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Reserve Bank of Australia  
adopts a monetary easing bias 

The Reserve Bank of Australia (RBA) 

lowered the cash rate unexpectedly 

by 25 basis points during the quarter 

to 1.75 per cent and in early August 

further cut the rate to an historical 

low of 1.50 per cent. Inflation was an 

important catalyst in the decision to 

lower the main interest rate because 

it is currently well below the RBA’s 

medium term target zone of two to 

three per cent. 

Headline inflation for the first quarter 

recorded a very weak negative 0.2 per cent  

in the three months through March, leading 

to the annual rate falling to 1.3 per cent.  

This caught the share market by surprise  

and sparked concern about deflation. 

Deflation is difficult for the RBA to 

manage because it prompts consumers 

and businesses to delay consumption and 

investment as they believe prices  

will continue to fall. 

The RBA was also concerned that the  

strong Australian dollar, which reached  

over US 78 cents at one point during the 

quarter, would hold back Australia’s  

economic progress. The RBA cut the cash 

rate again in early August owing to weakness 

in inflation caused by low wage growth, softer 

rental and housing construction markets and 

declines in the cost of business inputs. 

2016 Federal Election —  
political uncertainty continues

Treasurer Scott Morrison delivered the 2016/17 Federal Budget during the 

marathon eight week election campaign. The Treasurer forecast economic 

growth of 2.5 per cent up until 2016/17 against a backdrop of challenging 

global economic conditions that will see the budget lead to a $39.9 billion 

deficit in 2015-16. 

The Government will have a tough balancing act between focusing on 

responsible spending constraint and also ensuring Australia’s economic 

success by driving growth through new investment and job creation. The 

deficit is projected to decrease to $6 billion by 2019/20, but this projection 

is susceptible to headwinds facing the global economy which could affect 

efforts to reduce the deficit. 

Malcolm Turnbull ultimately claimed victory in the election and won the 

76 seats needed to form majority government, however, he will face a 

potentially hostile Senate with no guarantee of achieving structural reforms. 

A lack of progress on any serious structural reform to reduce the deficit will 

leave the task of supporting the economy on the RBA’s shoulders. 
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Interest rate hits record low
Australian inflation declines



3

Q u a r t e r l y  n e w s l e t t e r  —  S p r i n g  2 0 1 6

3

Who gets your super if you die? 

Brexit — A ripple effect

Market performance over the June quarter was largely 

driven by the United Kingdom’s (UK) decision to leave 

the European Union (EU) in a shock 52 per cent in 

favour and 48 per cent against outcome that signalled 

the beginning of a lengthy period of uncertainty. 

The initial market reaction sent markets plummeting by 

up to 9 per cent but concerns seemed to recede within 

a week as share market indices recovered to levels seen 

prior to the vote. The economic impacts are difficult to 

assess but the risks are predominantly centred on the 

Eurozone. 

It is unlikely that Brexit will have a significant impact 

globally because trade with the UK is small for most 

economies. Less than 5 per cent of Australia’s total 

exports go to the EU, including the UK, so even a large 

decrease in exports to the EU will have a minimal 

impact on Australia’s growth. 

The impact is expected to be localised within the 

Eurozone and this will be reflected in the EU and UK 

struggling to hit their 2016 and 2017 growth forecasts 

because business confidence, investment and 

consumption will be negatively affected over the  

short term. 

                                                 We expect this will put    

                                                     pressure on the Bank 

                                                         of England and the  

                                                              European Central  

                                                                   Bank to adopt  

                                                               additional monetary 

                                                        policy measures in 2016 

                                       to cushion the fallout from Brexit. 

US Federal Reserve —  
a credibility issue?

The US Federal Reserve, commonly referred to as the Fed, maintained 

the federal funds rate in the target range of 0.25-0.50 per cent in  

the June quarter as market expectations for monetary policy 

tightening in 2016 fell from four increases to no increases. The Fed 

surprised the market a number of times as it yo-yoed between  

dovish and hawkish stances after it became concerned by new 

economic data while on the verge of raising rates. 

Communication from the Fed has been used to prepare the market  

for a rate increase sooner rather than later because the Fed 

understands that rates should be higher than current levels at 

this point in the economic cycle following a recession. In a typical 

recession, the Fed would respond by cutting rates by four to  

five per cent, however, it currently does not have the scope to do  

so in the event of an unexpected economic shock. 

It is likely the Fed will use any form of positive data to shape  

market expectations for a rate increase but it will do so cautiously.  

The Fed’s changing view on interest rate hikes has created a credibility 

issue with investors because markets place significant emphasis on 

the likely direction of interest rates. Communication from the  

Fed will be cautious in the future but it is still pricing in rate  

increases for 2016 even though the bond market is not. 

It’s something we don’t really like to talk about, but have you thought about who gets your  

super if you die? Super is different from other assets because the trustee of your super  

fund has control over who gets your super and any risk insurance payout - it doesn’t 

automatically flow to your estate. 

But, if you make a binding death benefit nomination you can regain control over who your super 

is paid to. Put simply, a binding death benefit nomination is a legally binding nomination that allows 

you to advise the trustee as to who should receive your super benefit when you die, providing they 

are a super dependant, such as a partner or child. If you have a self-managed super fund then you 

should still document who you would like to nominate to receive your super benefit. 

The main advantage you gain from having a binding death benefit nomination is knowing  

that you can provide for multiple beneficiaries, such as children from previous marriages. 

Another advantage of a binding death benefit nomination is that the super benefit may  

be able to be paid out quickly, which can be a great help to your beneficiaries.

Talk to your financial planner about the best  
way to make your beneficiary nomination.
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Easy ways to improve your home
You don’t need millions to give a house a new lease on life – little things can make a big difference. 

Investing in improving your 

principal home is very tax-effective 

and also has advantages when 

it comes to the way Centrelink 

assess your entitlements — because 

your home is excluded from the 

assets test. The other benefit of 

renovations, compared to other 

types of investment, is that you can 

actively enjoy and experience the 

improvements you make.

The word ‘renovations’ doesn’t have 

to be associated with spending up 

big. Depending on your skill level and 

how much time you’re prepared to 

put into it, there are several home 

improvements you can do yourself to 

increase the value of your property.

The two rooms in the house that 

deliver the biggest return on 

investment are the kitchen and 

the bathroom, so focus on these, 

especially if you’re looking to sell. 

Potential buyers classify these rooms 

as not only the most expensive to 

upgrade, but also the most difficult.

To renovate a kitchen or bathroom, 

there’s demolition involved. There’s 

waterproofing, appliances, tiling and 

potentially a few hidden surprises.

However, making these rooms feel 

clean, fresh and modern doesn’t 

have to cost a fortune.

Updating the doorknobs and the 

powerpoint sockets are quick fixes 

that can quickly improve the look and 

feel of a room. And when it comes to 

the bathroom, you can’t go wrong  

with white.
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The power of paint  
and light
If you have time up your sleeve, giving 

the entire house a new lick of paint  

is a sure fire way to bring a property  

up to speed.

Painting is the one job that instantly 

transforms a room, isn’t expensive 

and it’s not scary because it can be 

changed later. But it does take patience 

and elbow grease to clear out the 

rooms, prepare the surfaces and do the 

painting.

Of course, if you don’t feel up to the 

job, don’t torture yourself and don’t 

compromise the quality of the end 

result. Hiring a painter doesn’t have 

to cost the world and can make the 

difference between an okay result,  

and a great one. 

Another tip to keep in mind is the power 

of light. A well-placed tunnel skylight 

can have a huge impact, allowing 

natural light to brighten a room. 

Dig deep to uncover your home’s potential

If you do have some extra cash to 

spend, continue to focus on the 

kitchen and bathroom, as well as the 

flooring throughout the property. 

If possible, pull up old carpets and 

linoleum and check the quality of the 

floorboards hidden beneath. 

It all comes back to the surfaces that 

you touch and use every day, and 

the flooring ties the whole house 

together. If the floorboards are in 

good condition, get the whole place 

sanded — no one likes threadbare 

carpets.

From there, using those extra dollars 

on good quality appliances, modern 

light fittings and tidying up any 

outdoor areas will be money wisely 

spent. People underestimate the 

power of a good clean. Paying a 

professional gardener and cleaner 

to come in and do a thorough tidy up 

will undoubtedly stand you in good 

stead if you want to sell. 

In terms of the outdoors, as long as 

it suits the style of the house, you 

could consider using artificial grass, 

as well as painting any paved areas in 

an updated colour palette. A garden 

that looks tidy and low maintenance 

will have a greater appeal to potential 

buyers. It will also give you time to 

pursue more enjoyable activities.

While renovating can be financially 

beneficial for you, at a certain time in 

your life, downsizing or moving can 

also be an option worth considering, 

especially if you want to move closer 

to family or healthcare services. 

Contact your financial planner to discuss 
whether renovating or downsizing could make 
financial sense for you.
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Investment market review Quarter ended 30 June 2016

Australian shares
The S&P/ASX 300 Accumulation Index was up 4.0% in the June quarter. 

The consumer staples sector, regarded as defensive, was the weakest performer down 3.9% as some 

companies including Woolworths and Wesfarmers faced greater competition and weaker margins.  

The strongest performing sectors were materials up 11.3%, health care up 10.1% and utilities up 7.4%. 

1 year (%) 5 year (% pa) 10 year (% pa)

Australian shares 0.87 7.20 4.76

Listed property trusts
The REIT sector generated a positive return of 9.2% for the June quarter. 

The sector outperformed the general market again this quarter and whilst valuations look stretched and 

the sector appears expensive as ‘lower for longer’ rates will continue to support A-REITS.

1 year (%) 5 year (% pa) 10 year (% pa)

Listed property trusts 24.59 18.01 2.87

International shares
International shares posted mixed results for the June quarter given the volatility associated with 

geopolitical events, such as, the UK’s decision to leave the EU. 

The S&P 500 gained 1.9%, the German DAX 30 was down 2.9% and the Nikkei 225 was down 7.1%. The 

MSCI World Index in Australian dollar terms was up 4.2% in the June quarter.

1 year (%) 5 year (% pa) 10 year (% pa)

International shares 1.27 15.36 5.03
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Fixed interest
International bond yields moved lower over the quarter. 

The benchmark 10 year Government bond rates in the US and Australia fell 30 and 51 basis points to 

close at 1.47% and 1.98% respectively. Yields fell on the Fed’s dovish outlook on interest rate hikes as 

markets no longer expect a rate hike in 2016. Additionally, the UK’s decision to leave the EU spurred a 

flight to safety which caused further decline in yields. 

1 year (%) 5 year (% pa) 10 year (% pa)

Fixed interest 7.02 6.74 6.62

Cash
The RBA lowered the cash rate by 25bps to 1.75% in the June quarter. 

Inflation was an important catalyst in the decision because it is well below the RBA’s medium term target 

zone of 2-3%. The weakness in domestic price pressures is attributed to low wage growth, softer rental 

and housing construction markets and declines in inputs to the cost of business. It is expected that the 

RBA will maintain its monetary easing bias due to declining terms of trade and weak domestic price 

pressure. In early August, the RBA reduced the cash rate to 1.5%.

1 year (%) 5 year (% pa) 10 year (% pa)

Cash 2.24 3.10 4.35

%

Source: Morningstar. Indices used are: Cash — AusBond Bank Bill; Fixed Interest — AusBond Composite 0+ year; Australian shares — S&P/ASX 300 Accumulation; 

International shares — MSCI World Accumulation Index (AUD); Listed property trusts — S&P/ASX 300 A-REIT Accumulation.

* The listed property index is only available from June 2001.

The long view
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This chart displays the highest and  
lowest 12-month returns of the major  
asset classes since June 1996.*  
As you can see, cash provides stability  
and security, having never generated  
a negative return over a 12-month  
period. The trade-off for this stability  
and lower risk is that cash will be unlikely  
to match the higher returns generated  
by other asset classes. 
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Private health insurance 
rebates reduced 
Private health insurance is available for all Australians who wish to cover the costs of being a private 

patient in hospital. Being a private patient means you have more control over the doctor who treats 

you in hospital and, in some instances, can reduce the waiting time for elective surgery by being 

treated in a private hospital. 

The table below shows the new rebate percentages that were introduced on 1 April 2016.

Rebate Base Tier 1 Tier 2 Tier 3

Singles ≤ $90,000 $90,001-105,000 $105,001-140,000 ≥ $140,001

Families ≤ $180,000 $180,001-210,000 $210,001-280,000 ≥ $280,001

< Age 65 26.79% 17.86% 8.93% 0%

Age 65-69 31.26% 22.33% 13.40% 0%

Age 70+ 35.72% 26.79% 17.86% 0%

Note: the rebate does not apply to the Lifetime Health Cover loading applied to people who start cover after age 30.

TIPS

2 3If you are eligible for the 

private health insurance 

rebate, the effective cost 

of cover of private health 

insurance may increase for 

you and your family. 

Having private health insurance 

gives you peace of mind that when 

you need it you are covered for the 

best available medical treatment. 

Furthermore, if your income exceeds 

certain thresholds, by holding 

appropriate private hospital cover, you 

may also avoid paying the Medicare 

levy surcharge (MLS).

Private health insurance rebate

The private health insurance rebate was introduced as an incentive to take out 

private health insurance. It is calculated using percentage factors based on your 

income and age and is recalculated each year based on growth in the Consumer 

Price Index (CPI) and the industry-weighted average premium increase.

On 1 April 2016, the percentage factors decreased which increased the net cost of 

private health insurance to everyone eligible for the rebate.

Before cancelling your insurance, 

you should weigh up the benefits 

provided by private health insurance 

to you and your family and compare 

it to the impact of the MLS if your 

income exceeds the thresholds. In 

some cases, the premiums may be 

cheaper than the extra MLS, however, 

even if the premiums are higher, 

the value of having private health 

insurance may outweigh any savings.

You should shop around 

and compare prices and 

deals to ensure you are 

paying for the cover you 

need. Take advantage of 

new packages or changes 

in pricing.
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