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Over the past three years, there 
have been few better places for an 
investor than the Australian equity 
market. Buoyant economic growth 
and booming commodity prices 
have provided an environment 
ripe for corporate profit growth 
and this has been passed onto 
shareholders in spades. In the three 
years to October 2006, the ride has 
also been very smooth with only 
eight out of the past 36 months 
resulting in negative returns.

Although still producing solid returns, overseas 

sharemarkets have not produced the same level 

of returns as the Australian market, with the 

average international share portfolio generating 

a total growth of 43% for the investors over 

past 3 years. In addition, international shares 

may have caused investors slightly more angst 

over this period with monthly returns being 

negative on 12 occasions over this period. 

Over the longer-term though, history suggests that 

pre-tax international and Australian sharemarket 

returns should not be too different. However, 

there is little evidence to suggest that the gap in 

returns will narrow in the current cycle. In the 

2006 calendar year, the Australian sharemarket 

has added 17% to investor returns, whilst 

international markets are 9% higher on average.

Economic fundamentals, though, do suggest 

that the position of overseas markets should 

improve relative to Australia. After lagging for 

some time, economic growth in most major 

world economies is now above that of Australia. 

Further, this superior economic growth is being 

achieved with inflation rates that are below 

the current rates prevailing in Australia.

As recent experience in Australia has verified, 

sharemarkets respond well to periods of strong 

economic growth and low inflation. Achieving 

economic growth without too much inflation 

ensures central banks are not forced to raise 

interest rates to a level that would curtail 

additional economic growth. The maintenance 

of low inflation and low interest rates also keeps 

share markets and dividend yields attractive to 

investors relative to interest bearing investments. 

Therefore, if economic fundamentals are 

anything to go by, the environment is currently 

more favourable for international rather than 

domestic based corporations. This could be 

translated into a superior overseas sharemarket 

performance – which would be long overdue.

From the Desk 
David Murray, Financial Planner - Melbourne
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Expect increasing action to 
reduce green house gases

Much of the debate about global warming 
makes it sound hopeless. Some see it as 
unstoppable and others fret that action to 
redress the problem will lead to economic ruin. 

Most scientists would say it’s not too late and 
the history of environmental change suggests 
it’s not hopeless. More specifically, various 
studies indicate that a phased process of 
reducing carbon emissions won’t lead to 
major economic problems. 

The worldwide response to global warming 
was the Kyoto protocol, which set targets for 
greenhouse gas emissions relative to 1990 
levels. Australia and the US have not ratified 
Kyoto and so their regulatory response has 
been patchy. It’s only a matter of time before 
firmer action is taken by both countries, 
probably in the form of national emissions 
targets and carbon trading arrangements. 
The public will demand action as climate 
change becomes increasingly evident and so 
too will business.

It matters for investors

There are several reasons why climate 
change cannot be ignored by investors.  
Let’s look at the risks.

Firstly, companies will face climate change 
risk from several sources. This includes: the 
actual physical impact from changes in the 
weather and sea level; the impact on the 
competitiveness of companies that fail to 
respond adequately to climate change risks; 
market related risks may come if climate 
change influences customers’ decisions when 
buying goods; and regulatory risk is likely to 
intensify, having the greatest direct impact on 
industries such as electricity utilities that emit 
carbon in a big way. 

These considerations have the potential to 
have a significant impact on the riskiness, 
profitability and growth potential of 
companies.

Secondly, climate change has the significant 
potential to impact property related 
investments, particularly in low-lying areas. 
A rise in the sea level of several centimeters 

over the next few decades may not seem 
much, but it would have a huge impact 
on beach suburbs and places like Surfers 
Paradise and Cairns during a severe storm. 

Thirdly, climate change could significantly 
affect the economic growth that partly drives 
investment returns – but this is a very long-
term impact and probably not big enough to 
get too concerned about at present. It’s worth 
keeping an eye on, though. 

Climate change also creates opportunities 
for investors. These include: investment in 
companies developing or producing cleaner 
energy; investing in carbon abatement (eg 
forests to absorb carbon) or carbon capture 
projects which can generate carbon credits 
for sale in carbon markets; and investment  
in companies that have attained a competitive 
edge by combating climate change risks  
they face. 

Climate change, driven by greenhouse gas 
emissions, is a major problem that will have a 
significant impact on the way we live. Its far-
reaching implications mean that it cannot be 
ignored by investors.

Global Warming Can’t Be Ignored By Investors
Shane Oliver – Head of Investment Strategy and Chief Economist, AMP Capital Investors

When I was at university in the late 1970s early 1980s there was speculation that carbon 

emissions would lead to a “greenhouse effect”, whereby heat from the sun would be trapped in the 

atmosphere causing an increase in the world’s temperature. The greenhouse effect and resultant 

climate change are now generally accepted by most scientists. Global warming and climate change 

has major implications for all of us, not just in terms of our lifestyle but also for our investments.



Q. It appears I may now be eligible for the 
Centrelink Age Pension from 20 September 
2007 as a result of the changes to the 
Assets Test. Is there anything else I can do 
to maximize my Centrelink entitlement?

A. From 20 September, the assets test taper 
rate will halve which means that a couple who 
own their own home can have assessable 
assets of $818,000 and still qualify for some 
Age Pension. In the past, assessable assets in 
excess of $523,500 resulted in no entitlement 
at all. Obviously these numbers change if 
you’re are a non-home owner or not a member 
of a couple but the same principles apply.

Leading up to September 20, you still have 
the opportunity to invest funds into a term 
allocated pension or a complying annuity that 
offer a 50% assets test exemption.  This can 
be useful for people who have assets currently 
within the $818,000 limit and who want to 
increase their entitlement or alternatively 
for people who are over the limit and want 
to reduce their asset base to get some Age 
Pension and access to the appropriate 
concession cards.

Don’t forget that Centrelink also apply an 
income test to determine your eligibility. As 
always, speak with your financial planner to 
determine your eligibility leading up to 20 
September.

Q. I understand my current superannuation 
components i.e. pre/post June 83, undeduc-
ted contributions etc will no longer exist post 
1 July 07. What will they be replaced with?

A. Currently there are 8 different components 
that your superannuation benefit can be 
broken up into. As a part of the government’s 
simplification program, this will be reduced to 
2, exempt and non-exempt.

For example, Pre 83 and undeducted 
contributions will form part of the new exempt 
component. There are significant tax benefits 
associated with the exempt component in 

particular when this amount can be paid tax 
free (16.5% otherwise) to a non-dependant 
beneficiary like an adult child.

Individuals with either Pre 83 service or 
undeducted contributions should consider 
various strategies available to maximise their 
exempt components leading up to 30 June. 
In addition individuals with eligible service 
dates prior to 1983 who have a number 
of different superannuation funds should 
consider consolidating all of their funds into 
the one vehicle. This is a one off opportunity 
and should not be missed.

Q. I retired from the public service a few 
years ago and are currently being paid 
a lifetime pension from my government 
superannuation fund. How is my pension 
affected by the recent super changes?

A. Your pension will continue to be paid in 
accordance with its current status. What 
will change will be, that you will have an 
entitlement to a 10% pension rebate from 
your 60th birthday, assuming your pension 
is being paid from an untaxed source. For 
example, say your annual pension is $25,000. 
A 10% pension rebate will be worth $2,500 
which is used to offset your tax bill. This is 
a significant tax saving which is in line with 
the government’s intention to reduce as much 
tax as possible on superannuation benefits for 
those aged 60 plus.

Q. Upon my recent retirement my financial 
planner commenced two allocated pensions 
for me as I was in excess of my lump sum 
RBL. Will this structure change in light of 
the recent changes to super legislation?

A. The structure you have outlined was a 
common strategy used to deal with individuals 
with benefits in excess of their lump sum RBL. 
The removal of RBL’s will mean that these 
types of structures will need to be reviewed. 
A likely solution will be to consolidate your  
allocated pensions into one.

Questions and Answers
Ivan Rados, Financial Planner - Melbourne

The speakers were Jonathan Pain & Dr Jerome 
Lander. Jonathan Pain, Chief Investment 
Strategist, HFA Asset Management and gave a 
presentation on the Global Investment Outlook 
for 2007 and beyond.  
He gave a professional and entertaining 
presentation titled “Is It Different This Time?” 

Dr Jerome Lander, Head of Research, van  
Eyk gave an interesting insight into the life of  
a researcher and their latest research.

The evening was very well attended and the 
feedback was excellent, with all commenting  
on the quality of the speakers and the private 
viewing of the Archibald Exhibition.

On 26th March 2007, FMD 

Financial (Sydney) held their 

Annual Client Briefing Session at 

the Art Gallery of NSW.
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FMD Financial Pty. Ltd. ABN 69 095 971 770 is a Corporate Authorised Representative of Hillross Financial Services Limited ABN 77 003 323 055 AFS Licence No. 232705. This 
document has been published by FMD Financial Pty. Ltd. ABN 6909 5971 770. Any advice contained in this document is of a general nature only and does not constitute personal 
financial product advice. In preparing the advice no account was taken of the objectives, financial situation or needs of any particular person. Before making any investment decision, 
readers should therefore consider the appropriateness of the advice with regard to their particular objectives, financial situation and needs. Although the information contained in this 
document was obtained from sources considered to be reliable, FMD Financial does not guarantee that it is accurate or complete. Therefore readers should not rely on this information 
when making investment decisions. Past performance should not be taken as an indication of future performance. Except where liability under any statute cannot be excluded, FMD 
Financial, it’s advisers, employees and officers do not accept any liability (whether under contact, tort or otherwise) for any resulting loss or damage suffered by a reader or any other person.
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FMD In The Community

Casual Day Friday

This year, FMD donated $5,585.00 to the 
Reach Foundation, which helps young 
people realise their potential and live out 
their dreams.

Since its inception, Reach has assisted 
thousands of young people by organising a 
variety of exceptional activities, ranging from 
school programs and workshops, courses, 
camps, seminars and major events. All these 

events aim to promote group interaction 
amongst the youths, and encourage their 
creative expression.

Reach focuses on primary prevention 
thereby aiming to reduce the development  
of significant at risk behaviour. Reach 
believes that a young person’s level of self-
esteem and confidence is what determines 
their road in life.

Every week, FMD Financial and staff in Melbourne host a “Casual Day Friday” 
fundraising day, and donate the collected funds to a charity of their choice.

The Reach Foundation

152-156 Wellington St Collingwood VIC 3066

Pone 03 9412 0900  Web www.reach.org.au

Congratulations to Ivan Rados and Sue Marton on their 
engagement, who plan to wed in May this year.  

Congratulations are also in order for Carole Harper 
and Jack Harfield who announced their engagement 

earlier this year. 

Celebrations in Melbourne

We are also happy to announce a new edition  
to the FMD team and warmly welcome the 
arrival of Tehya Clare Murray, who was born on 
14 March 2007 to her proud parents, David and 
Antoinette Murray.


