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EConomic update

Introduction

Volatility associated with November’s US election should finally be over, 
enabling investors to refocus on economic prospects and the outlook for 
corporate profitability and central bank policy.

Joe Biden was sworn in as the 46th President of the US. The transition of 
power was far from smooth however, with pro-Trump demonstrators storm-
ing the Capitol ahead of Biden’s inauguration. This caused some temporary 
alarm. Calm had been restored by month end, but America appears to be 
deeply divided, potentially presenting Biden with some unwanted distrac-
tions over the next four years.

Otherwise there were few key developments in financial markets. Central 
banks kept policy settings unchanged and governments remained focused 
on administering the rollout of Covid vaccines.

Encouragingly, the International Monetary Fund increased its global GDP 
growth forecast for this year by 0.3%, to 5.5%. The upward revision reflected 
the expected positive effects of vaccinations, additional policy support in 
major economies including the US and Japan, and an expected rise in con-
tact intensive activities as the pandemic eases.
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AUSTRALIA
Australian inflation printed at 0.9% in the 
2020 calendar year, almost double what 
the Reserve Bank of Australia forecasted 
in November’s Statement on Monetary 
Policy.

The employment picture is also less bleak 
than previously forecast. At 6.6%, the un-
employment rate was more than a full per-
centage point below the Reserve Bank’s 
November forecast.

Considered together, these encouraging 
indicators suggest the economy might 
be performing better than previously ex-
pected. If data released over the next three 
months affirms this, the Reserve Bank of 
Australia will likely start to taper its quan-
titative easing program in April.

New Zealand
Inflation was also above expectations over 
the Tasman. Consumer prices rose 0.5% in 
the December quarter, and 1.4% in 2020 as 
a whole.

The persistent pricing pressure will likely 
affect policymakers’ thinking on monetary 
policy. Just a few months ago, many com-
mentators expected interest rates to be 
lowered below zero in early 2021. Such a 
move now appears less likely.

House prices in New Zealand also continue 
to increase quite rapidly, partly due to low 
borrowing costs. Residential property pric-
es rose more than 11% in 2020, the fastest 
pace in more than three years.

US
There was little change to the big picture in 
the US. Activity levels remained subdued, 
with restrictions in place across large parts 
of the country. Forecasts had suggested 
the US economy might have added 50,000 
jobs in December. 

The actual data revealed 140,000 
jobs were lost over the month, 
providing a reminder that the 
pandemic is far from over. The 
unemployment rate has fallen 
sharply from the high in April 
2020 but remains almost double 
its pre-Covid level.

Retail spending in the pre-
Christmas period was below ex-
pectations, suggesting consum-
ers may be concerned about the 
expiration of support payments 
this year.

Business confidence has also 
deteriorated again. The num-
ber of firms expecting an im-
provement in the economy has 
plunged, partly due to antici-
pated policy changes under the 
new Biden administration.

Against this background, Fed-
eral Reserve officials indicated 
that the current, ultra-loose pol-
icy settings are likely to remain 
in place for an extended period.

The Federal Reserve is also con-
tinuing with its quantitative 
easing program, encouraging 
lending and helping maintain 
stability in financial markets. The 
central bank is pumping US$120 
billion into the US financial sys-
tem every month.

EUROPE 
Conditions in the European 
manufacturing sector continue 
to improve, providing an impor-
tant pillar of support to the re-
gion’s economy. Unsurprisingly, 
conditions in services sectors 
are much less buoyant, with so-
cial distancing restrictions in 
place across most of the conti-
nent.

In the UK, the latest data indi-
cated the economy likely shrank 
by around 8% in 2020.

ASIA
An improvement in export de-
mand has enabled growth in 
China to rebound to pre-Covid 
levels. GDP rose 6.5% in the 
December, taking year-on-year 
growth to 2.3%. This was the 
slowest annual rate in 40 years. 
Nonetheless, China was the 
only major economy to eke out 
any growth at all in 2020; fur-
ther increasing the country’s 
importance on the world stage.

A state of emergency was de-
clared in Tokyo and surrounding 
prefectures, following a sharp 
increase in the number of Covid 
cases. 
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australian dollar
The Australian dollar was little changed in 
January, after appreciating by nearly 10% 
in November and December. The ‘Aussie’ 
was similarly flat against other majors, 
moving by less than 1% against the Japa-
nese yen and a trade-weighted basket of 
international currencies.

Australian equities
Much like December, Australian equities 
rallied strongly through the early weeks 
of January as domestic economic data im-
proved and as certainty over the US elec-
tion revitalised optimism that a new stimu-
lus program would be approved. 

However, broad-based profit taking, com-
bined with concerns of slowing iron ore 
demand, drove the local share market low-
er in the final week of January. As a result, 
the S&P/ASX 100 Accumulation Index fin-
ished the month just 0.4% higher.

Australia’s smaller companies underper-
formed their large cap counterparts, with 
nearly two-thirds of constituents in the 
S&P/ASX Small Ordinaries Accumulation 
Index (-0.3%) losing ground.

Listed property
Global property securities were flat in Jan-
uary, with the FTSE EPRA/NAREIT Devel-
oped Index closing the month -0.2% lower 
in Australian dollar terms.

Asian markets typically outperformed, led 
by Japan (+2.5%), Hong Kong (+1.2%) and 
Singapore (+0.3%). At the other end of the 
scale, European property names weighed 
on the broader sector. The worst-perform-
ing markets included Germany (-6.7%), 
Sweden (-4.4%) and France (-4.0%).

Real estate markets remained 
largely subdued amidst the 
countervailing forces of a dreary 
near-term Covid-19 outlook and 
optimism around a potential re-
turn to ‘normal’ conditions in the 
second half of 2021 on the back 
of several vaccines being rolled 
out. Locally, the A-REIT market 
declined -4.1%, with the Indus-
trial and Office sub-sectors fall-
ing most significantly.

Global equities
Emerging markets led perfor-
mance over the first month of 
2021, with the MSCI Emerging 
Markets Index rising 3.7%. 

Less positively, developed mar-
kets – represented by the MSCI 
World Index – returned -0.4%, 
both in Australian dollar terms.

Asian bourses generally main-
tained their recent positive mo-
mentum. The Hang Seng Index 
in Hong Kong and China’s CSI 
300 Index rose 3.9% and 2.7%, 
respectively, both in local cur-
rency terms.

Encouraging company results 
for the December quarter ap-
peared to prevent the market 
from falling more significantly. 
Earnings in the banking sector 
were ahead of consensus expec-
tations, for example.

European markets also had a 
miserable start to the year, trou-
bled by low vaccination rates 
and a shortage of vaccine sup-
plies, at the same time as the 
number of Covid infections con-
tinued to rise.  

Global and Australian 
Fixed Income
US Treasury yields rose mean-
ingfully. Ten-year yields closed 
the month of January 15 bps 
higher, at 1.07%. 

This move primarily reflected 
election results in the State of 
Georgia, where Biden’s Demo-
crats won two additional Senate 
seats. This was important, as it 
means the Democrats now con-
trol the Senate. This should make 
it easier for the new President 
to get new legislation passed, 
potentially including proposals 
for sizeable increases in fiscal 
spending. In turn, higher spend-
ing would likely result in greater 
issuance of government bonds, 
requiring higher yields to entice 
investors.

The move higher in Treasury 
yields set the tone for other ma-
jor bond markets globally. Yields 
rose similarly in the UK and Aus-
tralia, and by a smaller margin 
in Germany and Japan. These 
moves resulted in negative re-
turns from global bonds.

Global credit
Credit spreads were little 
changed in January, remain-
ing close to their lowest level in 
the past year or so. Investment 
grade spreads closed the month 
a single basis point lower, at 
0.99%, while high yield spreads 
drifted 6 bps wider.

There was a fair amount of at-
tention on financial names. In 
the US, major investment banks 
reported pleasing full year re-
sults, partly on the back of 
strong trading revenues. A pick-
up in merger and acquisition 
activity also supported advisory 
revenues in the second half of 
the year.

The performance of Industrial 
names has been more mixed. 
Many companies continue to 
battle Covid-related headwinds, 
which appear likely to affect 
profitability for the foreseeable 
future.

Source: Colonial First State
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How much super should I have at my age?
Here we look at the average super balances for different age groups in 
Australia so you can see how your super savings compare.

A healthy super balance is a key ingredi-
ent to living comfortably in retirement. 

For many people, retirement is a long way 
off, and it can be hard to know if your su-
per is on track. If you’ve ever been curious 
about how your super savings match up, 
read on to find out. 

How much super do I need?
The amount of super you need to live com-
fortably in retirement depends on a range 
of factors, such as your cost of living, any 
outstanding debts you owe including a 
home loan, and whether or not you have 
other income streams such as investment 
returns.

The Association of Superannuation Funds 
of Australia (ASFA) retirement standard es-
timates if you own a home outright, singles 
will need retirement savings of $545,000 
for a comfortable retirement, while cou-
ples will need combined retirement sav-
ings of $640,000.

How does your super compare?
Curious to know how your super account 
balance shapes up against others your 
age? The adjacent table shows the average 
super balances for employed Australian 
men and women of different ages (exclud-
ing those with no super).

Age Average balance: men Average balance: women 

20-24 $9,481 $8,051

25-29 $28,319 $23,773

30-34 $58,035 $45,968

35-39 $92,425 $72,098

40-44 $134,992 $98,572

45-49 $182,146 $127,687

50-54 $242,007 $159,188

55-59 $311,163 $207,254

60-64 $371,599 $251,409

65-69 $384,539 $313,050

If your balance looks low, there 
could be several reasons why 
your super is lagging behind 
your peers, such as; taking time 
out of the workforce to study, 
travel or care for older relatives, 
or perhaps being out of work, 
working part-time, or earning 
a lower wage than others your 
age.

As the figures show, women are 
more likely to have lower super 
balances than their male coun-
terparts - likely due to factors im-
pacting their financial situation, 
such as taking time off work to 
raise children.

Source: Association of Superannuation Funds of Australia, June 2020.
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There are ways to boost your 
balance over the long term by 
making additional contributions.

“
”

Government contributions: 

If you’re a low or middle-income 
earner, you may be eligible for a 
co-contribution from the gov-
ernment when you add after-tax 
money to your super.

Need more help with 
your super?  
To help make sure your retire-
ment income will give you a 
comfortable life after work, 
speak to your financial adviser.

Source: AMP

What SHOULD YOU do if your 
super balance needs a boost?
If you check your super every 6-12 months 
and notice your balance isn’t as high as 
you’d like it to be, start with these quick 
and easy steps to give it a potential boost:

Search for lost super 

Money belonging to you might be sitting 
in an account you’ve forgotten about. If 
you have accounts with multiple super 
funds, think about consolidating it into 
one account. You could save on fees and 
charges that may be eating into your bal-
ance. However, you’ll need to check for exit 
or termination fees and ensure your insur-
ance cover isn’t affected.

Consider how your super is invested

Depending on how far you are from retire-
ment you might think about switching it 
into a more growth-focused investment 
option. But bear in mind that returns aren’t 
guaranteed, and that higher risk accom-
panies the opportunity for higher returns. 
There’s also a risk you may lock in losses, so 
seek financial advice or contact your super 
fund.

Here are some ways to boost your balance 
over the long term by making additional 
contributions:

Salary sacrificing: 

You can contribute extra cash into your 
super from your before-tax salary. The 
amount contributed will only be taxed at 
15% if you earn under $250,000 a year or 
30% if you earn $250,000 or more a year, 
rather than at your usual marginal tax rate.
However, make sure your total concession-
al super contributions (including any your 
employer makes on your behalf ) don’t ex-
ceed $25,000 per year. You’ll need to speak 
to your payroll department to set up a sal-
ary sacrifice arrangement.

Personal tax-deductible contributions:

If your employer doesn’t offer salary sacri-
fice, you’re unemployed, self-employed or 
you don’t want to salary sacrifice, you can 
make a personal tax-deductible contribu-
tion to your super. 

The amount you contribute is taxed 
at 15% if you earn under $250,000 
a year, 30% if you earn $250,000 
or more a year, and subject to the 
$25,000 per year limit.

After-tax contributions: 

There’s a $100,000 limit per finan-
cial year on the amount of after-tax 
contributions you can make. If you 
are under age 65 at 1 July of the 
year the contribution is made, you 
can also ‘bring forward’ up to two 
years’ worth of after-tax contribu-
tions and make up to $300,000 con-
tribution in a financial year.

Spouse contributions: 

If your partner is out of work, a stay-
at-home parent, working part-time 
or earning less than $40,000, add-
ing to their super could benefit you 
both financially.
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Which is better? It all comes down to your 
preferences and approach to risk.

INVESTING IN 
PROPERTY vs shares

An age-old question is whether it’s better 
to invest in property or shares. 

There is actually no right or wrong answer. 
It all comes down to your preferences and 
approach to risk.

Growth investments
Both asset classes – shares and property – 
are considered to be growth investments. 
In other words, over time, a quality invest-
ment in shares or a property could gener-
ate capital growth and also produce in-
come from rent (property) and dividends 
(shares).

The case for shares
Ease of entry into the share market is a big 
plus for share or equity investors. You can 
buy into the share market with as little as a 
few hundred dollars. In comparison, home 
and apartment prices in our capital cities 
could easily cost upwards of $1 million.

The transaction costs of investing in shares 
such as brokerage and transaction fees 
are also significantly lower than the stamp 
duty and legal fees you pay as a property 
investor.

Finally, with a share market investment, 
you could get almost instant access to your 
money when you decide to sell. Equally, 
you don’t have to sell the entire investment 
to get access to some cash. With an invest-
ment property, you can’t sell a bedroom to 
free up some cash – it’s the entire property 
that goes to market or nothing.

The case of property
A major appeal of owning a 
property is its perceived stabil-
ity relative to the share market, 
where values can vary from day-
to-day as a consequence of how 
easy it is to buy and sell shares. If 
you’re approaching retirement, 
this level of volatility may not be 
for you.

A property investment, on the 
other hand, gives you a tangible 
asset that can deliver a sense 
of investment security as well 
as some capital growth and in-
come.

Property buyers have the abil-
ity to fix the interest rate of a 
loan, which is another valuable 
security measure. This means 
your mortgage repayments will 
be set for an amount of time, 
which could be a good option 
for someone who prefers stabil-
ity.

Holding an investment 
property in a self-
managed super fund 
It is possible to set up an SMSF 
primarily to invest in property, 
but be aware, some rules apply 
to ensure your fund remains 
compliant. 

ASIC’s Money Smart website lists 
the following rules:

 � The property must meet the 
‘sole purpose test’ of solely 
providing retirement ben-
efits to fund members.

 � The investment property 
can’t be acquired from a 
member or related party of 
a member of the SMSF.

 � The property can’t be occu-
pied by a fund member or 
any fund members’ related 
parties.

 � The property must not be 
rented by a fund member 
or any of the fund members’ 
related parties.

As this shows, there are many 
reasons to invest in shares and 
property. 

For further information about 
investing in property or shares, 
or to discuss whether it may be a 
suitable strategy for you, please 
get in touch.

Source: BT
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Inheritance is an emotional subject on 
every level. 

The people leaving an inheritance gener-
ally do it with pride and love. The people 
receiving an inheritance often receive it 
with gratitude – and sorrow. But while 
emotional, it’s also a financial transfer that 
comes with a whole range of legal, finan-
cial planning and admin issues attached.

For many people inheritance is painful and 
protracted. It can lead to family disputes 
and disappointment. 

In this article, we look at both the financial 
and emotional aspects of inheritance and 
at how some forethought can make the 
process easier for everyone.

The Process: Leaving a Paper Trail

Moving wealth from one generation to the 
next does not happen quickly. Let’s think 
about why that is and why some intelli-
gent forward planning is required.  

Consider your own finances – all the bank 
and investment accounts, loans, credit 
cards, tax, super and insurances that make 
up your financial life. 

Think of all the documents, 
passwords, websites and email 
chains they create. Then hand 
them to someone who isn’t fi-
nancially trained and hasn’t 
dealt with them every day like 
you have. Hand them to some-
one who’s emotionally drained 
by your passing – and then has 
to deal with the whole series of 
complex legal processes we out-
line below.

Get a grip on assets and 
liabilities

Before any inheritance gets dis-
tributed, the executor (the per-
son you’ve appointed in your 
will to administer your estate) 
needs a deep and documented 
understanding of your financial 
position; what you own and 
what you owe. 

It’s complex and detailed work, 
but it needs to be done so a 
Statement of Assets and Liabili-
ties can be submitted to the Su-
preme Court.

Probate - all about a valid will

After the assets and liabilities 
have been accounted for, the 
executor of your will needs to 
apply for Probate. The word tells 
its own story – it comes from 
the Latin probare: “to prove”. It 
means a Court must certify that 
the will they’re working with is 
the valid one. Usually, the ex-
ecutor needs to advertise their 
intention to apply for probate 
in a newspaper or via the court 
website. They also need to give 
creditors time to lodge a claim 
against the estate.

Death and Taxes

Once Probate has been granted 
your executor must make sure 
outstanding taxes are paid and 
a date of death tax return and 
other tax returns are lodged. 
They also need to work through 
any other tax complexities, in-
cluding family trusts, to ensure 
assets are passed on in compli-
ance with tax law.

The A-Z of Inheritance
Moving wealth from one generation to the next doesn’t happen quickly.
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This is one area where a financial adviser or 
accountant – or both – can be invaluable. 
If you’re preparing your estate plan, their 
help can make sure you pass on assets 
to those you care about in the most-tax-
effective fashion. And if you’re receiving 
an inheritance, expert financial advice can 
help you manage the tax decisions more 
effectively.

Tax management is important. Australia 
doesn’t have death duties and most assets 
you inherit don’t get captured by Capital 
Gain Tax (CGT) when they transfer into 
your ownership. But CGT does apply when 
you sell those assets or, potentially, if you 
inherit residential property that has been 
used for investment purposes. Expert ad-
vice can help you manage these complexi-
ties.

Rings passed down for generations

Unless a claim is lodged against the estate 
(and it can’t be paid or negotiated away) 
the next step is for cash legacies, bequests 
and personal items – including jewellery 
– to be distributed. Individuals often use 
their will to make bequests to charitable 
organisations – these are identified and 
treated separately to the rest of the estate.  

Distributing the estate

Once all legacies and bequests have been 
managed correctly, the balance of the es-
tate (typically large assets like property, 
equity in businesses and investment hold-
ings like shares) are distributed in accord-
ance with the will or subsequent directions 
from a court. Sometimes this is not a final 
process – particularly if there are minor 
children involved. In these situations, the 
administration of the estate can be ongo-
ing (which adds to complexity and costs).

As you can see, taking an inheritance from 
the reading of the will to the distribution 
of assets has already involved accounting, 
advertising and two layers of Court docu-
mentation. 

This all takes time – and that’s assuming 
there are no family disputes or arguments 
with the tax man or the deceased’s credi-
tors.

The Emotions
We mentioned managing the 
process. Now we need to talk 
about managing your emo-
tions. If all parties do that – the 
person leaving the inheritance 
and the person receiving it – 
the result can be better for all 
concerned. So, let’s look at the 
emotions involved in leaving 
an inheritance and the paths 
they can take us down.

Grief

In the aftermath of a loved 
one’s death, it can be hard to 
manage complex tasks, par-
ticularly if those tasks stir more 
emotion – like family disputes. 
Preparing for that challenge – 
perhaps by ensuring the exec-
utor has some financial skills, 
or is trusted by all parties, or is 
independent – can reduce the 
stresses placed on a grieving 
family.

Impatience

A simple look at the list above 
explains why patience is re-
quired in an inheritance situ-
ation. Understanding the 
probable time frame – which 
can vary depending on the 
complexity of the estate, but 
can often be a minimum of 
12 months before an estate is 
settled - can make all the dif-
ference.

As we saw earlier, good advice 
can be crucial to setting up an 
estate plan that provides the 
maximum benefit for those 
you leave behind. It can be 
just as useful for the inheritors 
of an estate. 

Reticence

According to research by Per-
petual, some 53% of parents 
have not discussed their will 
and legacy with their children. 
More striking still, 80% of Aus-
tralians who believe they will 
inherit something haven’t dis-
cussed that inheritance with 
their parents.

That lack of communication is 
at the heart of many fraught 
inheritance experiences. But 
to ensure that the transfer of 
wealth from one generation 
to the next happens with the 
minimum of complexity, cost 
and angst, all those involved 
need to be clear about their 
intentions - and their feelings.

Source: Perpetual

EXpert advice can help you 
manage these complexities.“ ”



Informed Investor - February 2021 Page 9 

Four thoughts on cryptocurrency in 2021 
and beyond
Some cryptocurrencies have experienced 
a surge in value (and interest) since the 
pandemic. 

However, there’s a long way to go before 
it becomes clear how to determine their 
fundamental value. Even the Reserve Bank 
is talking about cryptocurrency, having an-
nounced late last year it is exploring the 
potential use and implications of a whole-
sale form of central bank digital currency.

This came as popular cryptocurrencies, like 
Bitcoin, experienced huge surges in value 
in 2020. This may have been spurred on by 
fears of a drop in the value of traditional 
currencies if inflation picks up and then 
the sheer force of momentum as more and 
more buyers jumped on the bandwagon.

Some of the figures related to cryptocur-
rency are stunning – both the gains and 
losses – and some investors have seen very 
good gains after buying in early on. How-
ever, there remain some fundamental risks 
and considerations:

Value: 
This is the thing which, in our view, remains 
a biting issue for cryptocurrency: it’s very 
hard to value. It’s not like shares, like cop-
per, like cash – we still don’t wholly know 
what drives its value over a long period of 
time.

Income: 
Although some may claim oth-
erwise with the use of a bit of 
fancy financial engineering, 
Bitcoin and other cryptocurren-
cies do not generate income 
directly. That also makes it hard 
to value them and adds to the 
potential for speculative booms 
and busts.

Supply: 
When taken together, the supply 
of cryptocurrencies is unlimited. 
This makes them less reliable 
than traditional paper money in 
advanced nations, where supply 
is managed.

Stability: 
We can be reasonably confident 
that the A$50 we carry in our 
wallet or purse today will rough-
ly hold its value by the time we 
spend it. So far, the same can’t 
be said of some popular cryp-
tocurrencies which go up with 
gusto but also come down 
sharply at times making it very 
hard to know what buying pow-
er they have.

That said, it’s clear digital curren-
cy does have a future, especially 
when you start to see central 
banks and major financial insti-
tutions taking an interest. How-
ever, it’s hard to know what form 
that will take. 

As with everything related to 
markets, we think it remains im-
portant to turn down the noise, 
consider the investment funda-
mentals and make sure you fully 
understand what you are get-
ting into before joining a grow-
ing investment crowd.

 

Source: AMP Capital


