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Has the dragon run out of puff?
As China’s property market lost momentum in 2014, retail investors shifted their money to the share
market, spurred on by the government.
China A shares are mainland-based, denominated in yuan and
traded primarily by locals on the Shanghai and Shenzhen stock
exchanges. A phenomenal rally in China A shares began in July
last year, fuelled by many first time retail investors who were
gripped by share market fever. More than 40 million new trading
accounts were opened in the first five months of 2015 and the
value of outstanding margin loans, where brokers lend money
to investors to purchase shares, had increased more than
fivefold over the previous year to 2.2 trillion yuan (A$473bn).
The Shanghai share market reached a seven year high on
12 June, having gained 152 per cent over the preceding 12
months. Investors expected the People’s Bank of China (PBoC)
to provide further stimulus, action to which they had become
accustomed through the Beijing engineered rally.
The PBoC failed to act and the market slid 2 per cent. A flood
of IPOs hit the market the following day, just as sentiment was
beginning to falter. Investors eager to gain a piece of the action
sold existing shares and leveraged investors began getting
margin calls. Panic set in and the sell-off gained pace. Retail
investors account for around 85 per cent of share trading in
China, unlike major global share markets which are dominated
by professional investment managers, exacerbating the
volatility. By 8 July the market had plunged 32 per cent from
its recent high.
As the market tumbled, the government started taking steps
to attempt to halt the carnage. This began with injections
of liquidity and interest rate cuts before escalating to more
extreme measures including indefinitely postponing 28
planned IPOs and halting trade in 89 per cent of shares listed
in mainland China. The aggressive approach adopted by the
Chinese government appears to be halting the fall.
The moves by the government does however raise some
questions over the government’s commitment to the
liberalisation of capital markets.

Greece close to leaving the euro
Five months of talks between the Greek government and its
European creditors broke down as the June quarter drew to a
close, with a referendum called to let the Greek voters decide
if they were willing to accept the proposed terms for a new
bailout. The people of Greece voted ‘No’ to further austerity
measures, raising the risk of Greece being unable to repay
its debts and possibly being forced to exit the Eurozone. With
emergency funding frozen, Greece was forced to close its
banks, impose controls on capital leaving the country and set a
daily limit of €60 per account on cash withdrawals from ATMs.
At the time of writing, Eurozone leaders were locked in rolling
emergency talks over key reforms Greece must enact before
further emergency funds will be released to the struggling nation.
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While the ongoing issues in Greece are fatiguing for most
investors, we believe the contagion from debt default and
potential Eurozone exit has diminished. While any form of exit
will not be smooth for global markets, Europe is better placed for
such a scenario now compared to when Greece first emerged as
a problem in 2009. Eurozone fundamentals continue to show
positive signs of recovery, despite headlines being dominated
by Greece, as economic data showed continued improvement
through the quarter. The size of the Greek economy, 1.8 per
cent of overall Eurozone Gross Domestic Product (GDP), ought
to be kept in perspective.

US interest rates likely to rise
The US Federal Reserve appeared to again push out the date for
its first interest rate rise against a backdrop of under whelming
US economic data. In the March quarter, GDP growth was 0.60
per cent and the forecast annual GDP growth rate for 2015 was
lowered to 1.80-2.00 per cent. Despite the data, Janet Yellen, the
Federal Reserve Chairwoman, reiterated her view that the first
US interest rate rise was likely to occur before the end of 2015.

Australian update
The Australian share market, as measured by the S&P/ASX
300, dropped 6.50 per cent over the quarter, bringing the
financial year return to 5.60 per cent. The Reserve Bank of
Australia (RBA) cut the target cash rate by 0.25 per cent in May,
taking the rate to an historic low of 2.00 per cent.
The RBA, citing concern over the outlook for global growth and
the persistently high level of the Australian dollar indicated that
there may be further cuts to come.
The Australian dollar rose from US$0.76 to US$0.81 through
the first half of the quarter, as commodity prices recovered
from their lows — iron ore gained 39 per cent from its low to
reach $65.61 in mid-June. Volatility levels in markets increased
globally, as negotiations between Greece and its creditors broke
down and the Chinese bull market run stalled. The Australian
dollar, along with other risk currencies, sold-off sharply through
the second half of June, dropping below US$0.75 during the
first week of July.

Australian dollar weaker
While the anticipated increase in US interest rates and the
slowing of the Chinese economy may exert further downwards
pressure on the Australian dollar through the second half of
2015, the fall since the start of the year, over 9 per cent,
means that the risk of large declines from this point is far
lower. We believe it is prudent to hedge a portion of foreign
investment exposure to Australian dollars.

Message from P&N Financial Planning
The forces of economics and politics collided in both Greece

In Australia, soaring residential property prices have stimulated

and China during the June quarter. The desperate debt

debate as to whether current price rises are unsustainable,

situation in Greece continued to worsen as political leaders

which means a sharp decline in prices could be looming. Low

found themselves trapped between a voter mandate to

interest rates have played a part in the recent price increases

minimise the effects of austerity on the nation while depending

as both investors and owner-occupiers can now afford to repay

upon the continued support from creditors to keep the country

a larger mortgage. We would urge you to think about your

functioning normally. Meanwhile, in China, we saw the share
market plunge and shake the faith many investors had in the
government’s ability to dictate the market’s direction.
The potential impact on the Australian economy of the
problems in Greece are quite limited but of course investment
markets will continue to fluctuate as the situation evolves. It is
also important to remember that despite China’s recent share
market stumble, the market remains considerably higher now
than it was just a year ago.

personal investment objectives and time frame before making
any big decisions. Your financial planner can help you decide
what the right path is in an uncertain world.
New government rules regarding the assets test for the age
pension will be of interest to many of you. If you have any
questions about how these changes may affect you please
speak to your financial planner.
We hope you enjoy this edition of PortfolioWatch.
P&N Financial Planning Team

Choosing your executor
Why do you need an executor?
An important part of making a Will is deciding who should
act as the executor of your estate. An executor acts as your
representative and will make sure that your wishes, as detailed
in your Will, are followed. The job of an executor initially appears
quite straightforward and in simple Wills, with few assets and
beneficiaries, it can be. When an estate is larger, contains a
variety of assets, liabilities and a number of beneficiaries the
job becomes more complex. In these situations, it’s important
to choose an executor who is equipped and prepared for the
challenges they will face. When someone dies without a Will,
their assets will be distributed to beneficiaries according to a
specific legislative formula that varies depending upon which
state you live in. In cases where you have no beneficiaries to
your estate, your assets will be given to the state government.

What does an executor do?
An executor’s responsibilities are broad but some of the major
duties include:
>
>

>
>

preserving, protecting and identifying all estate assets
including business interests, property and investments
paying all debts and liabilities, finalising income taxation
affairs and lodging estate trust tax returns until the estate
is finalised
estate administration, which involves detailing all receipts
and payments made to or by the estate until it is finalised
ensuring that beneficiaries receive what they are entitled
to under the terms of the Will.

An error can also cause a delay in how quickly beneficiaries
receive their inheritance or bequest. The damage that can
be caused by an error can be severe and, considering many
non-professional executors have no experience, the chances
of an error occurring are higher than would be the case if a
professional executor was appointed.

Pain and troubles
This phrase sums up the burden that is sometimes faced by
an executor. A court will generally allow an executor to be paid
an executor fee when a Will didn’t make any provision for this.
The court describes this payment as being for the ‘pain and
troubles’ faced by the executor in undertaking that role.

Liability is extensive
An executor is personally liable if it can be shown that they
were negligent in carrying out their duties and a financial loss
to the estate was incurred. In taking on the role of executor this
risk must be considered before being appointed. In situations
where there is family conflict it might be a wise choice for a
family member to decline an appointment in the first place.

Locked in
Once a court has granted probate, if the executor wishes to
resign from their position they have to ask a court for probate
to be revoked. This is not straightforward and the court will
need a good reason for them to do it — simply finding the role
too difficult will not be considered an adequate reason.

What are the risks of getting it wrong?

Who should you choose?

The major risk is that the executor makes an error in the
administration of the estate and exposes the estate to a loss.

Deciding on who to choose depends on a combination of the
complexity of the estate, family circumstances, potential family
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conflicts in acting as executor, the ability to act impartially
in the interests of all beneficiaries and the ability to act in
a timely manner. A modest estate with a limited variety of
assets, basic tax affairs and a small number of beneficiaries
could be handled by a person of average ability, who takes

appropriate professional advice where necessary. For a larger
estate with more complex affairs, it makes sense to appoint an
experienced professional executor. Selecting a professional as
your executor rather than someone without the required skill
helps to minimise the risks your estate could face.

Bubbling house prices - where to from here?
Reports of record-breaking sale prices, high auction clearance rates and Glenn Stevens, governor of the
Reserve Bank of Australia (RBA), talking of ‘crazy’ house prices has greatly inflated the housing bubble debate.
House prices are one of the most popular economic topics
because many people have an opinion — either they are
renting and waiting to buy or they have already bought, usually
as a co-owner with a bank. In both cases people are likely to
have a view on the outlook for house prices. In September
2013, the RBA said that there was no evidence of a house
price bubble but that view has now changed because house
prices in certain parts of Sydney have risen sharply. Let’s delve
into the numbers.

What are the facts?
When we look at house prices at a national level the bubble
story begins to wobble. The Australian Bureau of Statistics

(ABS) regularly reports average residential dwelling prices,
including units and houses, at the state and national level. In
the period between March 2012 and March 2015, the average
house price in Australia rose by 18 per cent, certainly well
above the rate of inflation but not the level of growth that would
be needed to describe it as a bubble. The picture becomes
more interesting when we look at how different states have
performed over the same period. In New South Wales, prices
have risen by 30 per cent, in Western Australia they are up by
11 per cent, while Tasmania only managed growth of 1.6 per
cent1. This diversity in the growth of house prices points to low
interest rates not being the dominant factor at work, instead,
job availability and wage growth may play more of a role. The
chart below shows how price growth has varied across the
nation over the last three years.

Change in average house prices - March 2012 to March 2015
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30%

30%
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1 Source: ABS.gov.au. 6416.0 — Residential Property Price Indexes: Eight Capital Cities, Mar 2015 — Table 6.

What is the outlook?
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The housing market behaves in the same way as any market,

be overshooting and therefore we could expect price growth

prices move in a cycle and from time to time overshoot and

to moderate or even turn negative in those areas. The

undershoot what could be considered a ‘reasonable’ price. The

broader national picture is different as price growth has varied

rate of recent price growth in certain pockets of the housing

considerably, driven more by local demand and supply factors

market, notably in parts of Sydney, indicates that prices may

rather than low interest rates.

Did you know…..?
Australia compares favourably to other countries in terms of how much money is spent on housing.
Having enough space is not a problem, with each person having an average of 2.3 rooms to live in,
making Australia one of the roomiest countries when it comes to housing.
The chart below shows how Australia compares to other

policies that aim to improve the economic and social well-being

countries in terms of housing costs and space. Of course, in

of people around the world.

cities like Sydney and Melbourne, the cost of housing is higher
than the average across the whole of Australia.

Australia compares favourably to
other countries in terms of how
much money is spent on housing.

The information in the chart is from the Organisation for
Economic Cooperation and Development (OECD). The OECD is
made up of 34 economically developed countries and promotes
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Age pension changes - what does it mean for you?
Following the recent Federal Budget announcement, the Government has now passed
law to give effect to changes to Centrelink’s asset tests.
From 1 January 2017 onwards, there will be changes to the
assets test for the age pension and this means there will be
some winners and some losers.

What are the changes?
The calculation of age pension entitlements is based on an
income and assets test. Both tests are calculated independently
but the test which provides the lower pension entitlement is the
test that determines the amount payable by the Government. In
relation to the asset test, the Government has announced two
changes that will take effect from 1 January 2017.
Firstly, the assets test limit to qualify for a full age pension will
increase from $286,500 to $375,000 for home-owner couples
(and from $202,000 to $250,000 for homeowner singles).

This means that more Australians will be eligible for the full
age pension.
Secondly, the pension amount you lose for owning assets
above the full age pension threshold will increase. This is
also referred to as the ‘taper rate’. Currently, the pension
rate reduces by $1.50 per fortnight for every $1,000 over the
above limits. This means, if you’re $10,000 over the limit you
have your pension reduced by $15 per fortnight. When the new
changes take effect, your pension may be reduced by $3 per
fortnight for every $1,000 of assets you own over the full age
pension threshold. These changes mean the ‘upper limit’ of
assets that a retiree can own while still being eligible to receive
a part-pension will decrease from $1,151,500 to $823,000
for homeowner couples and from $775,500 to $547,000 for
5

homeowner singles. Therefore, because of their assets, certain
retirees will receive a lower age pension entitlement or be cutoff from the pension altogether from 1 January 2017.

health and transport, depending on your state or territory.

The Government has not made any changes to the assessment
of the family home and it continues to be excluded from the
assets test. So, a pensioner couple who own their home and
have over $823,000 in assessable assets may lose their partpension of approximately $12,700 per year.

The changes are a win for pensioners with lower levels of
assets but those with higher levels of assets may lose out.

Do you lose your pension concession card
if your pension is cut?
As a result of these changes, if you lose your pension entitlement on
1 January 2017 you will automatically receive the Commonwealth
Seniors Health Card (CSHC), available once you have reached
age pension age. This card gives you discounts on prescription
medicines through the Pharmaceutical Benefits Scheme (PBS).
You may also be entitled to other concessions in areas such as

What are your options?

Importantly, as these changes don’t come into effect until 1
January 2017, you have time to plan for the changes. There
are still some legitimate avenues available to reduce your
assessable assets for age pension purposes. For further
information and advice about how these changes may affect
you, please speak to your financial planner.

The calculation of age pension
entitlements is based on an income
and assets test.

Investment market review Quarter ended 30 June 2015
Asset
Australian
shares

Index
S&P/ASX 300
Accumulation Index

1 year
return
5.61%

5 year
return
% pa
9.45%

Comments
The S&P/ASX 300 Accumulation index experienced its largest quarterly decline since
September 2011, ending down -6.5%
In a more defensive market environment, the better performing sectors during the quarter
were Energy (up 0.3%), Industrials (down 2.1%), A-REITs (down 2.3%), Utilities (down 2.4%)
and Telcos (down 2.4%). Sectors which underperformed included Consumer Staples (down
10.0%) led down by Woolworths, Consumer Discretionary (down 9.1%) also struggled after
profit downgrades from Flight Centre, Nine Entertainment and Seek. Financials (down 8.0%)
were led lower by the major banks.
By the end of the quarter, fears around Greece’s inability to service its debt obligations
heightened, adversely affecting investor sentiment.

Listed
property
trusts

S&P/ASX 300
A-REIT index

20.20% 14.23%

The A-REIT sector generated a return of -2.33% for the June quarter. The rise in Australian
and global bond yields impacted the sector.
The major drivers of A-REIT’s negative performance was a steep rise in domestic bond
yields with the 10 year Australian bond yield rising by 69 basis points.
Major A-REIT news included Charter Hall group’s $225M capital raising and Novion receiving
regulatory approval for its merger with Federation.

6

International
shares

MSCI World
Accumulation index (AUD)

24.56% 15.25%

The major global markets were mixed, with the S&P 500 down 1.1% and the FTSE 100
down 5.4%, while the Nikkei rose 4.3%. Debate surrounding the timing of the US Federal
Reserve’s monetary tightening policy continued, with the market shifting its expectations from
June to September 2015 as the quarter progressed. Negotiations with Greece captured the
market’s attention as the 30 June deadline for payment to the International Monetary Fund
approached. Europe and Japan each reported solid activity outcomes through April and May,
only for momentum to fade as the quarter ended, particularly in Japan. Policy easing was
a strong theme, with the People’s Bank of China cutting benchmark one-year lending and
deposit rates by 0.25% and the bank’s reserve requirement ratio by 0.5%.

Fixed
interest

Bloomberg AusBond
Composite index
(Previously called UBS
Composite Bond All
Maturities index)

5.63%

6.44%

Global bond yields moved sharply higher over the quarter. Over the quarter the benchmark
10-year Government bond rate in Germany, the US and Australia rose by 58, 43 and 69
basis points to close at 0.76%, 2.35% and 3.01% respectively. Domestically, the increase
in yields on short to medium maturities was constrained by the unbalanced nature of the
Australian economy and possible further monetary easing. The Australian three-year bond
yield rose by 32 basis points to close the quarter at 2.02%. These trends resulted in a
significant steepening of the yield curve.

Cash

Bloomberg AusBond Bank 2.60%
Index (previously called
UBS Bank Bill index)

3.65%

The RBA lowered the cash rate during the June quarter to a record low of 2.0%. Economic
data was mixed with better than expected GDP growth for the March quarter of 0.9% with a
strong contribution for net exports whilst business investment was a significant drag.

Global technology wars
Every day we are bombarded with news about incredible breakthroughs in the technology sphere. What
was once a long way into the future, maybe in a different world, is coming closer and at a faster pace.
Self-driving cars, drones with shopping parcels, big data and
3D printing are just a few of the recent innovations to grace our
lives. Start-ups that were in their infancy less than a generation
ago, now bestride the global economy, battling each other for
supremacy. The market value of the ’big 4’ (Google, Amazon,
Facebook and Apple) alone totals well over $1 trillion employing
around a quarter of a million people, more than Ford or GM
individually, and generating far higher profit per employee.
But it is not just about these headline grabbing firms. As
technological advances permeate, we’re seeing a world where
companies who are able to obtain an informational edge are
increasingly moving ahead of their rivals. The speed of change
and technological advances sometimes not only give these
companies an edge but create binary outcomes — creative
destruction at warp speed.
For Australian investors, this does raise more than a few
issues. In 1992, the big four banks were valued at between
5 per cent or 6 per cent of GDP. Today, they now trade at a
collective valuation of around 25 per cent of GDP. That is a
tremendous expression of faith in the value and sustainability of
profits in the face of change.
Whilst the fully franked bank dividend is a beloved icon,
especially amongst the DIY investor set, so was the Holden.

The banks are at the vanguard of the franking frenzy.
Barclays recently reported that about 36 per cent of household
assets are tied up in Australia’s banking system, a record high.
High dividend payers like Woolworths, Wesfarmers and Telstra
aren’t far behind in the heart and mind of the SMSF trustee. But
if China’s financial wobbles aren’t enough to give domestically
entranced investors pause, they need also to consider the big
new shift towards digital wallets and ’P2P‘ (person to person)
financial services.
Apple recently signed a deal with the major credit card providers
for their new Apple Pay system, potentially cutting the big financial
services firms off from their clients. Richard Goyder, CEO of
Wesfarmers, has said he doesn’t worry about Woolworths so
much anymore as he does Amazon. Global high-tech business,
especially those based in the US, are penetrating deep into
the heart of formerly impregnable business models around the
world and delivering bumper profits to its shareholders with
their smart phones, e-commerce platforms and ecosystems.
Source: Zurich Global Thematic Fund

If you have any questions please
contact your Financial Planner
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