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Economic Outlook 
 
The Australian Dollar has proven resilient over the past
year, averaging about 77 cents and continuing the
shallow uptrend formed since a multi-year low around 70
cents in early 2016.  Looking forward, the Australian
Dollar faces downside risks given Australia’s lower
interest rates, lower economic growth and large foreign
debt, a stronger US and possible rollover in China-linked
commodity prices.      
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Australian growth below the US & Europe  
 

Australian Dollar Downside
Over the past 25 years, Australia has consistently offered
foreign investors exposure to premium GDP growth,
outperforming its Advanced Economy peers 89% of the
time, and by an average of 1.1%pa.  Australian growth,
however, has fallen below both the US and Europe,
something that should continue given the massive US
fiscal stimulus, whilst Australia is held back by pressure
on its household sector, elevated housing risks and a
moderation in China.  
  
Over the medium-term, Australian growth faces
challenges.  Population growth is now driving most of
Australian GDP growth, with a lack of reforms and the end
of the resources boom driving weak productivity growth.  
Whilst strong infrastructure investment currently underway
is positive, rising urban congestion should limit its impact. 
 
By contrast, the GFC and Eurozone debt crises have led
to renewed reform, while an investment recovery is
underway. 

Australian interest rates below the US: First
in 17 Years
Historically Australia has offered foreign investors
premium interest rate yields.   Indeed, since the early-
1990’s Australian-US cash and 10-year rate spreads
have averaged 206bps and 130bps respectively.   
In March, however, Australian cash rates fell below the
US for the first time in 18 years!  If the RBA leaves rates
on hold at 1.5%, while the US Fed continues its
tightening cycle, the Australia-US cash and bond spread
should reach 37-year lows late this year (see below
figure). Beyond that, given Australia’s record household
debt ratios, Australia is unlikely to regain a rate premium
to the US. 

Source: Datastream, Baillieu Holst



Commodity Prices - The Risk of China Moderation
Booms in China housing and infrastructure investment over 2016-17 delivered a positive growth surprise and surge in
commodity prices. With President Xi reappointed for life, however, financial stability and sustainable growth have
become key priorities. Policymakers have sharply slowed shadow banking sector growth, curtailed local government
borrowing and contained the growth of highly indebted companies, driving money and credit growth to record low
levels. 
 
China represents ~50% of global steel production, with a majority of end demand in construction.  With record iron ore
port inventories, a slowdown in demand could push iron ore prices much lower.  The iron ore price has fallen ~16%
since the Lunar New Year in mid-February.   
 
Looking further ahead, as China converges on Advanced Economy levels of urbanisation, negative underlying
demographics are likely to drive a dramatic decline in underlying commodities demand.            

Changes in the superannuation contributions caps, which kicked-in last year, give an added
reason to keep a close eye on your contributions

Using the 'bring forward' rule for your contributions

How to help ensure your superannuation contributions don't exceed
the caps

From 1 July 2017, the concessional contributions cap was reset to $25,000 for everyone (irrespective of age).  
For those earning a salary of $210,000 or more – the compulsory Employer Superannuation Guarantee of 9.5% will
total around $20,000 a year and will see your contributions edge close to the cap. For those making additional
concessional contributions, such as through salary sacrifice – they may be close to reaching the maximum if they are
earning $180,000 (including superannuation guarantee) and contributing an extra 3% or earning $150,000 (including
superannuation guarantee) and contributing an extra 5%. In certain cases, employers will match an employee’s
additional contributions and in this case, the concessional cap might be exceeded. 
 
Going forward, the concessional cap will increase in increments of $2,500 (not $5,000 as was previously the case).
There is a formula the ATO applies to determine when indexation takes place, and the concessional cap will remain at
$25,000 for 2018/19 also. 
 
From 1 July 2017, the annual non-concessional (after tax) contribution cap reduced from $180,000 to $100,000 per
year. 
 
However, the non-concessional cap will be nil for a financial year if you have a total superannuation balance greater
than or equal to the general transfer balance cap ($1.6 million in 2017–18) on 30 June of the previous financial year.
As a result, if you had more than $1.6m in super at 30 June 2017, you cannot make further non-concessional
contributions this year. You may, however, still be able to make or receive concessional contributions up to the $25,000
cap. 
 
Provided you are under 65 or aged between 65 and 74 and meet the relevant work test, and meet all other
requirements, you may be able to make contributions to super this year. But it is important to monitor your level of
contributions as penalties can be imposed where you exceed the relevant caps. 

There are special circumstances where you may exceed the annual non-concessional cap amount, and this is called
the ‘bring forward’ rule. The rules have become more complex since 1 July 2017. 
 
How it works is if you are under 65 and have less than $1.5m in super as at 30 June 2017, you may be able to
contribute at least $200,000 as a non-concessional this financial year.  If you had less than $1.4m at that time, you
may be able to contribute up to $300,000. However, you might not be able to do this if you started using the bring
forward rule in either of the last two financial years.  Or the amount you can contribute might be reduced. 
 
The amount you contribute this financial year may impact how much you can contribute in future years, and each year
you still need to have less than $1.6m (or the relevant general transfer balance cap for that year) in super in order to
make further contributions. 



Lessons from the Market
Every market cycle – bull or bear – provides opportunities for investors to improve their process for investing. The best
thing to do is learn from past events and apply those lessons to your future investment strategies and circumstances.
Here are the top lessons you can use to help navigate towards your future desired outcomes. 
   
Lesson 1: Keep your cool.  
This is the most important learning from recent times. Through market cycles, it’s easy for investors to react emotionally–
through overconfidence in rising markets or, equally, reacting with fear in falling markets. The best way to reach your
financial goals is to remain cool and stick to your long-term investment strategies. History has shown that markets tend
to recover just as quickly as they fall. 
 
Lesson 2: Stay invested. 
While short-term market falls are hard to ignore, it's essential to stay invested. In fact, long-term investment discipline is
more important than ever especially in a market crisis. Markets move in cycles, and that historically each bear market
has been followed by a bull market. Therefore, if you remove your investment during a down market, you won't benefit
when the market rebounds. Successful investors understand the importance of sticking to the plan. Those who have built
a robust investment strategy, with appropriate diversification, and successfully navigated many market gyrations along
the way, keep the ‘plan’ front of mind in the midst of market volatility and emotional ups and downs. 
 
Lesson 3: Diversification still works. 
Without the knowledge of which asset classes or sectors will outperform, the key is to diversify. Trying to pick the best-
performing asset class of the year is very risky, considering that one year's best performing asset class can just as easily
end up as the next year's worst performer. We believe that a sound, well-diversified portfolio with a long-term focus will
help reduce volatility and provide steady, consistent returns over the years. 
 
Lesson 4: Investing in the markets is the primary way to meet retirement and financial goals. 
The markets can be tough on your nerves, but despite this, it's important to discount short-term market performance
when considering your longer-term financial objectives. Investing is still the most prudent approach to beat inflation and
help realise your long- term financial objectives. 
 
Lesson 5: Markets are cyclical. Whatever goes down will likely come back up again. 
Markets follow cycles of ups and downs. What we don't know is their timing or duration. The global share market
experienced strong gains in 2009 following the downturn which commenced in late 2007 and more recently, some global
markets (such as US shares) have reached historic highs. The point is that markets typically recover. Different asset
classes – like shares, bonds and property securities – carry various levels of risk and return. Investing in a single asset
class is risky when you consider no one asset class consistently outperforms on a regular basis. Strategically diversify
your portfolio across asset classes, investment strategies, managers and styles. This approach aims to reduce risk and
can help you weather different seasons of the market, no matter which asset, strategy or style is in favour at any given
time. Blending complementary asset classes, strategies, styles and managers can also help provide more consistent
returns through various market environments. 
 
Lesson 6: Partner with a professional adviser to choose strategies aligned with your personal goals. 
Investing is personal. It’s so important to make sure that your strategies are well suited to your goals, life stage, risk
tolerance and other specific factors that matter to you. For example, a retiree invested solely in Australian shares in 2008
(-38.9%) probably felt the pain of investments that were too risky for their life stage and real-life risk tolerance. A
professional financial adviser can help you design a plan based on your personal needs—and stay on track over time. 
 
Key Learnings 
With recent market volatility, investors may consider making changes to their investment strategy and perhaps exiting
markets altogether. However, years of lows and highs – such as 2008 and 2009 – help to demonstrate the key principles
of investing: 
 
• Diversify - it's essential to have a well-diversified portfolio to help lessen the impact of market downturns. 
• Stay invested - don't miss your opportunity for financial gains when the market recovers. You have to be in it to win it. 
• Concentrate on the long term - short-term market returns shouldn't concern the long-term investor. 
• Don't try to time the markets or pick next year's winner - no one knows when markets will peak and trough, and which
asset class will outperform. Consider working with a professional financial adviser to help choose investments aligned
with your personal goals. 
 

Source: Russel Investments
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This information may only be regarded as general advice. That is, your personal objectives, needs or financial situations were not taken into account
when preparing it. Accordingly, you should consider the appropriateness of any general advice we have given you, having regard to your own

objectives, financial situation and needs, before acting on it. Where the information relates to a particular financial product, you should obtain and
consider the relevant product disclosure statement before making any decision to purchase that financial product.

Insurance - Protecting you and your family

Balanced Funds - What is Balanced?
When we talk about the type of investor you are, conservative, balanced, growth, etc it is in relation to your asset
allocation (allocation between growth and defensive assets) and in turn the risk you are willing to take. 
 
If you went back 25 years, the starting point (or middle of the road) was to be a balanced investor, which typically
saw an allocation of 50% to both growth and defensive assets.  While this has moved more recently, and the
general market view would see a balanced investor exposed 60% to growth and 40% defensive there are many
funds that have moved way beyond this. 
 
In an attempt to create better returns (the higher your exposure to growth assets in good markets, the higher your
return) there are lots of particularly well know industry funds that call themselves “balanced” but currently have an
exposure of over 85% in growth assets.  In our opinion this is simply not true to label and to the everyday person
impossible to understand, additionally exposing clients in many cases to risk beyond their want or need. 
 
The most important thing to consider when analysing performance, is not what the fund names itself “balanced”
but what the underlying asset allocation is, the percentage exposure to shares, infrastructure, property, currency,
commodities, etc.  
 
If you are feeling uncomfortable or simply want to review your exposure to risk, please contact us for a review. 

Would you let your family travel in a car without ‘buckling up’? I can hear you say ‘definitely not’. Yet every day,
many Australians set-off for their next destination in the journey of life without adequate protection. To help your
family cope with traumatic events and make their life more secure, insurance is as important as buckling up. 
 
Insurance will help you: 
 
• restructure your life if you are critically injured or incapacitated through accident or illness 
• get back on your feet if you are unable to work for an extended period 
• protect your family if you are taken from them. 
 
Think you’re already covered? 
 
Think again. Many super funds provide automatic cover for death and total and permanent disablement but in the
event you were temporarily unable to work due to an illness or accident, this cover would not protect you. That’s
why income protection insurance is so important. It pays you up to 75 per cent of your income and gives you the
chance to maintain a reasonable standard of living. 
 
Can you afford not to be insured? 
 
Did you know that one in five families will be affected by the death of a parent, a serious accident or illness that
means a parent is unable to work? Under these circumstances, a typical Australian family will lose half or more of
their income*. 
 
Financial advice makes a difference 
 
If you would more like information about the insurance services at Moneyplan Australia, please don't hesitate to
contact your adviser.   

*Earnings Source: Average Weekly Earnings, Australia, May 2017, ABS


