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higher balances but who are time poor
or have a chequered employment
history or possess little knowledge of
investments or the requirements of
running a fund may be totally unsuited
to an SMSF.

Time to spend on administering
an SMSF
The time required to ‘manage’ and
administer an SMSF will often depend
on what type of investor the client is and
how active they are when managing
their SMSF investment portfolio. Having
said that, 38% of respondents in the
ASIC survey said running an SMSF was
more time consuming than they
expected.
All SMSF trustees will need to undertake
some level of regular investment
research on their investment options.
Hand in hand with this is the ongoing
monitoring of the investment strategy
and the performance of current and
future investments. This may include the
need to organise annual valuations of
assets such as direct property
investments.
Trustees also need to be mindful of the
need to meet their regular reporting
obligations, ensure the fund remains
compliant and keep abreast of changes
in regulation or superannuation laws that
may affect trustee responsibilities.

Trustees need to appreciate that they
remain responsible, and will be held
accountable, for the compliance of their
SMSF at all times.

Lifespan Clients

33% of members did not know that their
SMSF was legally required to have an
investment strategy. Even fewer than
that are aware that the super laws say
the SMSF trustee must consider
the insurance needs of all SMSF
members when drafting the fund’s
investment
strategy. Insurance is
certainly an area where trustees
should talk with their adviser to
ensure
they
meet
their
legal
requirements.

Dealing with the complexity of
running an SMSF
The main arguments against SMSFs
relate to the complexity of running the
fund, in meeting compliance obligations.
Trustees can certainly outsource many
aspects of running a fund but need to
appreciate that they are obligated to
ensure the investments selected for the
fund remain appropriate. The ASIC
survey revealed that 6% of SMSF
members
had
not
made
any
investments since setting up their
SMSFs, with the most common reason
being that they had not yet found the
right property to buy.

Clients should also be made aware that
they are legally responsible for their
SMSF, not their ﬁnancial adviser,
accountant or lawyer. Potential trustees
should be prepared to answer a few
simple questions honestly during their
initial interview to quickly determine
whether they currently have the requisite
ﬁnancial literacy to carry out the legal
responsibilities of an SMSF trustee.
Just as important, is acknowledging
when trustees may no longer have the
cognitive ability or necessary time and
attention
to
function
as
an
SMSF trustee. Succession planning
and/or winding up their SMSF is
a crucial undertaking
by
many
professional advisers.

Understanding of SMSF
concepts and legal
responsibilities as a trustee
SMSF trustees are required to have a
sufﬁcient level of ﬁnancial literacy to
make investment decisions that are
consistent with their fund’s investment
strategy or alternatively choose to work
closely with their ﬁnancial adviser to
ensure that this area receives adequate
regular attention.

The ATO can conduct a random audit of
an SMSF at any time. The penalties for
non-compliance are high and receiving a
notice of non-compliance from the
ATO usually has devastating tax
consequences.

ASIC’s 2017 advice review revealed that

Investment Markets
Global Economies—Trade
tensions still running high
Trade tensions continued to have an
impact across the June quarter, driving
weakness in the Chinese and emerging
market economies. The US has already
initiated tariffs on Chinese goods and
has threatened to do so on more than
USD $500 billion of Chinese exports.
China has responded in kind but so far
US equity markets have not been
impacted. The other major issue in
China was slowing credit growth as the
authorities
attempted
to reduce
leverage in the system by taking control
of the ‘shadow banking’ system.
Tighter credit conditions are probably
the biggest factor in the pullback in
Chinese equities in 2018.

The latest Chinese economic release
for July showed retail sales, industrial
production and ﬁxed asset investment
all missing expectations. The current
data points to a (not unexpected)
gradual slowdown in Chinese growth.
One positive is China has restricted
credit by attempting to bring the
shadow banking system under its
control, beginning to ease by cutting
the Reserve Requirement Ratio (RRR).
This allows the banks to increase their
lending. Another positive factor is that
while global inﬂation is higher than a
couple of years ago, it has not shown
any acceleration.
Globally, inﬂation and bond yields have

been lower than was expected a year
ago. This would imply that the
economic cycle seems to be longer
than was feared last year and there is
less scope for central banks to hike
rates. Based on this, it is too early to go
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too defensive as there is potentially a
large opportunity in cost cutting risk
positions and waiting out the current
business cycle.
The strength of the US dollar has been
another major theme, with countries
holding signiﬁcant foreign debt, such as
Turkey, suffering a big fall in their
currency.

US Economy
The US equity market has been driven
by one of the best earnings seasons on
record and a very strong economy.
Retail sales were up 6.6% year-on-year
in June which was the fastest pace
since 2012. The US economy
expanded at an annualised rate of 4.1%
in the second quarter of 2018, the
highest growth rate since 2014. The
one knock-on effect is that net trade
(export - imports) contributed to more
than 1% of this expansion, a number
not likely to be repeated going forward.
The US unemployment rate remains
very low at 3.9%, while inﬂation has
been gradually returning to normal
levels (unlike Europe).
The US Federal Reserve (Fed) raised
the cash rate to between 1.75% and
2.0%, the seventh rise since the GFC.
The US 10-year government bond yield
traded at over 3.1% earlier this year but
has now settled back to the 2.8% level.

Australian Economy
The Reserve Bank of Australia (RBA) left
the cash rate unchanged at 1.50% in
August, the same level it has been at
since August 2016. The Australian
dollar has been weakening against the
US dollar, possibly because our interest
rates are now below those in the US.
Over the three months to the end of
July, the Australian dollar fell by 1.5%
against the US dollar, and down a total
of 6.9% over the previous 12 months.
Australia's
seasonally
adjusted
unemployment rate fell to 5.3% in July,
from 5.4% in June. This was the lowest
jobless rate since November 2012.
Retail sales were a bright spot, rising
0.4% month-on-month in June. Inﬂation
rose by 2.1% year-on-year in the
second quarter.
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Global Equities—Emerging
markets take a hit
Global equity markets have mostly
ground their way higher in 2018, with
some notable exceptions. Germany
and China (Shanghai) are down over
5% and 19% respectively (as at 17
August in local currency terms). With
China underperforming, it should not
surprise that emerging market equities
were down more than 4% for the same
period.
As mentioned, the US is having one of
its best earnings seasons for decades.
Almost 90% of S&P 500 companies
beat earnings expectations for the
second quarter with 12-month earnings
per share growth (eps) at more than
27%. One potential issue with the US
market is that performance this year
has
been
somewhat
narrow,
concentrated in technology and growth
stocks.
Another feature of 2018 has been the
dismal performance of emerging
markets (chart 1). One issue the
markets are grappling with is the future
of the mega technology companies in
China. These companies were given
free rein to grow and even had major
US competitors excluded from the local
Chinese market. However, some stocks
have had major falls concerns grow
about increasing regulation and even
competition
from
the
Chinese
Government. We need to watch these
companies closely since technology
stocks in China were a big part of the
emerging market rally in 2017.
Developed market global shares
underperformed domestic shares with a
return of 4.2% for the period (MSCI AC
World NR). This was despite the boost
they received from a falling Australian
dollar. Emerging market equities were
the big underperformer with that index
returning -3.9% which has led to better
valuation (going forward).

Australian Equities
Australian large cap equities (ASX 200)
were good performers across the three
months to the end of July, returning
5.8% for the period. However, unlike
recent quarters, resources stocks only
slightly
outperformed
industrials.
Australian small cap equities returned
3.7% for the same period.

Chart 1: Regional Equity Market
Performance for 2nd Quarter 2018 (in USD)

Source: T. Rowe Price analysis using data from FactSet
Research Systems Inc. June 2018

Australian listed property had a very
good quarter with a return of 6.3%. The
Australian ﬁxed interest benchmark also
did well with a return of 1.33%, while
cash returned 0.52% for the same
period.
Australia has been a standout
performer in both equities and ﬁxed
interest over the past 12 months. The
major driver for equities has been
resources stocks, which returned
34.15% for year to 31 July while
industrials returned 10.65%. However,
the rally in the Australian market has
resulted in valuations moving up.
With the ASX 200 currently trading at
6,340, this implies an estimated PE of
around 16.0x. This compares to the US
market (S&P500 at 2,850) which is on a
PE of 16.5x. The EPS growth estimate
for the US is also higher at 10.0%.
Generally, the US equity market trades
at a higher relative valuation versus the
Australian market than is the case right
now. This is due partly to the higher
weighting of lower PE cyclical sectors
such as banks and resources in our
market. In Australia, ﬁnancials, materials
and energy accounted for 57.3% of the
ASX 200 while in the US they represent
only 22.9%. Also, higher PE sectors
such as technology represent 25.6% of
S&P500 but only 2.28% of the ASX
200. The Australian market appears to
be relatively fully valued compared to
the US and a lot now rides on the
current Australian reporting season.
One explanation is that US earnings are
being overly discounted since the US is
considered to be late cycle and
earnings growth is expected to slow at
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some stage. The US Fed has signalled
two further hikes to come this year,
followed by three more in 2019. PEs
have come back in the US from 19x in
January to the current mid 16x.
However, despite this, US market is
only around 30 points from a record
high due to strong earnings growth.
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Chart 2: Investment Returns to 31 July 2018 (% p.a.)

Asset Class
Australian Shares

1 month
1.39

3 months
5.84

Global Shares

2.38

4.16

Listed Property
Fixed Interest

0.96
0.16

6.35
1.33

Source: Mercer

1 Year
14.59

3 Years
7.98

5 Years
9.17

19.17

8.50

13.22

14.21
2.99

8.03
3.02

12.4
4.24

Real Estate Values continue to Fall
Recent homebuyers may be facing
declining or even negative equity as
home prices continue to fall. The latest
CoreLogic data* has revealed that
national home prices dropped by a
further 0.3 of a percentage point in
August, with prices falling by 1.1 per
cent over the past quarter and 2.0 per
cent year-on-year.
Combined capital city dwelling values
also declined, dropping by 0.4 of a
percentage point in August, 1.2 per
cent over the quarter and 2.9 per cent
year-on-year.
Melbourne and Perth reported the
sharpest price declines -0.6%, followed
by Sydney -0.3%, Brisbane 0.2% and
Hobart -0.1%.
While overall values have experienced a
slight decline the trend is not consistent
across all major centres with home
prices increasing in Canberra 0.5%,
Adelaide 0.3% and Darwin 0.1%.
The news is not all negative with the
upcoming spring housing market
possibly boding well for ﬁrst home
buyers amid a cooling housing market
with continued cooling prices in some
areas resulting in the market changing
from a sellers’ to a buyers’ market,
dampening volumes and prices in some
regions.

First home buyers seeking to enter the
market should be able to take
advantage of the break in rapidly
increasing home prices to seek out
affordable entry points in a variety of
regions although caution should be
applied to ensure the buying decision is
measured against current negative
trends as reduced, and even negative
equity
may
occur
through
a
combination of continued downward
trends and a lack of decent research
undertaken
when
exploring
opportunities in the current market.
Investor interest is also expected to
continue to decline as a result of the
cooling market and APRA’s investorfocused lending restrictions taking
effect.
Separate ﬁgures from the Housing
Industry Association (HIA) showed that
ﬁrst home buyers’ share of owner
occupier housing loans has reached its
highest point since late 2012, as they
accounted for nearly a ﬁfth (18.1%) of
owner occupier home loans in June.
It is anticipated that access to credit will
continue to remain tight, constraining
overall volumes of lending by
borrowers.
*Source: CoreLogic’s latest Hedonic Home
Value Index
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