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InvestmentMarkets
RecentHistory
A fairly quiet few months in markets
except for the situaƟon in Europe
where Russia annexed Crimea aŌer a
referendum where it is alleged that
over97%oftheturnoutvotedinfavour
ofjoiningRussia.


2014FederalBudget


Themajorfeatureofmarketshasbeen
a rally in higher yielding sectors with
Australian listed property and uƟliƟes
leadingtheway,upabout8%inpricein
the year to date (May 17). Over the
same period the Australian 10 year
government bond yield has fallen from
4.2%tounder3.8%.
Global bonds have also rallied. The
other standout was the Australian
dollarrising5%sinceJanuarywhichhas
impacted the return of overseas assets
suchasglobalequiƟes.
In the 3 months to 30 April Australian
sharers returned 2.1% while global
shares returned a negaƟve 2.4%. This
diīerence preƩy much reŇected the
moveintheAustraliandollar.
AustralianSmallCapequiƟesconƟnued
their underperformance and are about
4% behind the returns of large cap
sharesintheyeartodate.
The US Federal Reserve conƟnued the
process of winding back the
quanƟtaƟve easing (QE) program or
“tapering”. It is currently siƫng at $45
billion per month which is down from
$85billion.
USĮrstquarterGDPgrowthcameinat

just 0.1% annualised although this may
havebeenduetobadweather.
Mostoftheeconomicindicatorsoutof
China such as exports and retail sales
conƟnue to show a soŌer economy
than recent years. It should be noted
that the paƩern has been for the
ChineseeconomytobesoŌintheearly
part of the year and to be stronger in
thesecondhalf.
Anumberofemergingmarketcountries
thathadtheircurrenciessoldoīearlier
in the year (such as Brazil and
Indonesia) appear to have stabilized
with posiƟve returns in their bond
marketsthisyear.

MarketsandEconomy
A reasonably tough Federal budget
means that interest rates are likely to
stay low for quite a while in Australia.
However the market sƟll expects that
the next move in the cash rate will be
up and this has contributed to the
strengthoftheAustraliandollar.
We are keeping a watch on long term
interest rates which have been falling
this year. We would have expected
rising interest rates given the tapering
in the US. However the jury is out on
whetherornotthisisindicaƟngslower
future growth which would be bad for
equiƟes.
The Australian equity market recently
traded at a post GFC high above 5,500
buthaspulledbackaliƩlesincethen.In
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fact global equity markets have done
veryliƩlethisyearasmostmarketsare
siƫng around long term valuaƟon
levels.Thatistosaytheyarenolonger
cheap on a PE basis aŌer the reraƟng
wehaveexperienced.

equiƟes although the risks are higher
there.

markets will run up quickly from here,
but rather driŌ up if earnings come
throughasthemarketexpects.

TheboƩomlineisthatwewouldexpect
equiƟes to outperform Įxed interest
from current levels but we would not
aggressivelyaddtoposiƟonsrightnow.
Thisisbecausewedonotbelieveequity

TheexcepƟonremainsemergingmarket

Asset Class

1 month

3 months

1 Year

3 Years

5 Years

Australian Shares

0.29

2.09

13.46

8.54

13.39

Global Shares

-3.02

-2.43

31.10

12.59

11.21

Listed Property

-1.60

3.15

5.02

11.72

15.52

Fixed Interest

0.02

1.45

3.30

6.74

5.95

FederalBudget2014
The Government delivered a tough
budget that was described as the start
of a long term repair job. The
Governmentbelieves that repairing the
Budget is necessary to protect living
standards and prepare for an ageing
populaƟon.

Economicimpact
The measures announced aim to
balance the Įne line between repairing
thebudgetandmanagingtheimpactof
Įscal constraint on economic acƟvity

and employment. The budget deĮcit is
forecast to improve substanƟally
starƟnginthenextĮnancialyear.

Government debt is forecast to reduce
as a result of the reigning in of the
deĮcit. Debt in 2023Ͳ24 is projected to
benearly$300billionlower,evenwhen
assuming future tax relief, at $389
billion compared with the $667 billion
at the 2013Ͳ14 MidͲYear Economic and
FiscalOutlook.

Economicgrowthisforecasttoimprove

signiĮcantly from 3% to 4.75% in
2015/16.
The unemployment rate is forecast to
stabiliseat6.25%forthenextyearand
onlystarttofallbelow6%in2017/18

Consumer spending is likely to be
impacted by a number of the
announced measures both posiƟvely
and negaƟvely as illustrated in the
diagrambelow:
TheReserveBankofAustraliaislikelyto
pushoutanyincreaseinoĸcialinterest
ratesunƟlnextyearattheearliest.


DeĮcitLevyincrease

AboliƟonofcarbontaxwill
reducecoststohouseholds
AddiƟonaljobscreatedby
infrastructureprojects
ReducƟonincompanytax
mayincreasedividendspaid
toshareholders
ConƟnuedlowinterestrates

Tighteningeligibilityforfamily
taxbeneĮts
Tighteningeligibilitymeasures
forageanddisabilitysupport
pensions
GPco=paymentsand
medicines
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SuperannuaƟon
TherewerenomajorpolicychangestosuperannuaƟonanda
long awaited change to excess concessional contribuƟons is
welcomed.ProposedsuperannuaƟonchangesaresummarised
below:

RefundexcessnonͲconcessionalcontribuƟons
Individuals will be able to withdraw superannuaƟon
contribuƟons in excess of the nonͲconcessional contribuƟons
capmadefrom1July2013andanyassociatedearnings,with
theseearningstobetaxedattheindividual'smarginaltaxrate.
Superguarantee(SG)increasesdelayed
TheSGratewillincreaseaslegislatedfrom9.25%to9.5%from
1July2014,andwillthenincreasein0.5%incrementstoreach
12%by1July2022.


Matureageworker’staxoīset
Commencing1July2014thematureageworker’staxoīsetis
proposed to be abolished for everyone. A subsidy up to
$10,000 will be provided to the employer over a two year
period to help cover employment costs for each eligible
employee.

Medicarelevylowincomethresholds
Thethresholdforfamiliesistobeincreased.

FirstHomeSaversAccountsdisconƟnued
Commencement date: Immediate,butsomemeasuresareto
bephasedin.

Changesforunistudents
Several changes are proposed that will aīect the cost of
universitystudycommencing1July2016.

FinancialYear

ProposedSGrate

1July2013–30June2014

9.25%

Socialsecurity

1July2014–30June2018

9.5%

1July2018–30June2019

10%

1July2019–30June2020

10.5%

1July2020–30June2021

11%

1July2021–30June2022

11.5%

1July2022andlater

12%

Changes havebeen made to reduce reliance on age pensions
andotherwelfarepaymentsbutmostchangestopensionswill
not apply for another three years. The message is clear that
clientsneedtohavegreaterselfͲreliancetofundacomfortable
lifestyleinreƟrement.

Agepensionage
Theagepensionageisproposedtoincreasefurthertoage70
with a full phaseͲin by 2035. This increase will aīect anyone
bornaŌer30June1958(currentlyage55).

TaxaƟon
The big headline here was the introducƟon of the temporary
budget repair levy but the applicable income threshold has
beenincreasedsigniĮcantlyfromearlyannouncementssothat
itwillonlyimpacthighincomeearnersonthetopmarginaltax
rate.ProposedtaxaƟonchangesaresummarisedbelow.

Temporarybudgetrepairlevy
Commencing1July2014itisproposedtointroducea2%levy
on taxable income over $180,000. This increases the top
marginal tax rate to 49% including the already legislated
Medicarelevyincreaseto2%.

Privatehealthinsurancetaxoīset
TheincomeƟerthresholdsareproposedtobefrozenforthree
yearsfrom1July2015.

Medicarelevysurcharge
The Medicare Levy Surcharge thresholds will be frozen for
threeyearsfrom1July2015.
Dependenttaxoīsets
The dependent spouse tax oīset is proposed to be abolished
from1July2014.
Theeligibilityincomethresholdforthedependent(invalidand
carer) tax oīset is proposed to be reduced from $150,000 to
$100,000.

Bornbetween

Eligibilityage

Before1July1952

65.5

1 January 1954 - 30 June 1955

66

1 July 1955 - 31 December 1956 66.5
1 January 1957 - 30 June 1958

67

1 July 1958 - 31 December 1959 67.5
1 January 1960 - 30 June 1961

68

1 July 1961 - 31 December 1962 68.5
1 January 1963 - 30 June 1964

69

1 July 1964 - 31 December 1965 69.5
1 January 1966 and later

70

MeansͲtesƟngthresholdfreezes
MeansͲtesƟng changes will reduce access to Centrelink and
Veterans’AīairsenƟtlementsoverƟme.Butthegoodnewsis
that homes will not be included in the assets test threshold.
Pensionchanges commencein 2017 whileallowancechanges
commencein2014

4 Personal Wealth - Winter, 2014 A Quarterly NewsleƩer for


IndexaƟonofpensions
IndexaƟon of Centrelink pensions and the Veterans’ Aīairs
service pension is proposed to be linked only to CPI from 20
September2017

Disabilitysupportpensioneligibilityreview
Recipientsofthedisabilitysupportpensionwhoareunderage
35willneedtohaveaparƟcipaƟonplantoensurethosewho
canmovebackintotheworkforcearesupportedtodoso.

Incomesupportbonusabolished
AssoonaslegislaƟonispassed,thelossofthisbonuswillsee
singleclientslose$215.60andcoupleslose$179.80eachper
year.

ImpactsforCommonwealthSeniorsHealthCard
From 1 January 2015 deemed income on accountͲbased
pensions will be included in the income deĮniƟon to test
eligibility for the CSHC. ExisƟng cardholders will conƟnue to
receiveanexempƟonforaccountͲbasedpensionscommenced
before this date. Also eligibility thresholds will index from 20
September2014andtheSeniorsSupplementwillbeabolished
assoonaslegislaƟonispassed.

ToughereligibilityforNewstartandYouthallowance
Access to these payments will be restricted with new
proposals.Commencing1January2015fornewapplicantsand
1July2015forexisƟngrecipients.

Housinghelpforseniors–proposalabandoned

Lifespan Clients

Families
Paidparentalleave(PPL)scheme
A maximum payment of $50,000 over the 26 weeks.
SuperannuaƟonwillalsobepaidCommencement1July2015


FamilytaxbeneĮts
FamilytaxbeneĮtincomethresholdswillbefrozenatcurrent
levels for three years from 1 July 2014. The payment rates
(excludingsupplements)willalsobefrozenunƟl30June2016.
The clean energy supplement is to be renamed the Energy
Supplement and because the carbon tax will be abolished, it
willnotreceiveanyfurtherindexaƟon.

FamilyTaxBeneĮtPartB(FTBB)isproposedtobewoundback
sothatitisonlypaidunƟltheyoungestchildreachesagesix,
although families currently eligible may conƟnue to receive
thepaymentunƟl30June2017.ToqualifyforFTBBthehigher
income earner (of a couple or the single parent) will need to
haveincomelessthan$100,000perannum.

From 1 July 2015, single parents who receive the maximum
FTBAandwhoseyoungestchildisagesixoroldermayreceive
a$750peryearpaymentforeachchildagedsixtotwelve.

Schoolkidsbonus
ThispaymentwillbeabolishedassoonaslegislaƟonispassed.
The next payment is due on July 2014. If abolished before
then,thispaymentwillnotbepaid.

Health
GPcoͲpayments
Commencing1 July 2015,coͲpayments of $7.00per visit to a
general pracƟƟoner (GP) are proposed. $5 of this amount is
proposedtobepaidintoanewMedicalResearchFutureFund.
Concession card holders and children under age 16 will only
needtomakethiscoͲpaymentfortheĮrst10visitsinayear–
atotalofupto$70peryear.
PaƟents who are not bulkͲbilled will have their Medicare
refundreducedby$5.
The government has also proposed a $5 increase for
pharmaceuƟcals on the PBS scheme, with pensioners paying
anaddiƟonal80centsperscript.



Note:
The measures outlined in this paper are all government
proposals. The analysis and interpretaƟon is based on
informaƟon available in the Budget release which is
someƟmes quite limited. Further details may need to be
released to clarify some aspects and legislaƟon needs to be
introduced to make the changes eīecƟve (unless otherwise
indicated). These announcements could be subject to further
changebeforebeingenactedormaynotbeimplemented.
FormoreinformaƟon,pleasecontactyouradviser.
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