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PERSONAL FINANCE

Steady as
she goes
is the call

As the economy further recovers, the
only way for interest rates is up. But
there’s no need for anyone to panic.

Noel Whittaker is a director of
Whittaker Macnaught Pty Ltd.
His advice is general in nature
and readers should seek their
own professional advice before
making any financial decisions.

Noel
Whittaker

There is evidence that the situation in Australia is much
better than had been forecast, and interest rates at
emergency levels are no longer appropriate.

THE Reserve Bank has bitten
the bullet and begun to move
interest rates upwards again
after making a judgement that
the Australian economy is in
recovery.

The rise of just 25 basis
points isn’t going to do much
harm to your budget – after
all, it is only $5 a week for
every $100,000 you owe on
your home loan – but it does
send a clear message that the
only way for rates to go from
here is up.

Such a turnaround in the
interest rate cycle is of
critical importance to both
borrowers and investors, and
the obvious question is how
far up rates are going to go
this time.

It’s a tough question, given
that 18 out of 20 leading
economists surveyed by
Bloomberg did not forecast
Tuesday’s decision, but an
understanding of how the
system works should help you
to make an informed decision
for yourself.

The ReserveBank sees
itself as theguiding hand on
the tiller of the Australian
economy and interest rates as
the throttle. Hence, it will
increase rates if it feels it
needs to slow the economy
down and decrease rates if it
believes it needsa push along.

Cast your mind back to a
year ago, when the collapse of
Lehman Brothers was
headline news and everyone
was fearing that another
Great Depression was on its
way. Confidence was at rock
bottom and the question on
everybody’s lips was ‘‘how
bad is it going to get?’’.

The wise old heads at the
Reserve Bank took this on
board and decided that
emergency measures were
the order of the day.
Consequently, rates were
lowered to all-time lows, but
with the strong caveat that
these were ‘‘emergency
measures’’.

Now, for a variety of
reasons that include the
government stimulus
package, China, and the
legacy of an economy in very
good shape from the Howard
government, there is evidence
that the situation in Australia
is much better than had been
forecast, and interest rates at
emergency levels are no
longer appropriate.

Where to from here? It is
generally accepted that a
cash rate of about 5 per cent is
neutral, so it would not be
surprising to see rates creep
up by another 1.75 per cent
over the coming year or so.

However, muchwill depend
on thesustainability of
Australia’s present recovery
and also whathappens in the
rest of theworld. Remember,
world governmentshave
already spent$US11.8 trillion
in stimulatorypackages and
the impactof this still has to
flow through.

If you are a home borrower
I hope you took my advice a
year ago and didn’t reduce
your repayments as interest
rates fell. Just keeping those
payments at their original
levels would already have
slashed $12,000 off a $300,000
mortgage and shortened the
term dramatically.

But, if your budget has been

hit because of reduced
working hours, try to maintain
home loan repayments of at
least $8 a thousand per
month. That’s $2400 a month
on a $300,000 loan. This will
keep the term under 25 years
even if rates go to 8.5 per cent.

At this point in the interest
rate cycle my preference is to
stick with a variable rate
because I believe the Reserve
Bank will be hesitant to raise
rates too quickly and fixed
rates are inflexible as well as
being relatively expensive
right now.

At least witha variable rate
you are at liberty to make
extra paymentswhenever you
have the moneyavailable, and
are also able to threaten to
change lenders if you are not
happy with yourpresent one.

For cashed-up investors the
strategy is obvious – stay short
and bargain hard. As you can
tell by all the advertisements
for deposits in the
newspapers, banks are falling
over themselves to get your
cash, so there has never been
a better time to strike a deal.

By keeping your term
deposits on a 30- or 60-day
basis you retain the
opportunity to grab higher
rates as they increase, and
also put yourself in a strong
negotiating position every
time one of those deposits
comes up for renewal.

Apathysaved thesuper funds’ financialbacon
By JOHN COLLETT

APATHY and inertia have
held most superannuation
fund members in good stead
during the biggest financial
crisis in 70 years, which has
seen $150 billion wiped from
superannuation accounts.

The fact thatmostmembers
didnotswitch to their fund’s
cashoptionandstayedput
hasbenefited them.

Those who switched to
cash have locked in losses.

Most members are in their
fund’s default investment
option, which is typically 60
per cent to 70 per cent
invested in growth assets,
such as shares and property,

with the remainder in
defensive assets like fixed
income and cash. The default
option is where the super
guarantee goes when
members don’t choose an
investment option.

As such, it is designed to
suit most members, most of
the time. Those who stayed
the course and did not switch
to cash have participated in
the sharemarket recovery.

The typical default option
is now down about 16 per
cent from its all-time highs at
the end of 2007, after being
down about 25 per cent at the
worst point in March. Those
who switched to cash have
locked in the losses.

A study commissioned by
the Australian Institute of
Superannuation Trustees of
six not-for-profit funds found
only 6.5 per cent of members
changed their investment
option in the three years to
June 30, 2009.

Most of those switches
occurred in October 2008,
when the sharemarket
declined the most, and
March 2009, when the market
was at its lowest point.

The chief executiveof the
Industry SuperNetwork
(which represents the not-for-
profit funds),David Whiteley,
points out fund members
acted likepatient, long-term
investors riding out the crisis.

He contrasts how well
super funds have fared
compared with mortgage
trusts, many of which have
had to freeze withdrawals.

The trusts were forced to
act after investors, often on
the advice of financial
planners, attempted to
switch from mortgage trusts
to bank deposits to take
advantage of the bank
guarantee. But the mortgage
trusts could not sell their
investments to fund the
withdrawals being requested
as they were mostly
mortgages to property
developers. This risk of not
being able to redeem capital
is called liquidity risk.

Not-for-profit funds
potentially faced liquidity
risk too during the crisis
because theyhave high
exposures tonon-liquid
assets suchas infrastructure
and unlistedproperty. But
member apathymeant the
requests to switch to cash
were low.And unlike
mortgage trusts, the funds
receive 9 per centof their
members’ salaries regardless
of what marketsare doing.

Thatmeans theycan
manageswitches to their cash
optionswithouthaving tosell
theunderlying investments.

While it’s true the super
system has performed well,
the crisis shows there is

room for improvement.
During the boom years,

especially after the
introduction of fund choice
in 2005 and the publication of
performance league tables,
the typical default option
became too aggressive in its
asset allocation. With older
members likely to continue
to remain apathetic and not
likely to switch to more
conservative investments,
default options need to be
made less aggressive.

Most funds need to tell
their members what the
expected returns above
inflation are and give the
expected frequency of
negative years. SMH

Sendyourquestions to
noel.whittaker@whittaker
macnaught.com.au

Q I have three personal
loans with three

different banks for $60,000
in total. I am paying three
service fees for the loans
and also paying two lots of
loan insurance. I also have a
home loan of $355,000 – my
home is valued at $400,000.
Can I combine all of the
personal loans into the
home loan, or should I shop
around for a better interest
rate and no ongoing fees?

A On the information
supplied you only have

equity of $45,000 in your
house. Therefore, it is most
unlikely that the bank
would increase your home
loan by $60,000 because you
will then have negative
equity. I suggest you focus
all your energies in paying
off the smallest personal
loan. When that is paid off
use the money no longer
needed for the repayments
on it to attack the next
smallest loan. Keep this up
and you will be surprised at

the progress you will make.
If the term is relatively short
the interest rate is not of
great importance, so paying
the current loans back as
quickly as possible should
be a higher priority than
moving to a cheaper interest
rate.

Q My brother died in
March. He was single

and had lived in his small
home for many years. My
sister and I were co-
executors of his will, and
on his wishes we sold his
place four months after his
death and divided the
proceeds evenly between
the two of us. Are we liable
for capital gains tax or any
other tax on this money?

A There should be no
capital gains tax to pay

because the house was his
residence and it was sold
within two years of his
death. If he left other assets
such as shares any inherent
capital gains tax liability

would be passed on to you
and your sister as
beneficiaries but would not
be triggered until you
disposed of them.

Q When I turn55 (I was
born in 1959)can I

access mysuper and use it to
invest in abusiness that will
generate an income for me?

A To access your
superannuation as a

lump sum once you reach 55
you need to sign a statement
that you intend to retire
permanently. Of course
retirement is a state of mind
so you can retire, withdraw
part of your super, and then
rejoin the workforce in a
different role. Alternatively
you can start a transition to
retirement pension without
retiring, which would give
you an income stream.


