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Introduction  
On the evening of May 9, the eyes of 
the financial planning industry turned 
to Canberra as Treasurer Scott 
Morrison delivered his second Federal 
Budget. While it did not include the 
jaw-dropping changes of his first 
Budget, there was still plenty to 
interest financial planners and their 
clients. 

Superannuation 
First Home Super Saver 
Scheme 

Effective date – July 1, 2017 

One of the more significant 
opportunities for clients was the 
announcement of the First Home 
Super Saver Scheme (FHSSS). Under 
this scheme, from July 1, 2017, first-
home buyers will be able to make 
voluntary contributions to super and 
withdraw them, along with associated 
earnings, to purchase their first home. 

Contributions 

Existing contribution caps will apply. 
In 2017/18, the concessional cap is 
$25,000 and the non-concessional 
cap is $100,000. That said, 
contributions able to be withdrawn 
under this scheme will be limited to 
$15,000 per year up to a maximum 
$30,000. The withdrawal amount will 
be less any contributions tax payable  

 

on concessional contributions. 

Members of a couple could both use 
this scheme to purchase their first 
home, effectively doubling the 
amount available. 

Superannuation Guarantee (SG) 
contributions will not be able to be 
withdrawn under this scheme. Salary 
sacrifice can be used to meet an 
employer’s SG obligations. Exactly 
how this will be viewed is not yet 
clear. 

Downsizing and contributing to 
super 

Effective date – July 1, 2018 

From July 1, 2018, the government 
has proposed that clients aged 65 
and older will be able to contribute 
proceeds from the sale of their home 
to super. 

A client could make a non-
concessional contribution of up to 
$300,000 regardless of their age, 
work status or total superannuation 
balance. The home must be their 
principal place of residence and it 
must be held for at least 10 years. 

Members of a couple could 
contribute up to $300,000 each from 
the sale of the same home, potentially 
making this a $600,000 opportunity. 

Taxation 
Medicare Levy 

Effective date – July 1, 2019 

The Medicare levy is proposed to 
increase from 2 to 2.5 per cent from 
July 1, 2019. This will also increase 
taxes that use the top margin tax rate 
plus Medicare levy, such as the 
Fringe Benefits Tax. 

 

Marginal tax rates—end of the 
Temporary Budget Repair Levy 

Effective date – July 1, 2017 

The temporary budget repair levy of 2 
per cent on the highest marginal tax 
rate (MTR) is due to end on June 30, 
2017. There was no announcement in 
the budget indicating this measure 
would be extended so it seems it will 
be discontinued. 
 

since banks are largely cost-plus 
institutions.  

The tax means that the banks are 
now likely to trade at a discount to 
their recent PEs and  the sovereign 
risk of investing in Australian equities 
has increased. The upside is that 
politicians get to keep negative 
gearing on their investment 
properties. We believe abolishing 
negative gearing on housing would 
have raised a similar amount and 
would lead to better economic 
outcomes.      

We expect the US Federal Reserve 
to increase rates by 0.25% for the 
2nd time this year at their June 13-14 
meeting. Up until very recently 
markets had expected 3 rate rises 
this year but seem to have pulled 
back from that recently. However 
with the US at close to full 
employment we expect a number of 
rate rises over the next year or two. 
This has implications for the 
Australian dollar since the level is 
strongly influenced by the interest 
rate differential between here and the 
US (and the level of commodities 
prices). With the Australian cash rate 
stuck at 1.5% we are only two US 
rate rises away from having the same 
short term interest rates. With our 
yield advantage disappearing it will be 
left to commodities prices to set the 
direction of the Australian dollar.  

Recently there has been talk about a 
tightening in China. We believe that 
China is trying to reduce leverage in 
the system rather than slow that 
economy down. It seems that a fair 
percentage of money from banks has 
found its way into highly geared 

“Wealth Management Products.” and 
the authorities are trying to manage 
the situation.  

Equity markets are not cheap right 
now and have factored in a lot of 
good news. We believe markets have 
anticipated some of the benefits of a 
US tax cut. Currently the one year 
forward PE for the S&P 500 stands at 
17.6x earnings estimates (S&P 500 at 
2,429).  

While first quarter earnings were very 
good, at some stage the Trump 
administration needs to deliver on its 
agenda. We believe that time is 
running out and we will soon enter 
the ’show me’ stage. The first issue is 
that 2018 is an election year and very 
little tends to happen in those years, it 
needs to happen this year! The 
second issue is that healthcare and 
tax reform are issues that will have a 
lot of winners and losers. We know 
that the Democrats will vote against 

any Bill so they have to pass solely on 
Republican votes. In order to pass 
any legislation, a number of 
Republicans in marginal electorates 
would need to make a sacrificial vote. 
I will leave it to you the reader to 
weigh the likely outcome of self-
interest versus the greater good. 
Chart 1 shows the change in the US 
Corporate tax rate over time and the 
Trump aspirational target of 15%.     

Given the current rally in bonds we 
would remain underweight fixed 
interest. If the rally continues we 
would actually look to reduce our 
weightings further. We feel that 
volatility in shares has been too low 
lately and we would expect it to pick 
up from here which should provide 
opportunities. We would maintain our 
overweight to Global equities on 
uncertain support for the Australian 
dollar and also for diversification 
purposes. 
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Recent Events 
Equity markets and bond markets 
have been diverging lately. Most US 
equities indices are close to record 
highs while most Global equities 
markets are well up in 2017. Global 
equities have returned around 10% in 
the year to date (2nd of June). 
Emerging markets have been even 
stronger with a return of around 14%. 
Both these returns are in local 
currency and are reduced a little by 
an Australian dollar that is higher than 
the 72.0 US cents level it finished at 
in 2016. Australian equities have been 
one of the worst performers with a 
return of about 4% while Australian 
small caps returned just 0.4% .  

While equities have been great 
performers recently, bond yields have 
also continued to move lower in most 
countries. Of the major economies, 
only the extremely low interest rate 
countries, namely Germany and 
Japan have had fractional rises in 
their 10 year bond yields in 2017. The 
Australian fixed interest benchmark 
has returned just 2.6% for the year 
ending 30 April but 1.3% of that was 
in the month of April as bond yields 
fell. 

While the Australian dollar is trading 
up in 2017, it is well down from the 
recent peak of almost 78 cents. This 
can be partly explained by 
commodities prices which have 
generally moved lower over the 
period. Iron ore for example is trading 
at $56/tonne, down 29% this year. 
Another market moving event was 
the big Australian banks being singled 
out for extra taxation by the federal  

government. This was supposedly to 
help narrow the budget deficit. 

Economy 
The global economy is doing quite 
well and appears to be strengthening. 
The International Monetary Fund (IMF) 
has revised its 2017 growth forecast 
up from 3.4% to 3.5%. The global 
economy is experiencing the 
strongest and most synchronised 
growth since 2010.  

Two of the softer economies in terms 
of GDP growth are Australia and the 
US. Australian GDP grew by 0.3% in 
the 3 months to March which met 
expectations. Australia now holds the 
record for the longest run of 
uninterrupted growth in the 
developed world. It has now been 
nearly 26 years, or 103 quarters since 
Australia had a technical recession. 
However it was the slowest growth 
rate since 2009, with year on year 
growth of just 1.7%.  

The U.S. economy grew at its slowest 
pace in 3 years in the first quarter. US 
GDP increased at a 0.7% annual rate. 
This was below estimates of 1.2% 
and below the 2.1% pace in the 
fourth quarter of 2016. It should be 
noted that US growth has bottomed 
in the first quarter of the calendar year 
in recent years.   

Markets and Outlook 
The major issue for markets is that 
the equity and fixed interest markets 
are sending out different signals on 
the outlook for the global economy 
and growth. Falling bond yields mean 
higher returns for fixed interest but 
are obviously at odds with the 
optimism displayed by equity 
markets. The US 10 year treasury 
yield at 2.16% is now lower than 
when Trump was elected and is 
down 0.29% over the year to date. 
The US dollar index is also below the 
level it was when Trump was elected. 
One bright spot is emerging market 
equities which have benefited from 
this US dollar weakness 

In Australia it is déjà vu again with the 
most defensive equity sectors 
showing the strongest gains in 2017. 
The outperformance of the defensive 
and higher yielding sectors is not an 
endorsement of the earnings outlook 
for the equity market.  

The biggest impact on Australian 
equities lately has been from the bank 
levy. This seems to be a tax designed 
to inflict maximum damage on the 
ASX 200 given that the large banks 
are around 30% of the market. The 
tax (sorry levy) is estimated to reduce 
bank profits by 3% to 5%. Given the 
banks trade on a PE of 12x to 14x 
earnings, the loss of market 
capitalisation should be equal to 12 
to 14 times the tax. Of course it will 
likely be more than this as the debate 
will now shift to how much this, or the 
next government will raise it. Longer 
term we expect the banks to pass a 
lot of this tax on to the economy 

This change will affect several tax 
measures that refer to the top MTR, 
including: 

• resident tax rates; 

• non-resident rates; 

• rates applied to minors for unearned 
income; 

• Fringe Benefits Tax (FBT) rates; 

Excess non-concessional  

contribution tax; and 

• Tax on lump sums from an untaxed 
super source. 

Higher Education Loan 
Program 
Effective date – July 1, 2018 

From July 1, 2018, the government 
proposes to lower the income 
threshold at which HELP debts must 
begin to be repaid. The 2017/18 
threshold below which no 
repayments are compulsory is 
$55,874. The 2018/19 threshold is 
proposed to be $42,000. The rate at 
which repayments must be made will 
increase with income from 4 per cent 
up a maximum of 10 per cent of 
income for those earning more than 
$119,881. 

Changes were also announced 
regarding the way in which income 
thresholds applicable to repayment 
rates are indexed. Currently these 
thresholds are indexed in line with 
Average Weekly Earnings (AWE). It’s 
proposed they be indexed in line with 
the Consumer Price Index (CPI) from 
July 1, 2019. 

 

Social Security and 
Family Benefits 
Electricity payment for 
pensioners 

Effective date – July 20, 2017 

Recipients of the Age Pension, 
Disability Support Pension, Single 
Parenting Payment and several DVA 
payments are proposed to receive a 
one-off payment to assist with the 
rising cost of electricity. The payment 
will be $75 for single recipients and 
$125 for couples (combined). It will 
be made to those in receipt of an 
eligible payment on June 20, 2017, 
who are residents in Australia. 

Residency requirements for 
pensions 

Effective date – July 1, 2018 

From July 1, 2018, claimants of the 
Age Pension and Disability Support 
Pension (DSP) will be required to 
meet one of the following 
requirements: 

• Have 15 years of continuous 
residence in Australia. 

• Have 10 years of continuous 
residence in Australia, with five years 
of this period being during their 
working life. Working life extends from 
16 to Age Pension age. 

• Have 10 years of continuous 
residence in Australia without having 
received an activity tested income 

support payment for a total of five 
years. 

• Have become disabled in Australia 
(DSP only). 

Clients who have been a foreign 
resident for extended periods will 
need to consider these revised 
requirements. 

JobSeeker and payment 
consolidation 

Newstart Allowance and Sickness 
Allowance are proposed to be 
combined into one benefit, the 
JobSeeker Payment, from March 20, 
2020. This payment will be set at the 
same level as the current Newstart 
Allowance. 

A number of payments are proposed 
be phased out. These include: 

• Widow Allowance – this would be 
closed to new recipients from 
January 1, 2018, and all recipients will 
have transitioned to the Age Pension 
by January 1, 2022. 

• Partner Allowance – this will cease 
on January 1, 2022, when all 
recipients have transitioned to the 
Age Pension. 

• Widow B Pension – this would 
cease on January 1, 2020. All 
recipients would be transitioned to 
the Age Pension with no reduction in 
payment rate. 

• Wife Pension - this would cease on 
January 1, 2020. All recipients would 
be transitioned to the Age Pension or 
Carer Payment with no reduction in 
payment rate. 

Pensioner concessional card 

The pensioner concession card will 
be reinstated for those who lost their 
pension as a result of the assets test 
changes that came into effect from 
January 1, 2017 

Source: The Treasury  

 

For further information on how 
these changes may affect you, 
please contact your adviser. 

Investment Markets 

Investment Returns to 30 April 2017 (% p.a.) 

Source: Mercer      

Asset Class 1 month 3 months 1 Year 3 Years 5 Years 

Australian Shares 1.03 6.74 17.77 7.27 11.01 

Global Shares 3.30 7.28 17.49 13.08 16.41 

Listed Property 2.61 7.53 5.82 15.54 16.24 

Fixed Interest 0.75 1.37 2.59 4.92 4.87 
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tax reform are issues that will have a 
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that the Democrats will vote against 

any Bill so they have to pass solely on 
Republican votes. In order to pass 
any legislation, a number of 
Republicans in marginal electorates 
would need to make a sacrificial vote. 
I will leave it to you the reader to 
weigh the likely outcome of self-
interest versus the greater good. 
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Introduction  
On the evening of May 9, the eyes of 
the financial planning industry turned 
to Canberra as Treasurer Scott 
Morrison delivered his second Federal 
Budget. While it did not include the 
jaw-dropping changes of his first 
Budget, there was still plenty to 
interest financial planners and their 
clients. 

Superannuation 
First Home Super Saver 
Scheme 

Effective date – July 1, 2017 

One of the more significant 
opportunities for clients was the 
announcement of the First Home 
Super Saver Scheme (FHSSS). Under 
this scheme, from July 1, 2017, first-
home buyers will be able to make 
voluntary contributions to super and 
withdraw them, along with associated 
earnings, to purchase their first home. 

Contributions 

Existing contribution caps will apply. 
In 2017/18, the concessional cap is 
$25,000 and the non-concessional 
cap is $100,000. That said, 
contributions able to be withdrawn 
under this scheme will be limited to 
$15,000 per year up to a maximum 
$30,000. The withdrawal amount will 
be less any contributions tax payable  

 

on concessional contributions. 

Members of a couple could both use 
this scheme to purchase their first 
home, effectively doubling the 
amount available. 

Superannuation Guarantee (SG) 
contributions will not be able to be 
withdrawn under this scheme. Salary 
sacrifice can be used to meet an 
employer’s SG obligations. Exactly 
how this will be viewed is not yet 
clear. 

Downsizing and contributing to 
super 

Effective date – July 1, 2018 

From July 1, 2018, the government 
has proposed that clients aged 65 
and older will be able to contribute 
proceeds from the sale of their home 
to super. 

A client could make a non-
concessional contribution of up to 
$300,000 regardless of their age, 
work status or total superannuation 
balance. The home must be their 
principal place of residence and it 
must be held for at least 10 years. 

Members of a couple could 
contribute up to $300,000 each from 
the sale of the same home, potentially 
making this a $600,000 opportunity. 

Taxation 
Medicare Levy 

Effective date – July 1, 2019 

The Medicare levy is proposed to 
increase from 2 to 2.5 per cent from 
July 1, 2019. This will also increase 
taxes that use the top margin tax rate 
plus Medicare levy, such as the 
Fringe Benefits Tax. 

 

Marginal tax rates—end of the 
Temporary Budget Repair Levy 

Effective date – July 1, 2017 

The temporary budget repair levy of 2 
per cent on the highest marginal tax 
rate (MTR) is due to end on June 30, 
2017. There was no announcement in 
the budget indicating this measure 
would be extended so it seems it will 
be discontinued. 
 

since banks are largely cost-plus 
institutions.  

The tax means that the banks are 
now likely to trade at a discount to 
their recent PEs and  the sovereign 
risk of investing in Australian equities 
has increased. The upside is that 
politicians get to keep negative 
gearing on their investment 
properties. We believe abolishing 
negative gearing on housing would 
have raised a similar amount and 
would lead to better economic 
outcomes.      

We expect the US Federal Reserve 
to increase rates by 0.25% for the 
2nd time this year at their June 13-14 
meeting. Up until very recently 
markets had expected 3 rate rises 
this year but seem to have pulled 
back from that recently. However 
with the US at close to full 
employment we expect a number of 
rate rises over the next year or two. 
This has implications for the 
Australian dollar since the level is 
strongly influenced by the interest 
rate differential between here and the 
US (and the level of commodities 
prices). With the Australian cash rate 
stuck at 1.5% we are only two US 
rate rises away from having the same 
short term interest rates. With our 
yield advantage disappearing it will be 
left to commodities prices to set the 
direction of the Australian dollar.  

Recently there has been talk about a 
tightening in China. We believe that 
China is trying to reduce leverage in 
the system rather than slow that 
economy down. It seems that a fair 
percentage of money from banks has 
found its way into highly geared 

“Wealth Management Products.” and 
the authorities are trying to manage 
the situation.  

Equity markets are not cheap right 
now and have factored in a lot of 
good news. We believe markets have 
anticipated some of the benefits of a 
US tax cut. Currently the one year 
forward PE for the S&P 500 stands at 
17.6x earnings estimates (S&P 500 at 
2,429).  

While first quarter earnings were very 
good, at some stage the Trump 
administration needs to deliver on its 
agenda. We believe that time is 
running out and we will soon enter 
the ’show me’ stage. The first issue is 
that 2018 is an election year and very 
little tends to happen in those years, it 
needs to happen this year! The 
second issue is that healthcare and 
tax reform are issues that will have a 
lot of winners and losers. We know 
that the Democrats will vote against 

any Bill so they have to pass solely on 
Republican votes. In order to pass 
any legislation, a number of 
Republicans in marginal electorates 
would need to make a sacrificial vote. 
I will leave it to you the reader to 
weigh the likely outcome of self-
interest versus the greater good. 
Chart 1 shows the change in the US 
Corporate tax rate over time and the 
Trump aspirational target of 15%.     

Given the current rally in bonds we 
would remain underweight fixed 
interest. If the rally continues we 
would actually look to reduce our 
weightings further. We feel that 
volatility in shares has been too low 
lately and we would expect it to pick 
up from here which should provide 
opportunities. We would maintain our 
overweight to Global equities on 
uncertain support for the Australian 
dollar and also for diversification 
purposes. 
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