aggressive, 
especially with food prices likely to fall, and will continue to be 
offset by a reluctance to allow faster currency appreciation, 
resulting in capital inflows. 

5.	 Solid earnings growth. As economic growth continues, 
earnings growth will likely remain solid. Profit growth is likely 
to be in the order of 10-15% in the US and Australia, and 20% 
in emerging countries. 

6.	 Solid, but two speed, Australian economic growth. Growth in 
Australia is likely to be around 3.5% through 2011. However, 
this will mask huge strength in the mining sector as a 50% 
boost in mining investment adds 2% to GDP growth, and 
tougher conditions elsewhere. The overall growth backdrop will 
probably be enough to push unemployment down to 4.75% by 
the end of 2011, but for home builders and manufacturers it 
may feel pretty tough. Inflation is likely to be benign initially but 
start to rise toward 3% later in the year as growth constraints 
start to impact. While the Reserve Bank of Australia (RBA) will 
leave rates on hold until the June quarter, we expect more hikes 
designed to contain inflation, ultimately taking the cash rate to 
5.50% by the end of 2011. Soft non-mining growth will likely 
head off the need for a more aggressive rise.

Looking at the major asset classes in 2011:

•	 After undergoing a decent correction in 2010, shares are well 
placed to put in strong gains in 2011. Shares are cheap (with 
forward price to earnings multiples around 12.5 times compared 
to longer-term averages around 14.5 times), suggesting risks are 
well allowed for. In addition, the continuing economic recovery 

should underpin further gains in profits, the global liquidity 
backdrop is positive (underpinned by very low interest rates and 
quantitative easing in some countries), and the corporate sector 
is cashed up, which is likely to result in a further pick up in merger 
and acquisition activity, share buybacks and dividends. 2011 is 
also the third year in the US presidential cycle, which usually 
sees above-average share market gains. The Australian ASX 200 
Index is expected to rise to around 5,500 by the end of 2011. 
Strength in the A$ is likely to see unhedged international shares 
underperform Australian shares.

•	 Key sector outperformers in Australia are likely to be resources, 
cyclicals such as media and undervalued retailers, and telcos.

•	 Asian and emerging markets are likely to remain outperformers, 
reflecting similar valuations to Australian and global shares but 
better growth prospects, lower debt-related risks and likely 
strong capital inflows from traditional advanced countries.

•	 Commodity prices are likely to remain strong with the oil price 
likely to breach US$100 a barrel in 2011.

•	 Commodity strength is likely to push the A$ to US$1.10 by the 
end of 2011, but expect occasional sharp corrections as US 
growth strengthens.

•	 Cash remains unattractive, reflecting low interest rates. Cash 
returns are likely to be around 5%.

•	 Low starting point bond yields and a rising trend in yields as the 
global economic recovery continues is likely to result in poor 
returns from international government bonds. Corporate debt 
remains far more attractive with higher yields.

•	 Unlisted non-residential property is likely to see good returns 
on the back of yields around 7% and modest capital growth 
thanks to favourable space demand/supply fundamentals and 
investor demand.

•	 Australian house prices are likely to flatten due to poor 
affordability and the threat of more rate hikes. Our return 
expectations imply that most super funds should see a return to 
solid gains after the soft returns of 2010.

What are the risks?

The main risks are recurring sovereign debt crises in Europe and 
possibly also in other advanced countries, another bout of US 
house price weakness, and a more persistent rise in inflation in 
emerging countries, leading to a sharper than expected tightening 
in China. In Australia, it’s worth keeping an eye on the RBA as 
excessive tightening could threaten the Australian housing market.

Conclusion

The second year after a bear market ends often sees volatile 
trading and poor returns as share markets are constrained by 
worries about a double dip back into recession or concerns about 
the removal of stimulus measures. This has certainly been the 
case in 2010. However, the experience of past cycles points to the 
resumption of better returns in the third year and we expect this 
to play out in 2011.

Important note: While every care has been taken in the preparation of this document, AMP Capital Investors Limited (ABN 59 001 777 591) (AFSL 232497) makes no representation 
or warranty as to the accuracy or completeness of any statement in it including, without limitation, any forecasts. Past performance is not a reliable indicator of future performance. 
This document has been prepared for the purpose of providing general information, without taking account of any particular investor’s objectives, financial situation or needs. An 
investor should, before making any investment decisions, consider the appropriateness of the information in this document, and seek professional advice, having regard to the 
investor’s objectives, financial situation and needs. This document is solely for the use of the party to whom it is provided.
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Cracking
the affordability nut

Over the year to 
June 2010, prices for 
established houses 
increased 15.6%. 

�
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As first-time home buyers 
will be well aware, 
scraping together the 

deposit and then making 
the ongoing payments on 
a home is not easy. The 
Housing Industry Association/
Commonwealth Bank Housing 
Affordability Index for the 
June 2010 quarter indicated 
that housing affordability is 
once again falling due to rising 
interest rates and increasing 
house prices. 

The affordability crisis comes despite 
relatively low interest rates and rising 
wages. By far the greatest factor has been 
increasing house and land prices. Over the 
year to June 2010, prices for established 
houses increased 15.6%. House prices grew 
most in Melbourne (+27.9%) and Canberra 
(+16.5%) while Brisbane (+7.3%) and 
Hobart (+6.2%) increased at the slowest 
rate. But prices in all major cities grew. 

However, circumstances will vary from city to 
city and from suburb to suburb. First home 
buyers need to do their homework carefully, 
and be realistic about their needs rather 
than their ‘wants’ by seeking out lower cost 

areas and simple properties that might be in 
need of some renovation. While these may 
not have all the desirable features, it will at 
least enable them to get that all important 
foothold in the property market.

The next step is to meet with your 
mortgage professional to determine just 
how much you can afford to pay.

There is great flexibility in the mortgage 
market. Depending on your assets and 
income, your mortgage professional will 
structure an appropriate loan for you. In 
addition to the standard mortgage, which 
usually requires a 20% deposit, many 
other options are now available. These 
may include:

•	 A mortgage for more than 80% of  
the price of the property. Beware  
that you may be asked to pay for 
mortgage insurance.

•	 A personal loan used for all or part  
of the deposit.

•	 A family loan to assist you with  
the deposit.

•	 Family guarantee facility - your parents 
or other family members use their own 
home as a guarantee to cover all or 
part of your deposit.

•	 Equity finance mortgage. A bank will 
provide you with an interest free loan 
for 20% of the purchase price. They are 
reimbursed for this by receiving part 
of the sale price when the property is 
eventually sold.

Don’t forget the federal government’s 
First Home Owner Grant (FHOG) is 
$7,000, so with that extra money in your 
pocket and the knowledge that different 
types of finance are available, you can 
become serious about the selection of 
your first home. The next step is finding 
the right property. Be sure to talk to a 
variety of real estate agents in different 
areas. Always remember that the agents 
are in business to sell property and it is 
important you understand the market 
and the types of property which may be 
available in various locations before you 
make your big decision.

If you are serious about buying your own 
home the best time to start your research 
is now.

Sources: 

HIA/Commonwealth Bank Quarterly Review of Housing 
Affordability (March Quarter 2010)

www.abs.gov.au Table 6416.0
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There is a Chinese curse 
that begins with the 
words “May you live 

in interesting times...”. It is 
believed that this means that 
strength of character comes 
from living in turbulent times, 
not when life is always easy.

The last few years can certainly account for 
“interesting times” with the share market 
even less predictable than usual, inflation 
up, interest rates diving to an amazing low 
then rising, constant uncertainty about oil 
prices and now, a recovery seemingly based 
on Chinese demand. Residential property 
may be expensive, but there’s huge unmet 
demand for housing from both owner-
occupiers and renters. How is the average 
investor supposed to find their way through 
such a rocky investment landscape?

There are many different approaches  
to dealing with volatility, so what are  
the options?

interesting times
Investing in 
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Brace yourself
During 2008 and 2009, most 
superannuation fund members panicked 
when they read their statements, thinking 
much of their super had disappeared. 
However, a year or two of poor returns has 
to be put into perspective. 

The five years prior to the ‘Global Financial 
Crisis’ were very good for investors, but 
one of the unavoidable facts of life is that 
in seeking higher returns over the long 
term, there will be periods when the 
portfolios fall in value. 

While this crisis was reported as being 
“unprecedented”, and although returns 
are improving, nobody knows what this 
recovery will be like either. The most 
important point to remember is that by 
being prepared for a poor return, and 
focusing on your long-term goals, you 
will be less likely to overreact and make a 
hasty investment decision. 

Sit tight
The best option for most long-term 
investors is to sit tight and wait for 
markets to recover. Although most 
commentators suggest that the worst has 
passed for the current downturn, some 
suggest there is still the possibility of a 
global double-dip recession, so it may 
test the patience of many. 

In the meantime, remember that the long-
term income an investment generates is 
far more important than short-term price 
fluctuations. The dividend yield on many 
shares is currently quite high, so they 
remain attractive investments. 

It is impossible to anticipate when markets 
might fully recover but when they do they 
can move quickly. It’s usually the patient 
investors who stick with their long-term 
strategies who do the best. 

Weight for age
One school of thought is that an investor’s 
weighting towards higher risk assets, such 
as shares and property, should decline 
as they grow older. After all, retirees are 
unable to add to their capital base, so in a 
market downturn they are often the ones 
who suffer the most. 

Age-based investing may be worth 
considering by people who start early and 
accumulate a large asset base that, even 
if invested conservatively, will see them 
comfortably through their retirement 
years. This may be particularly appropriate 
for investors who are uncomfortable with 

any degree of volatility. However, even if 
you do want to take a more conservative 
approach to investment in retirement, 
now may not be the best time to be 
making the switch. 

There are a couple of arguments against 
age-based investing. To begin with, most 
people retiring today will want their 
money to last for at least 15 years, and 
maybe as long as 30 or 40 years. These 
are long investment horizons, quite 
compatible with maintaining a growth 
strategy. It is also important to note that 
most retirees don’t have a high level of 
savings, and that maintaining some growth 
assets in a portfolio can significantly 
extend the length of time that an 
investor’s money will last. 

Dollar cost averaging
Dollar cost averaging is the process of 
making regular purchases of investment 
assets over an extended period. It can boost 
returns in volatile markets, as more shares 
or units are purchased during periods 
of price weakness. If you have regular 
contributions going into superannuation 
or a savings plan, you’re already taking 
advantage of dollar cost averaging. 

Build up cash, reduce debt
If possible, build up a cash reserve. 
Reducing debt is also a prudent way of 
reducing risk. 

Review and rebalance
Clearly, investors have a lot to think 
about during volatile times. Your financial 
planner will help you review your 
portfolio and remind you of your original 
investment strategy.

If you’re worried or unsure, contact a 
financial planner. For financial advice in 
a commission free environment contact 
Intrust360° - our team of professional 
financial planners are available to help 
provide tailored advice for your own 
personal circumstances.

The most important 
point to remember is 
that by being prepared 
for a poor return, and 
focusing on your long-
term goals, you will be 
less likely to overreact 
and make a hasty 
investment decision. 

�
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Imagine you wanted to buy a computer 
game online from America. You have 
Australian dollars, so you have to make 
two purchases – firstly, you buy US$ and 
then you buy the computer game. Let’s say 
the game costs US$100 and the exchange 
rate is 98 cents. Ignoring transaction costs, 
you would have to spend approximately 
$102 (US$100/$0.98) to buy the US dollars 
before buying the game.

If the exchange rate of the Australian dollar 
passed the US dollar, say $1.02, you would 
need to spend less Aussie dollars to buy the 
US dollars so the game would cost only $98 
(US$100/$1.02). Of course, if the exchange 
rate fell to say 85 cents, the cost would go 
up to $118 (US$100/0.85). In other words, 
to convert overseas currencies to Australian 
dollars, always divide the other currency by 
our exchange rate.

So a higher exchange rate means goods 
bought overseas cost less. This is good for 
consumers but it puts pressure on local 
industries that have to compete with 
cheaper imported goods.

There’s always another side
Movements in exchange rates work the 
other way for exporters – they like it when 
the exchange rate is lower. Let’s imagine 
you write computer game programs and 
sell them in America for US$100. Once you 
have sold a game you want to bring the 
money back to Australia. If the exchange 
rate were 98 cents, you would receive 
only $102 for the computer game. If the 
exchange rate dropped to 85c you’d end 
up getting $118. (This doesn’t take into 
account bank fees on the exchange and 
transaction.)

This is why farmers and miners who sell their 
products overseas are generally not happy 

to see exchange 
rates rising – their 
incomes will fall as 
exchange rates rise.

In a global 
economy, there 
are many forces 
impacting on 
exchange rates 
and the experts 
say no country 
can control the 
ups and downs. 
The movements 
and the impacts 
are something 
governments, consumers and industries 
have to learn to live with.

Nothing is this simple in practice, though in 
general terms there are always winners and 
losers from an appreciating Aussie dollar. 

Impact of an appreciating 
Aussie dollar

Winners
•	 Consumers of imported goods like cars, 

computers and clothing.

•	 Motorists - from lower petrol prices.

•	 Australians travelling overseas.

Losers
•	 Exporters like farmers and the mining 

industry.

•	 Local tourism operators because the 
relative cost of Australian holidays will 
rise for overseas travellers.

•	 Australians investing overseas because 
their returns will be worth less in 
Aussie dollars.

We hope we’ve made this much easier  
to understand.

Our Aussie dollar moves up and down against the US$, 
euro, pound and yen daily – but what does it all mean 
and how does it affect everyday Australians? Here is a 

simple explanation of the impact of different exchange rates. 
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Are you ready for June 30?
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When it comes to getting the most (money) from your annual tax return, there is 
always a lot to think about, so we’ve provided a short checklist of options that could 
open the door to some great opportunities. The key here is to plan ahead. 

Tax deductions—lower your liability

;; Pay now for some of next year’s expenses.  
If you have some spare cash available, paying for 
certain expenses early could mean you also get your 
tax break back from the ATO earlier. Expenses that 
are met in July could leave you waiting more than 
12 months for the return. A popular expense in this 
category is interest on an investment loan, but be 
careful because not all expenses qualify you for a tax 
deduction in advance.

;; Cash back for some of your insurance premiums. 
Except for income protection, most life insurance 
premiums are not tax deductible at a personal level. 
But holding your life or permanent disability cover 
through a superannuation fund can achieve a similar 
outcome. This is an important consideration when 
setting up a new policy. Or in some cases you may 
be able to replace an existing policy with one inside 
superannuation, which is particularly helpful when 
cash flow is tight.

Super contributions – don’t waste  
the limits

June 30 is not just about deductions for expenses. It’s also 
a good time to consider the superannuation contribution 
limits that may be wasted if you don’t act soon. 

;; Salary sacrifice or tax deductible contributions, 
especially from age 50. 
The annual limits for these types of contributions 
for 2010/11 is $25,000 or if you are 50 years old or 
over, $50,000. 

If you’re an employee, this limit covers both 
employer super guarantee contributions and salary 
sacrifice. Do you need to adjust your arrangement?

;; After-tax contributions: careful planning  
around age 65.

If you are under 65 (whether working or retired) you 
can contribute $150,000 each year to super as non-
concessional contributions. You may be able to bring 
forward the next two years of contributions, but 
certain conditions apply. 

For example, let’s say John is 64, retired, and needs to 
place $500,000 into super following an inheritance. 
In his eagerness to maximise his balance, he sends a 
cheque of $450,000 straight to the fund. What John 
needs to know is that this action means he cannot 
contribute again until age 67, and even then, he 
would need to be back at work to do so. John may be 
better advised to contribute just $150,000 this year, 
and then he would be free to place the remaining 
$350,000 into the fund next year.

If you have excess income and you are wondering 
what to do with it, consult your financial adviser 
before making any decisions to ensure you achieve 
the most effective outcome for your personal 
situation and maximise your benefits in both the 
short and long term.
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Advice on your super? 
Stay right where you are...
Join Intrust Super and get access to personal advice for your super online, in your 
own time and absolutely free. Know where to invest you super, how much you’ll 
need for retirement, how much insurance you should have and how you might save 
on tax. Call 132 467 or visit www.intrustsuper.com.au to find out more.

The Trustee of Intrust Super is IS INDUSTRY FUND Pty Ltd | ABN: 45 010 814 623 | AFSL No: 238051 
RSE Licence No: L0001298 | Intrust Super ABN 65 704 511 371 | SPIN: HPP0100AU | RSE Registration No: R1004397

IS Financial Planning Pty Ltd ABN 64 143 707 439 trading as Intrust360°. Intrust360° is a corporate authorised representative  
of HN Financial Partners Pty Ltd ABN 16 088 547 077, AFSL 228969. Authorised Representative Number 379207. 


