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INSIDE:

Welcome to the 2015 
autumn edition of 
the CSP Quarterly

I was lucky enough to spend a week in the USA 
recently. We had 3 days at Wharton Business 
School which was a truly amazing experience 

and being exposed to some of the smartest people in 
business for 3 days was something I will never forget.   
For those of you with an interest in either investing 
or corporate finance, I strongly encourage you to 
search YouTube for “Joe Perfetti Value Creation and 
ROIC”. Joe is an amazing presenter and the most 
knowledgeable finance professional I have ever come 
across. His videos are well worth a look.

From an investment perspective, some of the 
interesting points to come from the trip were: G8 
Fixed Interest is a difficult and risky place to invest 
over the coming years as the world passes through an 
inflexion point where by interest rates start to rise 
(as opposed to generally falling per the last 30 years). 
The last time interest rates were as low as they are 
now in the UK was during the Black Plague - in 
1350!

This one is very interesting: it was the view of 
one of the gentlemen we met that Janet Yellen’s 
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political ideology is important. This gentleman had the 
view that Janet lent to the left. Why is this important? 
The US Fed has a dual mandate – low inflation and 
employment growth. In this environment, the view 
was her left leaning nature means she is likely to be 
happy to risk higher inflation if the payoff is increased 
employment growth in the US. This means the US may 
not raise the cash rate till later than the market expects.

In Europe, there is a sense of optimism now that QE 
has started albeit the political challenges

We were also lucky enough to meet with some large 
financial institutions ( JP Morgan, Lazards, AB) and 
got the opportunity to discuss trends in the advice 
space. Funnily enough, our market is in many ways 
more advanced than the US, particularly in terms of the 
sophistication of our financial advice however the US 
has scale that we simply cannot match. This scale tends 
to show itself in the technology side of the business and 
we spent a lot of time discussing how technology will 
disrupt or enhance advice.

On the domestic front, the view for interest rates 
is clearly biased to the downside at the moment. This 
is leading to some commentators changing their views 
on market valuations. If Australian interest rates stay 
lower than expected for longer than expected, there 
is a valid argument that the Australian share market 
is actually good value at 6000 (good value defined as 
expected return above Term Deposit rates).

We think the market is grappling with this issue at 
the moment (we are fully valued based on historical 
interest rates but undervalued if 3% is the new norm). 
It would not surprise us to see more upside in the 
Australian stock market if this notion of lower for 
longer takes hold.

It is hard to argue though that the US market is 
pretty fully priced though there appears to still be value 
in Asia. Finally, to the Federal Budget. There have been 
the usual press releases testing public reaction to ideas 
and one that seems not be shouted down as much as 
other, is the idea of increasing the reduction rate (i.e. 
the rate at which the pension falls once you assets 
exceed the minimum). This has the effect of reducing 
the maximum amount of assets you can have and still 
get an Aged Pension. So, those clients with assets and 
super funds up around the $800k - $1m mark, we 
would suggest are at risk of losing their Aged Pension 
entitlement based on what we have read.

Of course, one could argue this government is a bit 
“gun shy” after their last budget debacle and will be 
looking to hand down for something with little political 
controversy.

Finally, CSP is fund raising for the Balmoral Burn. 
Please visit csp.com.au if you would like to support us 
in raising money for the Humpty Dumpty Foundation. 
Trust me, the look on my 6yo sons face when I show 
him the hill be will be walking up will make it all 
worthwhile!!

Did you know?

This can be a particular issue where you:
 � Are splitting your assets amongst your children- 
for instance you leave the house to one child, and 
your super to another; and/or

 � You have some children that are dependents and 
some that are not!

All lump sum death benefits are tax free if paid to a 
dependant (for tax purposes). 

Lump sum death benefits paid to non-dependants 
(for tax purposes) are taxed at 15% plus the Medicare 
levy (for elements taxed in the superannuation fund) 
or taxed at 30% plus the Medicare levy (for elements 
untaxed in the fund such as insurance proceeds).

What is a dependant for tax purposes 
exactly?

 � Your legal or de facto partner or other person 
with whom you are living together on a genuine 
domestic basis as a couple (including same-sex 
couples)

 � A child under 18 years (including adopted child, 
stepchild, ex-nuptial child or child of a member's 
partner)

 � Any person financially dependent  on you at the 
date of your death 

 � A person with whom you have an interdependency 
relationship. 

What is an interdependency 
relationship? 

It is where two people (whether or not related by 
family): 

 � live together 
 � have a close personal relationship
 � one or each of them provides the other with 
financial support, and

 � one or each of them provides the other with 
domestic support and personal care.

 An interdependency relationship can also exist 
where there is a close personal relationship between 
two people who do not satisfy all other criteria for 
interdependency because either or both of them suffer 
from a physical, intellectual or psychiatric disability.

… THAT YOUR ADULT KIDS MIGHT HAVE TO 
PAY A LOT OF TAX IF YOU LEAVE THEM YOUR 
SUPERANNUATION & INSURANCE PROCEEDS.

(continued from page 1) What is ahead?
The Federal Budget is rapidly 
approaching on May 12. It 
will be interesting to see 
what announcements are 
made, considering the failure 
to pass many of the budget 
measures for the 2014 
budget. CSP will be sending 
out an easy-to–read analysis 
which considers the potential 
impact of the announcements 
on our clients,  so stay tuned!
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There’s no doubt that 2014 was a good year for 
Australian property investors. In the 12 months 
to December, residential house prices jumped 

6.8% nationally, driven by a stellar 12.2% rise in Sydney 
and healthy increases in Brisbane (5.3%) and Melbourne 
(4.5%).1

But according to Stephen Halmarick, Head of 
Economic and Market Research at Colonial First State 
Global Asset Management, we’re still a long way from a 
property bubble.

“Demand is not being driven by cheap credit, as it was 
in the sub-prime mortgage boom in the US, Ireland or 
Spain. Instead, lack of supply is driving the price increase. 
What’s more, official statistics reveal that housing credit 
growth isn’t out of hand,” he says.

“The household debt to income ratio in Australia has 
been flat for about a decade. At the same time, the cost of 
debt has fallen and incomes have increased.”

“2015 will be one of, if not the 
strongest year on record for new 

residential construction,  
particularly in Sydney.” 

February’s 0.25% fall in the Reserve Bank’s official cash 
rate helped to push the cost of borrowing even lower. 
As a result, Halmarick says 2015 is one of the cheapest 
times on record to borrow money, with rates likely to fall 
even lower.

“I don’t think it’s ever happened where you’ll just 
get one rate cut — they usually come in a series. The 
market’s expecting another cut of 25 basis points at least 
by April, so I think we’ll be down to [a cash rate of ] 2% 
before too long.”

Demand set to remain strong

Halmarick says lower interest rates should continue 
to fuel demand for residential property, especially in 
Sydney, Melbourne, and Brisbane. Another rate cut 
would also mean investors will earn less on savings 
and term deposits, which mean many will be looking 
elsewhere for better returns.

And low rates aren’t the only factor pushing prices up.
“Much of the demand is due to demographics: the 

population is growing in big cities, both naturally and 
through immigration, so there’s more demand for places 
for people to live.”

At the same time, there is an increased appetite for 
property among investors, especially those who have 
paid off their homes and want to use the equity to buy 
investment property.

“There is the attractive tax incentive through negative 
gearing that property investment may offer, depending 
on an investor’s circumstances,” Halmarick says.

Less certain is the much-discussed impact from 
international investors, attracted by Australia’s low 
borrowing costs and healthy economy.

“While international investors have created an 
increase in demand, it’s uncertain to what extent, as 
unfortunately it is hard to get reliable statistics on 
international purchasers. In addition, offshore investors 
are only supposed to buy off the plan, rather than 
purchase established real estate.”

Construction ready to take off

But while demand looks set to stay strong, there are also 
some factors that could help to cap housing price growth. 
In the short term, affordability may keep some investors 
out of the market, despite lower borrowing costs. Over 
the longer term, supply is likely to rise to meet growing 
demand. Already, national dwelling approvals have risen 
by 8.8% in the year to December 2014, with further 
increases likely2.

“For a number of years, especially in Sydney, there’s 
been significant undersupply of new residential 
construction,” says Halmarick. “However, I believe that 
2015 will be one of, if not the strongest, year on record 
for new residential construction.”

Diversify, diversify, diversify

Halmarick says that, as always, diversification is the key 
to reducing risk. That could be important for Australian 

home owners, if they already have a significant 
proportion of their capital tied up in property.

“Portfolio diversification is critical, especially due to 
current volatility caused by growth in the US economy, 
but weakness in Europe and Japan and slowing in 
China,” Halmarick says.

“This reinforces the need for diversification into 
assets such as property, infrastructure, fixed income or 
equities.”

If you’re not sure whether property is for you, talk to 
a financial adviser. They may help you take advantage of 
the potential of property and other asset classes, while 
creating a diversified portfolio to keep risk under control.

[1] Australian Bureau of Statistics, Residential Property Price 
Indexes, December 2014, Release 6416.

[2] Australian Bureau of Statistics, Building Approvals, Australia, 
December 2014, Release 8731.

Source: Colonial First State: 11 March 2015: 
www,colonialfirststate.com.au

Will property be hot in 2015?
WITH INTEREST RATES FALLING TO NEW LOWS, ARE PROPERTY PRICES SET TO RISE EVEN FURTHER?
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Disclaimer: The information contained in this newsletter is general information only. It is not intended to be a recommendation, offer, advice 
or invitation to purchase, sell or otherwise deal in securities or other investments. Before making any decision in respect to a financial product, 
you should seek advice from an appropriately qualified professional. We believe that the information contained in this document is accurate. 
However, we are not specifically licensed to provide tax or legal advice and any information that may relate to you should be confirmed with your 
tax or legal adviser. Please refer to the Product Disclosure Statement (PDS) before investing in any products mentioned in our newsletter. The 
information is current as at the date on this document.
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we are experts in helping you  
make smart decisions about money  

so you can live the life you want

Are you protecting the 
future you imagine?
More often than not, your most valuable asset 

may be your ability to earn an income. Not 
only does your income allow you to maintain 

your lifestyle, but also the future you imagine with your 
loved ones and therefore it makes sense to protect it.

The following infographic provided by insurance 
provider TAL presents us with some interesting facts 
about Australia.  You may see some key areas that relate 
to you. It covers the things we value like the houses we 
live in, the pet’s we have and the cars we drive.

We can see the things we insure on. It might also 
surprise you what we don’t insure.

Here are some facts that illustrate what 
people are protecting:

 � There a three more births than deaths in Australia 
with a birth every one minute and 43 seconds.

 � There are $33 million pets in Australia and we spend 
between $13,000 and $25,000 on our loveable dog s 
over their lifetime.

 � There are 13 million cars on the road, of which 83% 
are insured at an average cost of $1,200 per year.

 � Interestingly, only 31% of people protect their 
income which cost on average around $595 per year.

GIVE US A CALL TO DISCUSS HOW YOU CAN PROTECT WHAT IS REALLY IMPORTANT TO YOU.

Source: TAL Services Limited www.tal.com.au 10th December 2014


