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t ŝƚŚĞƋƵŝƚǇĂŶĚƉƌŽƉĞƌƚǇƉƌŝĐĞƐƌĞĐŽǀ ĞƌŝŶŐŝŶĞǆƉĞĐƚĂƟŽŶŽĨůŽǁ ĞƌŝŶƚĞƌĞƐƚƌĂƚĞƐ͕ ƚŚĞĚŝƐĐŽŶŶĞĐƚďĞƚǁ ĞĞŶŝŶǀ ĞƐƚŵĞŶƚŚŽƉĞĂŶĚĞĐŽŶŽŵŝĐƌĞĂůŝƚǇ
ǁ ŝĚĞŶƐ͘ /ŶĂ&ĂƵƐƟĂŶďĂƌŐĂŝŶ͕ ŵĂƌŬĞƚƐĐŽŶƟŶƵĞƚŽƚƌĂĚĞŽī ƐŚŽƌƚƚĞƌŵŐĂŝŶƐĂŐĂŝŶƐƚůŽŶŐĞƌƚĞƌŵƌŝƐŬƐ͘ , Ăǀ ŝŶŐƐĞĞŶĂƉƌĞǀ ŝĞǁ ŽĨǁ ŚĂƚƟŐŚƚĞƌĐƌĞĚŝƚ
ƐĞƫ ŶŐƐĐĂŶĚŽŝŶY ϰϮϬϭϴ͕ ƌĞŐƵůĂƚŽƌƐďƵĐŬůĞĚĂŶĚĂƌĞƌĞƚƵƌŶŝŶŐƚŽƚŚĞ͞ ƐĂĨĞƚǇ͟ ŽĨĐŚĞĂƉĂŶĚĞĂƐǇŵŽŶĞǇ͘/ŶƵƐƚƌĂůŝĂ͕ ^ĐŽD Ž͛ ƐŵŝƌĂĐůĞĞůĞĐƟŽŶ
victory ampliﬁed the echoing sound of the world’s silent majority. Brexit, Trump and now ScoMo represent the push back of individuals against proŐƌĞƐƐŝǀ ĞŐŽǀ ĞƌŶŵĞŶƚƐĂŶĚƐŽĐŝĂůŝƐƚƉŽůŝĐŝĞƐƐƟŇŝŶŐŝŶĐĞŶƟǀ Ğ͘ ĚĚĂϮϭƐƚĐĞŶƚƵƌǇƐƚǇůĞƚƌĂĚĞǁ Ăƌ͕ ŝŶĐŽŵĞƚĂǆĐƵƚƐĂŶĚĂŶĞǆƚƌĂŽƌĚŝŶĂƌǇƵŶĨƵŶĚĞĚ
ĚŽŵĞƐƟĐŝŶĨƌĂƐƚƌƵĐƚƵƌĞƉƌŽŐƌĂŵŝŶƚŽƚŚĞƉƵŶĐŚďŽǁ ůĂŶĚǁ ĞŶŽǁ ŚĂǀ ĞŽƵƌƐĞůǀ ĞƐĂƐĞƌŝŽƵƐůǇƚŽǆŝĐĞĐŽŶŽŵŝĐĐŽĐŬƚĂŝů͙ ďĞƉƌĞƉĂƌĞĚĨŽƌƚŚĞŚĂŶŐŽǀ Ğƌ͘ 

Clash Of The Titans
Thusydides’ Trap in the 21st Century
Thusydides is not well known, but was one of the
ǁ ŽƌůĚ͛ ƐĮ ƌƐƚŚŝƐƚŽƌŝĂŶƐ͘ >ŝǀ ŝŶŐĂƚƚŚĞƟŵĞŽĨƚŚĞ
Golden Age of Greece (c.460BC), he recorded the
ĐŽŶŇŝĐƚďĞƚǁ ĞĞŶƚŚĞŶƐĂŶĚ^ƉĂƌƚĂĂŶĚƉƌŽƉŚĞƟͲ
cally foretold future history when describing the
ŶĂƚƵƌĞŽĨďĂƩ ůĞ͘ , ĞƉƌŽǀ ŝĚĞĚŝŶƐŝŐŚƚŝŶƚŽƚŚĞƌĞĐƵƌͲ
ring sequence of events and the downfall of empires when a ruling dominant power is displaced
by a new and rising one. Thusydides spoke of the incumbent’s fear of
ƚŚĞŶĞǁ ĨŽĞ͕ ŝƚƐĂŶŐĞƌ͕ ĂƌƌŽŐĂŶĐĞ͕ ƌĞƚĂůŝĂƟŽŶĂŶĚƵůƟŵĂƚĞůǇƐƵďŵŝƐƐŝŽŶ͘ 
͞ dŚƵƐǇĚŝĚĞƐ͛ dƌĂƉ͟ ǁ ĂƐĂŶĞǆƉƌĞƐƐŝŽŶĐŽŝŶĞĚďǇƉŽůŝƟĐĂůƐĐŝĞŶƟƐƚ' ƌĂͲ
ŚĂŵůůŝƐŽŶǁ ŚĞŶƌĞŇĞĐƟŶŐŽŶƚŚĞĂƐƚŽŶŝƐŚŝŶŐƌŝƐĞŽĨŚŝŶĂŽǀ ĞƌƚŚĞ
last 40 years and the gradual demise of the US as an economic power.
K ǀ ĞƌƚŚĞŶĞǆƚĚĞĐĂĚĞ͕ ǁ ĞƐĞĞŵĚĞƐƟŶĞĚƚŽǁ ŝƚŶĞƐƐĂĐŚĂŶŐŝŶŐŽĨƚŚĞ
ŐƵĂƌĚ͘ ƉƌŽĨŽƵŶĚƐŚŝŌŝŶŐŽĨƉŽǁ Ğƌ͕ ĐƵůƚƵƌĞĂŶĚǀ ĂůƵĞƐĨƌŽŵƚŚĞt ĞƐƚ
to the East. It has already begun. The hollowing of the family unit, self
indulgence, decadence and the distrust of both church and state are
ĐůĂƐƐŝĐƐŝŐŶƐŽĨĂĚǇƐĨƵŶĐƟŽŶĂů͕ĨĂůƚĞƌŝŶŐĞŵƉŝƌĞ͘ t ĞĂŬĞŶĞĚ͕ ƚŚĞďŽůĚ
Made in China 2025 program seeks to
win a bloodless, global economic war.

A Brief History of China
Since Australia relies so heavily on China for our standard of living, we believe
it is important we understand just a
ůŝƩ ůĞĂďŽƵƚŝƚƐŚŝƐƚŽƌǇ͘
&ŽƌŽǀ ĞƌϮŵŝůůĞŶŶŝĂŵŽƐƚt ĞƐƚĞƌŶŶĂƟŽŶƐŝŶĐůƵĚŝŶŐŽƵƌŽǁ Ŷ͕ Žǁ ĞƚŚĞŝƌ
culture to Judeo-ŚƌŝƐƟĂŶǀ ĂůƵĞƐ͕ ĚĞŵŽĐƌĂĐǇ͕ĐŽůŽŶŝƐĂƟŽŶ͕ ĞǆƉůŽƌĂƟŽŶ͕ 
ŝŶĚƵƐƚƌŝĂůŝƐĂƟŽŶ͕ ŝŵŵŝŐƌĂƟŽŶĂŶĚĂƐƐŝŵŝůĂƟŽŶ͘ dŚĞƌƵůĞŽĨůĂǁ ĂŶĚ
ŝŶĚŝǀ ŝĚƵĂůƌŝŐŚƚƐŚĂǀ ĞďĞĞŶĂƚƚŚĞĐŽƌĞŽĨĐĂƉŝƚĂůŝƐŵĂŶĚŵŽĚĞƌŶŝƐĂƟŽŶ͘
E Žǁ ĐŽŶƐŝĚĞƌŚŝŶĂ͕ ĂŶĂƟŽŶǁ ŚŽƐĞƉĂƐƚĐŽƵůĚŶŽƚďĞŵŽƌĞĚŝī ĞƌĞŶƚ͘ 
>ŽŶŐďĞĨŽƌĞƚŚĞϭϵϮϭĨŽƌŵĂƟŽŶŽĨƚŚĞŽŵŵƵŶŝƐƚWĂƌƚǇŽĨŚŝŶĂ͕ ƚŚĞ
ĚǇŶĂƐƚǇůĞĚŶĂƟŽŶǁ ĂƐƉƌŽƵĚůǇƚŚĞƉŝŽŶĞĞƌŽĨŚƵŵĂŶƐĞƩ ůĞŵĞŶƚ͕ Đŝǀ ŝůŝͲ
ƐĂƟŽŶ͕ ŚƵƐďĂŶĚƌǇ͕ƉŚŝůŽƐŽƉŚǇ;ŽŶĨƵĐŝƵƐͿ͕ ĞŶŐŝŶĞĞƌŝŶŐĂŶĚŝŶŶŽǀ ĂƟŽŶ͘ 
Unlike the West, China did not conquer territories to change them. You
ƐĞĞĂƚƚŚĞŚĞĂƌƚŽĨŚŝŶĞƐĞŚŝƐƚŽƌǇƐŝƚƐƚŚĞĐŽŶĐĞƉƚŽĨŽŶĞŶĂƟŽŶ͕ ŽŶĞ
Đŝǀ ŝůŝƐĂƟŽŶ͕ ŽŶĞƌĂĐĞĂŶĚĂƐĞŶƐĞŽĨďĞŝŶŐƚŚĞĐĞŶƚƌĞŽĨŚƵŵĂŶŝƚǇĂŶĚ
the centre of the world. The Chinese name for China is Zhōngguó which
in Mandarin means Middle Kingdom. A place one would stay, not leave.
It would be fair to say that over thousands of years, China believed
itself to be superior to all other races. The eastern countries absorbed
ŝŶƚŽŝƚƐĞŵƉŝƌĞǁ ĞƌĞƉĞƌŵŝƩ ĞĚƚŽƌĞƚĂŝŶƚŚĞŝƌŽǁ ŶůĂŶŐƵĂŐĞ͕ ƚŚĞŝƌŽǁ Ŷ
ďĞůŝĞĨƐĂŶĚƚŚĞŝƌŽǁ ŶŝĚĞŶƟƚǇŝŶĞǆĐŚĂŶŐĞĨŽƌƉĂǇŝŶŐĂ͞ ƚƌŝďƵƚĞ͟ ƚŽƚŚĞ
mainland. This recognises China as head of the cultural hierarchy. NonChinese territories may be part of China, but are not equal to it.
In 1820 China represented 30% of global GDP, far outstripping that of
the UK and the US͘ >ĞŌďĞŚŝŶĚĂƐĂƌĞƐƵůƚŽĨƚŚĞŝŶĚƵƐƚƌŝĂůƌĞǀ ŽůƵƟŽŶ
in the West, its wealth and dominance evaporated into thin air, like the
vapour bellowing from its opium dens. By 1930 social disorder, civil
ƐƚƌŝĨĞĂŶĚĞĐŽŶŽŵŝĐŝƐŽůĂƟŽŶƐĂǁ ŚŝŶĂďĞĐŽŵĞĂŶŝƌƌĞůĞǀ ĂŶƚŶĂƟŽŶ͘
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Despite Mao Zedong’s ϭϵϰϵ' ƌĞĂƚ>ĞĂƉ&Žƌǁ ĂƌĚĂŶĚƚŚĞĨŽƌŵĂƟŽŶŽĨ
ƚŚĞWĞŽƉůĞ͛ ƐZĞƉƵďůŝĐŽĨŚŝŶĂ͕ ƚŚĞŶĂƟŽŶƐƵī ĞƌĞĚĞǆƚƌĞŵĞĂŶĚǁ ŝĚĞͲ
ƐƉƌĞĂĚƉŽǀ ĞƌƚǇĂŶĚĨĂŵŝŶĞ͘ /ƚƐĞĐŽŶŽŵǇǁ ĂƐŝŶƚĂƩ ĞƌƐǁ ŝƚŚϴϴй ŽĨƉĞŽͲ
ple living on less than $2 per day and represented less that 1% of global
GDP. Communist China, it seemed, was a failed model with the introducƟŽŶŽĨŝƚƐŽŶĞ-ĐŚŝůĚƉŽůŝĐǇŝŶƚŚĞϭϵϳ ϬƐ͕ ĚĞƐŝŐŶĞĚƚŽƋƵĂƌĂŶƟŶĞĚĞƐƉĂŝƌ͘
However, following the death of Mao in 1976, Deng Xiaoping assumed
the leadership of the country and in 1978 introduced the concept of the
socialist market economy. He opened the country to foreign investment
and lowered many trade barriers. He proclaimed some people should be
allowed to get rich ﬁrst, a concept foreign to Mao’s model, but one
which aligned the endeavours of the individual with the higher common
goals of the State, the enduring and trusted guardian of Chinese values
ĂŶĚĐƵůƚƵƌĞ͘ ĚĂƉƟŶŐƚŚĞ:ĂƉĂŶĞƐĞĂŶĚ^ƐŝĂĞĐŽŶŽŵŝĐƉĂƚŚ͕ ƚŚŝƐǀ ŝͲ
sionary State led/proﬁt-based hybrid system became a game changer.
dŚĞt ĞƐƚĞƌŶǁ ŽƌůĚ͕ ƉĂƌƟĐƵůĂƌůǇƚŚĞh ^͕ ŶĂŝǀ ĞůǇďĞůŝĞǀ ĞĚƚŚĂƚŚŝŶĂǁ ĂƐ
going to embrace its mores and open itself to western development and
ŵŽĚĞƌŶŝƐĂƟŽŶ͘ yŝĂŽƉŝŶŐŝŵƉůŝĐŝƚůǇŶƵƌƚƵƌĞĚƚŚŝƐďĞůŝĞĨ͘ ĐĐĞƉƚĞĚŝŶƚŽƚŚĞ
t ŽƌůĚdƌĂĚĞK ƌŐĂŶŝƐĂƟŽŶŝŶϮϬϬϭ͕ ŚŝŶĂĞŶũŽǇĞĚƚŚĞƉƌŝǀ ŝůĞŐĞƐŽĨƚĂƌŝī ͬ
subsidy concessions designed to assist and fast track its development.
h ŶĚĞƌƐƚƌŝĐƚĐŽŶĚŝƟŽŶƐ͕ ĨŽƌĞŝŐŶĐŽŵƉĂŶŝĞƐǁ ĞƌĞŐŝǀ ĞŶĂĐĐĞƐƐƚŽChina’s
largest asset, cheap labour͘ ĐŽŶĚŝƟŽŶŽĨĂĐĐĞƐƐǁ ĂƐƚŚĂƚƚŚĞŶĞǁ 
privately owned ventures must be 49% owned by Chinese interests and
that Western technologies and IP would be compulsorily transferred.
Unsurprisingly, China was swamped with interest by large US and EuroƉĞĂŶĐŽƌƉŽƌĂƟŽŶƐ͘ dŚĞĂůůƵƌĞŽĨĐŚĞĂƉĞƌĐŽƐƚƐĂŶĚŚŝŐŚĞƌƉƌŽĮ ƚƐǁ ĂƐ
ŝƌƌĞƐŝƐƟďůĞ͘ K , Θ^ĂŶĚĞŶǀ ŝƌŽŶŵĞŶƚĂůĐĂƌĞǁ ĞƌĞŶŽƚƉƌŝŽƌŝƟĞƐŽĨŚŝŶĂŽƌ
ŝƚƐǁ ŽƌŬĞƌƐ͘ ǆƉŽƌƟŶŐũŽďƐƚŽŚŝŶĂůĞŌĂĚĞǀ ĂƐƚĂƟŶŐƚƌĂŝůŽĨƵŶĞŵƉůŽǇͲ
ment, factory closures and steel/clothing mill carcasses across the planet
causing much resentment and ﬁnancial hardship. China became the
factory for the developed world to exploit, or so it was believed.
“Begin by seizing something which your opponent holds dear, then he
will be amenable to your will” - Sun Tzu
Apple iPhone Factory Line - China

ŌĞƌŵĂŶǇǇĞĂƌƐŽĨĨĂĐƚŽƌǇďƵŝůĚŝŶŐ͕ ƵƌďĂŶŝͲ
ƐĂƟŽŶĂŶĚƐŽĐŝĂůƌĞƐƚŽƌĂƟŽŶŚŝŶĂ͕ ŶŽƚ
known for its strong intellectual property
rights, was able to either forcibly take, reverse engineer or if necessary steal much of
the western knowhow and technology. It
then built its own factories and developed its
own higher order technology products, leaving overseas suppliers unable
to compete. Its workforce became increasingly skilled and aﬄuent.
Even today, China retains the right to restrict and ﬁrewall outside busiŶĞƐƐĞƐǁ ŚŝĐŚŝƚďĞůŝĞǀ ĞƐĂƌĞŶŽƚĐŽŵƉĂƟďůĞǁ ŝƚŚŝƚƐŝŶƚĞƌͲ
ests. You won’t ﬁnd ' ŽŽŐůĞ͕ ŵĂǌŽŶ͕ &ĂĐĞďŽŽŬ͕ dǁ ŝƩ Ğƌ͕ 
eBay ŽƌŵĂŶǇŽƚŚĞƌƐŽĐŝĂůŵĞĚŝĂƉůĂƞŽƌŵƐŝŶŚŝŶĂ͘ They
are banned. Instead are their “home grown” juggernauts,
nurtured with subsidies such Alibaba, Tencent, WeChat,
Baidu, Sina WeiboƐĞƌǀ ŝŶŐŝƚƐϭ͘ ϯ ďŶƉĞŽƉůĞĂŶĚŝŶƟŵĞƚŚĞ
world. Hardly a level playing ﬁeld, but don’t expect China
to give away its advantage. China leads the no-cost peer to
ƉĞĞƌĚŝŐŝƚĂůƚƌĂŶƐĂĐƟŽŶĨƌŽŶƟĞƌĂŶĚŝŶƚĞŶĚƚŽŽŶ-sell it.
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ůƚŚŽƵŐŚŚŝŶĂŚĂƐĂŵĂƐƐŝǀ ĞƉŽƉƵůĂƟŽŶ͕ ŝƚŝƐƌĞůĂƟǀ ĞůǇďĂƌĞŝŶŶĂƚƵƌĂů
resources. Thus over the last 15 years as China’s income has risen and
ŝƚƐǁ ŽƌŬĨŽƌĐĞƵƌďĂŶŝƐĞĚ͕ ƚŚĞďƵŝůĚŝŶŐŽĨĐŝƟĞƐ;ŝŶƐĐĂůĞĞƋƵĂůƚŽĞǀ ĞƌǇ
city in Europe) has underpinned the economy of Australia and other
ƌĞƐŽƵƌĐĞƌŝĐŚĐŽƵŶƚƌŝĞƐ͘ /ƚƐďŽŽŵŝŶŐĞĐŽŶŽŵǇĂŶĚŵĂƐƐŝǀ ĞϮϬϬϴƐƟŵƵͲ
ůƵƐƉƌŽŐƌĂŵƐĂǀ ĞĚƵƐĨƌŽŵƚŚĞ' &͘ ůƚŚŽƵŐŚƐƟůůŝŶĐŽŵƉůĞƚĞ͕ ůŝŬĞ:ĂͲ
pan before it, its reliance on Australia will diminish. China is now an
innovator of leading technology, with dominance in wind and solar
power, AI, electric vehicle manufacture and crucially 5G communicaƟŽŶƐ͕ ƚŚĞďĂĐŬďŽŶĞŽĨĞ-commerce.
Marvel at Shenzhen 2019. The Silicon
Valley of the East. LED displays built into
its structures are a ﬂagrant exhibit to its
people and the world at large that China is
now capable of anything.

E ĂƟŽŶĂůŝƐƚůĞĂĚĞƌyŝ:ŝŶŐƉŝŶŐŚĂƐŵŝůĞƐƚŽŶĞƉůĂŶƐƐĞƚĨŽƌϮϬϮϱĂŶĚϮϬϯ ϱ
to assume global dominance. He has a dream, a dream he has shared
with his people. Unlike Western leaders, his tenure is secure and the
people have supreme conﬁdence in its government that has elevated
ƚŚĞŵĨƌŽŵƉŽǀ ĞƌƚǇƚŽƉƌŽƐƉĞƌŝƚǇŝŶϮŐĞŶĞƌĂƟŽŶƐ͘ dŚŝƐŝƐĂƵŶŝĮ ĞĚŶĂͲ
ƟŽŶ͕ ĂƉƌŽƵĚŶĂƟŽŶ͕ ĂƌŝĐŚŶĂƟŽŶĂŶĚĂŶĂƟŽŶǁ ŝƚŚĂǀ ŝƐŝŽŶ͘ dŚŝŶŬ
Clubber Lang (Mr T) in Rocky 3, it did not end well for Rocky.
dŚĞƉƌŽĨŽƵŶĚƚƌĂŶƐĨŽƌŵĂƟŽŶŽĨŚŝŶĂŝƐĐŽŵƉůĞƚĞ. The next stage of
China’s advancement is already visible and somewhat inevitable.
/ƚƐ͞ ^ƚƌŝŶŐŽĨWĞĂƌůƐ͟ ƐĞĂƉŽƌƚƐĂŶĚ͞ ĞůƚĂŶĚZŽĂĚ/ŶŝƟĂƟǀ Ğ͟ ;Z/ͿĂƌĞ
tangible examples of how the new China intends to strengthen its grip
ŽŶƚŚĞǁ ŽƌůĚ͛ ƐĞĐŽŶŽŵŝĐĨƵƚƵƌĞ͘ <ŶŽǁ ŝŶŐŝƚƐƉŽƉƵůĂƟŽŶŝƐĂŐĞŝŶŐĨĂƐƚ͕ 
ŝƚŝƐƉƌŽƉĂŐĂƟŶŐŝƚƐĞĐŽŶŽŵŝĐŵŽĚĞůŝŶƚŽĨƌŝĐĂĂŶĚƉŽŽƌĞƌĞĂƐƚĞƌŶ
ŶĂƟŽŶƐ͘ , Ăǀ ŝŶŐƐŚŽǁ ŶŝƚƐĞůĨĂƐĐĂƉĂďůĞŽĨŵĂŬŝŶŐƉŽŽƌŚŝŶĞƐĞƉĞŽƉůĞ
ƌŝĐŚ͕ ŝƚŽī ĞƌƐĚĞǀ ĞůŽƉŝŶŐŶĂƟŽŶƐĂƉŝĞĐĞŽĨƚŚĂƚĚƌĞĂŵ͘ ƵŝůĚŝŶŐŵĂƐͲ
Ɛŝǀ ĞŝŶĨƌĂƐƚƌƵĐƚƵƌĞĂŶĚĐŽŵŵƵŶŝĐĂƟŽŶƐƐǇƐƚĞŵƐŝŶƚŚĞƐĞĐŽƵŶƚƌŝĞƐĂŶĚ
ŝŵƉƌŽǀ ŝŶŐĞĚƵĐĂƟŽŶ͕ ŝƚŶŽƚŽŶůǇƐĞĐƵƌĞƐƉƌŝĐĞůĞƐƐŐŽŽĚǁ ŝůů͕ďƵƚĂůƐŽϮ
billion “tenant farmers” to take over its factory work. To add icing to
the cake, this program also protects and enhances its supply of natural
resources, food chains and military defence systems around the globe.
For completeness, China’s “benevolence” extends way beyond develŽƉŝŶŐŶĂƟŽŶƐ͘ h ŶĂƟŽŶĂůŝƐƚŽƵƚůŝĞƌƐ/ƚĂůǇĂŶĚWŽůĂŶĚŚĂǀ ĞƐŝŐŶĞĚƵƉƚŽ
the BRI with Chinese funded road, air and sea projects linking freight
movements to and from Europe and China. China’s intricate global
ŶĞƚǁ ŽƌŬŝƐďĞŝŶŐƐǇƐƚĞŵĂƟĐĂůůǇďƵŝůƚ͕ ŽŶĞƉŝĞĐĞĂƚĂƟŵĞ͘ Money talks.
While the West has been distracted by many 1st world problems such
ĂƐŐĞŶĚĞƌĞƋƵĂůŝƚǇ͕ŝŶĐŽŵĞŝŶĞƋƵĂůŝƚǇ͕ƉŽůŝƟĐĂůĐŽƌƌĞĐƚŶĞƐƐ͕ ŚƵŵĂŶ
ƌŝŐŚƚƐ͕ ŽƉĞŶďŽƌĚĞƌƐĂŶĚƚŚĞĂƩ ĂĐŬŽŶƚĞƌƌŽƌ;ƚŽŶĂŵĞũƵƐƚĂĨĞǁ Ϳ͕ ŚŝͲ
na has been focussed on a much narrower, self serving agenda. China appears
happy to allow the US to keep the old
ǁ ŽƌůĚƐĂĨĞ͕ ƐŽůŽŶŐĂƐŝƚŝƐƉĞƌŵŝƩ ĞĚƚŽ
exploit the riches of the new world.
Sun Tzu would be so proud.

US/China Trade War
Which brings us ﬁnally to the point of this discourse - the trade war
currently frothing between the US and China. This is a big deal and
ƉŽƚĞŶƟĂůůǇĚŝƐƌƵƉƟǀ ĞƚŽŽƵƌĐŽůůĞĐƟǀ ĞĮ ŶĂŶĐŝĂůĨƵƚƵƌĞ͘ &ƌŽŵƚŚĞh ^
embargo on Huawei, to China’s threat of withdrawing rare earths elements, the proﬁts of many global companies are now uncertain and
the future security and supply chains of innumerable goods and services compromised. Uncertainty ravages markets./ŵƉĂĐƟŶŐŵĂŶǇ
ƐĞĐƚŽƌƐ͕ ĞƐƉĞĐŝĂůůǇh ^ƚĞĐŚ͕ ƚŚŝƐƉŽƚĞŶƟĂůůǇƉƵƚƐĂůůƐŚĂƌĞƉƌŝĐĞƐĂƚƌŝƐŬ͘ 
In the absence of a US/China trade agreement, Google will withdraw its
ŶĚƌŽŝĚŽƉĞƌĂƟŶŐƐǇƐƚĞŵĨƌŽŵĂůů, ƵĂǁ ĞŝŚĂŶĚƐĞƚƐǁ ŝƚŚŝŶϵϬĚĂǇƐ͘ 
Drum roll...so Huawei now reveal they have been secretly developing
its Oak OS to replace it! Within days, China also secured a deal with our
Russian comrades who have decided to support Huawei including its
5G structures. “The enemy of my enemy is my friend”-<ĂƵƟůǇĂϰϬϬ
The US has an annual trade deﬁcit of between $300bn and $500bn
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with China (larger than the Australian Government Annual Budget). Over
ĚĞĐĂĚĞƐ͕ ƚŚĞĞǆƉŽƌƟŶŐŽĨďŽƚŚũŽďƐĂŶĚ/WŚĂƐďĞĞŶƐƚĂŐŐĞƌŝŶŐ͘ dŚĞh ^
WƌĞƐŝĚĞŶƚŝƐĂƩ ĞŵƉƟŶŐƚŽĂĚĚƌĞƐƐƚŚŝƐ͕ ďƵƚůŝŬĞŵĂŶǇĐŚƌŽŶŝĐĐŚĂůůĞŶŐĞƐ͕ 
ƚŚĞƌĞŝƐŶŽĞĂƐǇĮ ǆ͘<ŝĐŬŝŶŐŽī ǁ ŝƚŚŚŝŶĞƐĞƚĂƌŝī ƐĂŶĚĐŝƟŶŐƐĞĐƵƌŝƚǇ
ĐŽŶĐĞƌŶƐŚĂƐďĞĐŽŵĞƉƌŽďůĞŵĂƟĐƐŝŶĐĞŚŝŶĞƐĞƉƌŽĚƵĐƚƐĂƌĞŶŽǁ ĞŵͲ
bedded in the economies and systems of many of the US allies. This has
ŵĞĂŶƚƚŚĂƚƐŽŵĞh ^ůůŝĞƐĂƌĞƉŽƚĞŶƟĂůůǇŚƵƌƚďǇƚŚĞĂƐƐĂƵůƚŽŶŚŝŶĞƐĞ
goods, with many European Allies unwilling to take sides in a no win
ƐŝƚƵĂƟŽŶĨŽƌƚŚĞŵ͘  ŽƚŚĞǇƌĞƐƉĞĐƚƚŚĞŶĂƟŽŶƚŚĂƚƐĂǀ ĞĚƚŚĞŝƌƉĂƐƚ͕ Žƌ
appease the one that will protect their ﬁnancial future? With no certainty as to a trade war victor, and facing ever more disenchanted voters
every 3 or 4 years, this is a tough call.
Chinese owned Huawei has 190,000 employees, 50,000 of whom are not
in China. The workforce is well resourced and amongst the world’s best
ĞŶŐŝŶĞĞƌƐĂŶĚZΘ ƐƉĞŶĚŝŶŐŝƐŚƵŐĞ͕ ƉƵƫ ŶŐ, ƵĂǁ ĞŝǇĞĂƌƐĂŚĞĂĚŽĨ
Ericcson and Nokia in 5G technology. On this point, Huawei is building a
state of the art NBN for both Mexico and Brazil strengthening its alliances in South America while also having a leading presence in many European countries. It is 2nd only to Samsung in global handset sales having
increased shipments from only 3 million units in 2010 to 206 million in
2018, overtaking Apple. Quality improvements allow it to stand toe to
toe with the best phone makers on the planet. All in 9 years!
Corning’s gorilla glass, Qualcomm and Intel’s semiconductor chips and
Apple’s Chinese factories are just some of the US pawns in this spat
ƚŚĂƚĐŽƵůĚƐĞĞƚŚĞŝƌƉƌŝĐĞƐƐůĂƐŚĞĚŽǀ ĞƌŶŝŐŚƚƉŽƚĞŶƟĂůůǇůĞĂĚŝŶŐƚŽŐůŽďĂů
market turmoil. This is not our base case, but it has been elevated as the
single greatest threat we presently see to the stability of global markets.
In the weeks and months ahead do not be confused by the media’s simƉůŝƐƟĐĚŝƐĐƵƐƐŝŽŶƐĂďŽƵƚƚĂƌŝī Ɛ͘ dŚŝƐƚƌĂĚĞĚŝƐƉƵƚĞŐŽĞƐŵƵĐŚĚĞĞƉĞƌ͘ /ƚ
ŝƐĂďĂƩ ůĞďĞƚǁ ĞĞŶĂƐƚĂŶĚt ĞƐƚƚŽĐŽŶƚƌŽůĂŶĚĚŽŵŝŶĂƚĞƚŚĞǁ ŽƌůĚ͛ Ɛ
economic future. Thusydides would see a familiar ring about our 21st
ĐĞŶƚƵƌǇƉŽůŝƟĐĂůĂŶĚĞĐŽŶŽŵŝĐĐŽŶƵŶĚƌƵŵ͘ t ŝƚŚĂŚĞĂĚůŝŶĞĐĂƐƚŽĨĞŐŽͲ
ƟƐƚƐŵĂĚĞƵƉŽĨdƌƵŵƉ͕ :ŝŶŐƉŝŶŐ͕ WƵƟŶ͕ ďĞĂŶĚ<ŝŵ:ŽŶŐ-un, we suspect he would see no way of avoiding a military conﬂict. Lets hope not.
How about a change of pace…

Brain Teaser
A baseball and bat together cost $11. The bat costs $10 more
than the ball. How much does the ball cost?
Take a look at the answer at the foot of page 4, before reading on.

Intuitive Decision Making - System 1 is Our Default
D ŽƐƚŽĨƵƐůŝŬĞƚŽƚŚŝŶŬǁ ĞĂƌĞƌĂƟŽŶĂůƉĞŽƉůĞ͘ t ŚĞŶƉƌŽĐĞƐƐŝŶŐŝŶĨŽƌͲ
ŵĂƟŽŶ͕ ǁ ĞĂƌƌŝǀ ĞĂƚŽƵƌĚĞĐŝƐŝŽŶƐŚĂǀ ŝŶŐůŽŐŝĐĂůůǇĐŽŶƐŝĚĞƌĞĚƚŚĞŵĞƌŝƚ
ŽĨĂůƚĞƌŶĂƟǀ ĞƐ͘ ZŝŐŚƚ͍ ĐŽŶŽŵŝĐƚŚĞŽƌǇŝƐůŝŬĞǁ ŝƐĞďĂƐĞĚŽŶĂĨƵŶĚĂͲ
ŵĞŶƚĂůƉƌĞĐĞƉƚƚŚĂƚƉĞŽƉůĞďĞŚĂǀ ĞƌĂƟŽŶĂůůǇ͘/Ĩŝƚǁ ĞƌĞŶŽƚƐŽ͕ ƚŚĞďĂƐŝĐ
ĞĐŽŶŽŵŝĐƉƌŽďůĞŵŽĨĂůůŽĐĂƟŶŐƐĐĂƌĐĞƌĞƐŽƵƌĐĞƐǁ ŽƵůĚďĞŝŵƉŽƐƐŝďůĞ͘ 
The above brain teaser is a simple example of how
ŵĂŶǇŽĨƵƐŵĂŬĞĚĞĐŝƐŝŽŶƐďĂƐĞĚŵŽƌĞŽŶŝŶƚƵŝƟŽŶ
ƚŚĂŶƚŚĞĨĂĐƚƐ͘ dŚŝƐŝƐƉĂƌƟĐƵůĂƌůǇƚƌƵĞǁ ŚĞƌĞǁ ĞĐŚŽŽƐĞ
to, or have to make decisions quickly.
For those who got the answer right, you probably
ƚŚŽƵŐŚƚĨŽƌĂůŝƩ ůĞŵŽƌĞƚŚĂŶϭϬƐĞĐŽŶĚƐƚŽĂƌƌŝǀ ĞĂƚƚŚĞĐŽƌƌĞĐƚĂŶƐǁ Ğƌ͖ 
ŚĂǀ ŝŶŐŝŵŵĞĚŝĂƚĞůǇƚŚŽƵŐŚƚŽĨƚŚĞ͞ Žďǀ ŝŽƵƐ͟ ĂŶƐǁ ĞƌΨϭ͕ ƚŚĞŶƚĞƐƟŶŐŝƚ
and ﬁnding it didn’t work. For those who got the wrong answer, do not
despair. Across many studies, around 50% of people used the same
͞ ŝŶƚƵŝƟǀ Ğ͟ ƉƌŽĐĞƐƐƚŽŐĞƚƚŚĞƐĂŵĞƌĞƐƵůƚ͕ ŝŶĐůƵĚŝŶŐ, Ăƌǀ ĂƌĚh Ŷŝǀ ĞƌƐŝƚǇ
students.
Based on research ﬁrst completed by Nobel Prize winner Daniel Kahneman and Amos Tversky in the 1970’s, it has been found that we each
have 2 decision processing systems:
System 1 ŝƐŝŶƚƵŝƟǀ Ğ͕ ƵŶĐŽŶƐĐŝŽƵƐ͕ ĚĞƐŝŐŶĞĚƚŽďĞĞǆƚƌĞŵĞůǇĞĸ ĐŝĞŶƚ͕ 
powerful and energy saving so that we can quickly deal with the many
ĚĞĐŝƐŝŽŶƐǁ ĞŵƵƐƚŵĂŬĞŽŌĞŶŽŶĂŶŽŶŐŽŝŶŐďĂƐŝƐ͘ /ƚĂƉƉůŝĞƐƌƵůĞƐŽĨ
ƚŚƵŵďĂŶĚƉƌŝŽƌůĞĂƌŶŝŶŐƐƚŽŶĂƌƌŽǁ ĚŽǁ ŶƚŚĞƌĂŶŐĞŽĨĂůƚĞƌŶĂƟǀ ĞƐǁ Ğ
ŵƵƐƚĐŚŽŽƐĞĨƌŽŵ͘ ůƚŚŽƵŐŚĞĸ ĐŝĞŶƚ͕ ƚŚŝƐƐǇƐƚĞŵŽŌĞŶůĞĂĚƐƚŽĞƌƌŽƌ͘
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System 2: This decision system is that most recognised. Using conƐĐŝŽƵƐĨĂĐƚĮ ŶĚŝŶŐ͕ ŝĚĞŶƟĨǇŝŶŐŝƐƐƵĞƐĂŶĚĚĞƌŝǀ ŝŶŐĂůŽŐŝĐĂů͕ĐŽŶƐŝĚĞƌĞĚ
ĐŽŶĐůƵƐŝŽŶ͘ dǇƉŝĐĂůůǇ͕ƚŚŝƐƐǇƐƚĞŵŝƐĂĐƟǀ ĂƚĞĚǁ ŚĞŶĐŽŶƐŝĚĞƌŝŶŐĐƌŝƟĐĂů
ĚĞĐŝƐŝŽŶƐ͕ ǁ ŝƚŚŶŽƟŵĞĐŽŶƐƚƌĂŝŶƚ͘ t ĞďĞůŝĞǀ Ğǁ ĞĚŽƚŚŝƐ͕ ďƵƚĚŽǁ Ğ͍
<ŶŽǁ ŝŶŐǁ ĞĂƌĞŽŌĞŶƉƌŽŶĞƚŽƚĂŬĞƐŚŽƌƚĐƵƚƐǁ ŚĞŶŵĂŬŝŶŐĚĞĐŝƐŝŽŶƐŝƐ
ĐƌŝƟĐĂůƚŽƚŚĞĮ ƌƐƚƌƵůĞŽĨŝŶǀ ĞƐƟŶŐ- Investor Know Thyself. In the ﬁnancial world, the decisions we make including when and how we arrive at
them, can profoundly aﬀect long term ﬁnancial success or failure, trigŐĞƌŝŶŐƉŽǁ ĞƌĨƵůƵŶĐŽŶƐĐŝŽƵƐĞŵŽƟŽŶƐŽĨĂĐŚŝĞǀ ĞŵĞŶƚŽƌƌĞŐƌĞƚ͘ 

WĞŽƉůĞŽŌĞŶŚĂǀ ĞŶŽƉůĂŶĂŶĚŶŽƐƚƌĂƚĞŐǇ͕ũƵƐƚĂŶŝŵƉƵůƐĞŽƌƚŚŽƵŐŚƚ
that they can be as successful as a seasoned investor. System 1 thinking.
We are frustrated seeing people in their late 40’s (or older) who without
any prior strategy or success, arrive at our oﬃce seeking a short cut to
Į ŶĂŶĐŝĂůƐƵĐĐĞƐƐƐŝŵƉůǇďĞĐĂƵƐĞƚŚĞǇŚĂǀ ĞŝĚĞŶƟĮ ĞĚƚŚĞŝƌŶĞĞĚƐƚŽŽůĂƚĞ
ƚƌǇŝŶŐƚŽŵĂŬĞƵƉĨŽƌůŽƐƚƟŵĞĂŶĚĞĂƌůŝĞƌƉŽŽƌĚĞĐŝƐŝŽŶƐ͘ Act as early
ĂƐǇŽƵĐĂŶ͕ ƐŵĂůůĂŵŽƵŶƚƐƐĂǀ ĞĚŽǀ ĞƌůŽŶŐƉĞƌŝŽĚƐŽĨƟŵĞĚĞŵĂŶĚůŝƩ ůĞ
Į ŶĂŶĐŝĂůƐĂĐƌŝĮ ĐĞĂƐůŽŶŐĂƐƚŚĞǇĂƌĞĂī ŽƌĚĞĚĂŐĞŶĞƌŽƵƐƟŵĞŚŽƌŝǌŽŶ͘ 

Big Brother Using Big Data

dŚĞǀ ĂƐƚŝŶĨŽƌŵĂƟŽŶƉŽŽůĂǀ ĂŝůĂďůĞŽŶƚŚĞŝŶƚĞƌŶĞƚĂŶĚƚŚĞƟŵĞ-poor
ǁ ŽƌůĚǁ Ğůŝǀ ĞŝŶŚĂƐƚƌĂŝŶĞĚƵƐĂůůƚŽƵƐĞŝŶƚƵŝƟǀ ĞĚĞĐŝƐŝŽŶŵĂŬŝŶŐƚŽ
get to a quick outcome, ĂĐĐĞƉƟŶŐƚŚĂƚŝƚŝƐŽŶůǇƉƌŽďĂďůǇƌŝŐŚƚ͘ t ĞĐĂŶ
only encourage investors to resist this urge. The chasm of diﬀerence
ďĞƚǁ ĞĞŶŝŶĨŽƌŵĂƟŽŶĂŶĚŬŶŽǁ ůĞĚŐĞis important – YOU DON’T KNOW
WHAT YOU DON’T KNOW and context can change everything.
ƐĮ ŶĂŶĐŝĂůĂĚǀ ŝƐĞƌƐǁ ĞĂƌĞŽŌĞŶĐŽŶĨƌŽŶƚĞĚďǇĐůŝĞŶƚƐǁ ŚŽƐĞĞŬĂƐƐŝƐͲ
tance in whether to hold or sell an asset. Most commonly, the asset has
ĨĂŝůĞĚƚŽŵĞĞƚƚŚĞĐůŝĞŶƚ͛ ƐĞǆƉĞĐƚĂƟŽŶƐ͘ dŚĞǇŚĂǀ ĞƌĞĂĐŚĞĚĂƉŽŝŶƚŽĨ
ŝŶĚĞĐŝƐŝŽŶĂŶĚĂƌĞůŽŽŬŝŶŐĨŽƌƐƉĞĐŝĂůŝƐƚĂĚǀ ŝĐĞƚŽƟƉƚŚĞŵŽŶĞǁ ĂǇŽƌ
ĂŶŽƚŚĞƌŝŶĐŽƌƉŽƌĂƟŶŐďƌŽĂĚĞƌŝƐƐƵĞƐƐƵĐŚĂƐĐĂƐŚŇŽǁ ͕ ĐĂƉŝƚĂůŐĂŝŶƐƚĂǆ
and/or opportunity costs.
Although not always the case, when asked about the process used to
buy the asset in the ﬁrst instance, people rarely sought professional
ĂĚǀ ŝĐĞ͘ dŚĞĞǆƉůĂŶĂƟŽŶƐƚĞŶĚƚŽŝŶĐůƵĚĞĞǆĂŵƉůĞƐŽĨŽƚŚĞƌƉĞŽƉůĞǁ ŚŽ
bought similar assets and were successful “and so I decided” (with inƐƵĸ ĐŝĞŶƚƚŚŽƵŐŚƚŽƌĞǆƉĞƌƟƐĞͿ͕ “because it sounded right” they went
ŽŶƚŚĞŝƌǁ ĂǇ͘dŚĞŝƌĮ ƌƐƚƌĞĂĐƟŽŶ͕ ĂƐŝŶƚŚĞďƌĂŝŶƚĞĂƐĞƌ͕ ǁ ĂƐƚŽĂƌƌŝǀ ĞĂƚĂ
conclusion without undertaking proper due diligence.
/ŶŵĂƩ ĞƌƐŽĨĮ ŶĂŶĐĞ͗
Stop, Ask Yourself Why
(and Why Not), Process,
Seek Advice, Assess Pros/
Cons, Consider, Take Time
-Out, Consider Again, and
then Act.
Whether you are young or old (descriptors we will not deﬁne), we believe it is important to assess the full course of any investment covering
the reasons why we should buy, to the circumstances where we would
intend to sell, and everything likely to occur in between.
For example, ŶĞŐĂƟǀ ĞŐĞĂƌŝŶŐ, of itself is neither good nor bad, it is an
outcome of an investment, not a reason for it. This strategy is usually
associated with property investment, where leverage is high, as are the
ƉŽƚĞŶƟĂůĐŽƐƚƐ͕ ƌŝƐŬƐĂŶĚƌĞǁ ĂƌĚƐ͘ D ĂŶǇŝŶǀ ĞƐƚŽƌƐŐĞŶĞƌĂƚĞƐƚƌŽŶŐƌĞͲ
turns using the strategy and many don’t. There is no magic formula.
dŚĞƵůƟŵĂƚĞƐĞĐƌĞƚŽĨƐƵĐĐĞƐƐŝƐŶŽƚƚŚĞŐĞĂƌŝŶŐĐŽŵƉŽŶĞŶƚ͕ ďƵƚƚŚĞ
investment itself. Should one buy inner city, oﬀ the plan, established
house or newly constructed? Should you buy now or wait? How much
leverage is right? These are just some of the generic issues good investors look into deeply before they buy: and they don’t spend 3 or 4 weeks
ĐŽůůĞĐƟŶŐƚŚĞŝƌĨĂĐƚƐ͘ dŚĞǇƚĂůŬƚŽƌĞĂůĞƐƚĂƚĞƉƌŽĨĞƐƐŝŽŶĂůƐ͕ ĐŽŶƐŝĚĞƌ
ƵŶĨĂŵŝůŝĂƌůŽĐĂƟŽŶƐǁ ŝƚŚƚŚĞƌŝŐŚƚŝŶǀ ĞƐƚŵĞŶƚĨƵŶĚĂŵĞŶƚĂůƐĂŶĚĂƩ ĞŶĚ
ŵĂŶǇĂƵĐƟŽŶƐƵŶƟůƚŚĞǇŬŶŽǁ ƚŚĞŝƌŵĂƌŬĞƚ͘ dŚŝƐintensive due diligence
is completed before making a decision (System 2 thinking). With huge
ĞŶƚƌǇͬ ĞǆŝƚƐĐŽƐƚƐǇŽƵǁ ĂŶƚƚŽŐĞƚŝƚƌŝŐŚƚƚŚĞĮ ƌƐƚƟŵĞ͘ E ĞŐĂƟǀ ĞŐĞĂƌŝŶŐ
ŝƐĞĂƐǇ͕ďƵƚŝĚĞŶƟĨǇŝŶŐĂŐŽŽĚŝŶǀ ĞƐƚŵĞŶƚƉƌŽƉĞƌƚǇŝƐŶŽƚ͘ D ŽƐƚƉƌŽƉĞƌͲ
ty investors in the last 18 months have been taught that lesson.

t ŝƚŚŽƵƚǁ ĂŶƟŶŐƚŽĂůĂƌŵĂŶǇƚĂǆƉĂǇĞƌƐ͕ ǁ ĞĨĞĞů
obliged to report on changes being introduced in all tax
returns in the coming 2019 tax season. The ATO believe
tax revenue leakage of as much as $8.7bn is occurring
as a result of incorrect, overstated or fraudulent claims
in individual income tax returns.
dŽŝĚĞŶƟĨǇŚŝŐŚƌŝƐŬƚĂǆƉĂǇĞƌƐ͕ ϮϬϭϵǁ ŝůůďĞƚŚĞĮ ƌƐƚǇĞĂƌǁ ŚĞƌĞŐƌĂŶƵůĂƌ
tax data will be reported to the ATO by both tax agent and self prepared
tax returns. Data matching and data mining algorithms will be employed
ƚŽĐŽŵƉĂƌĞĐůĂŝŵƐĂŐĂŝŶƐƚŽĐĐƵƉĂƟŽŶĂŶĚŝŶĚƵƐƚƌǇĐŽĚĞƐ͘
ĂƌƚƌĂǀ Ğů͕ůĂƵŶĚƌǇĂŶĚƌĞŶƚĂůƉƌŽƉĞƌƚǇĚĞĚƵĐƟŽŶƐĂƌĞďĞŝŶŐŚŝŐŚůŝŐŚƚĞĚ
ĨŽƌƐƉĞĐŝĂůĂƩ ĞŶƟŽŶŝŶƚŚŝƐĮ ƌƐƚǇĞĂƌ͘ t ĞƌĞĐŽŵŵĞŶĚĂŶǇĐůĂŝŵƐŵĂĚĞ
ƵŶĚĞƌƚŚĞƐĞĐĂƚĞŐŽƌŝĞƐƐŚŽƵůĚďĞĚŝůŝŐĞŶƚůǇƐƵďƐƚĂŶƟĂƚĞĚ͘ 

Tax Cuts - Some Good News
/ŶĂƉŽůŝƟĐĂůůǇǁ ŝůǇŵŽǀ Ğ͕ ƚŚĞ>E WĐŽĂůŝƟŽŶϮϬϭϴ&ĞĚĞƌĂůƵĚŐĞƚĂŶͲ
nounced signiﬁcant personal tax cuts over 7 years commencing in
ϮϬϭϴͬ ϭϵǁ ŚŝĐŚǁ ŽƵůĚŽŶůǇƚĂŬĞĞī ĞĐƚŝĨƚŚĞĐŽĂůŝƟŽŶǁ ĂƐƌĞ-elected in
2019. Surprising most, including your writer, they now have to deliver.
For 2018/19, a new non-refundable Low and Middle Income Tax Oﬀset
;>/D K ͿŽĨΨϭϬϴϬΎŝƐďĞŝŶŐŝŶƚƌŽĚƵĐĞĚŝŶĂĚĚŝƟŽŶƚŽƚŚĞĞǆŝƐƟŶŐΨϰϰϱ
Low Income Tax Oﬀset (LITO). Further, the 32.5% marginal tax rate
ƚŚƌĞƐŚŽůĚŽĨΨϴϳ ͕ ϬϬϬŝƐƚŽďĞƌĞƚƌŽƐƉĞĐƟǀ ĞůǇŝŶĐƌĞĂƐĞĚƚŽΨϵϬ͕ ϬϬϬΎ͘ /Ŷ
ĂŶŝŶƚĞƌĂĐƟǀ ĞŵĂƚƌŝǆ͕ďĂƐĞĚŽŶdĂǆĂďůĞ/ŶĐŽŵĞ͕ ƚŚŽƐĞǁ ŝƚŚŝŶĐŽŵĞƐŽĨ
$90,000 pa. will enjoy the maximum tax beneﬁt of around $1,215 with
beneﬁts of at least $1,080 to all taxpayers with incomes above $48,000.
K ŶĂƐůŝĚŝŶŐƐĐĂůĞ͕ Ğǀ ĞƌǇƚĂǆƉĂǇĞƌďĞůŽǁ ƚŚĞƐĞůĞǀ ĞůƐŝƐďĞƩ ĞƌŽī ͕ ĂƐŝƐ
every taxpayer earning up to $126,000. This is very welcome news.
Ύ^ƵďũĞĐƚƚŽ^ĞŶĂƚĞĂƉƉƌŽǀ ĂůĂŶĚZŽǇĂůƐƐĞŶƚ͘ ͛ ŵŽŶůďŽ͕ ŝƚ͛ ƐƟŵĞƚŽŵŽǀ ĞŽŶ͘

Melbourne Property Prices Stabilise
D ĞůďŽƵƌŶĞƌĞƐŝĚĞŶƟĂůƉƌŽƉĞƌƚǇƉƌŝĐĞƐƐƚĂďŝůŝƐĞĚŝŶ:ƵŶĞϮϬϭϵĂŌĞƌĂϭϮϭϴŵŽŶƚŚƉĞƌŝŽĚŽĨƐŽŌƚƌĂĚŝŶŐ͕ ƐĞĞŝŶŐƉƌŝĐĞƐĨĂůůĂƌŽƵŶĚϭϬй ŽŶĨĞĂƌƐŽĨ
ƚŚĞĞůĞĐƟŽŶŽĨƚŚĞ>WƉƌŽƉĞƌƚǇƚĂǆĂŐĞŶĚĂ͘ t ŝƚŚƚŚĞZƌĞĚƵĐŝŶŐŝŶͲ
terest rates to 1.25%, APRA relaxing lenders’ loan serviceability tests,
easy money for property borrowers is re-appearing everywhere. Again.
On Mother’s Day, the government announced a most short sighted First
Home Buyer Oﬀer to underwrite 15% of loans extended to 10,000 borrowers who have a deposit of only 5%. This will increase lower end pricĞƐďǇĂƌŽƵŶĚΨϮϱ͕ ϬϬϬ͕ Ğī ĞĐƟǀ ĞůǇĚŽŶĂƟŶŐƚŚĞďĞŶĞĮ ƚƚŽǀ ĞŶĚŽƌƐ͘ When
will we ever learn? Imagine if this policy were in force 12 months ago.
With a 5% deposit, and ignoring stamp duty, every borrower would toĚĂǇŚĂǀ ĞůŽƐƚϭϬϬй ŽĨƚŚĞŝƌĚĞƉŽƐŝƚĂŶĚďĞƵŶĐŽŵĨŽƌƚĂďůǇƐŝƫ ŶŐŽŶŶĞŐͲ
ĂƟǀ ĞĞƋƵŝƚǇ͕ǁ ŽŶĚĞƌŝŶŐǁ ŚǇƚŚĞǇǁ ĞƌĞůĞŶƚƚŚĞŵŽŶĞǇŝŶƚŚĞĮ ƌƐƚƉůĂĐĞ͘ 
Although pleased market declines have stopped, we are disturbed that
the main reason appears to be a return to the bad old days of simply
ƚŚƌŽǁ ŝŶŐĞǀ ĞƌĐŚĞĂƉĞƌŵŽŶĞǇĂƚǇŽƵŶŐďŽƌƌŽǁ ĞƌƐ͘ dŚŝƐƉƌŽǀ ĞƐŽƵƌŽŌĞŶ
repeated conclusion that house prices are now determined by the supply
of money, not the supply of property͘ t ĞĐĂƵƟŽŶǁ ŽƵůĚďĞƉƌŽƉĞƌƚǇ
ŝŶǀ ĞƐƚŽƌƐůŽŽŬŝŶŐƚŽũƵŵƉŝŶƚŽƚŚĞŵĂƌŬĞƚĂŶĚĞǆƉĞĐƟŶŐůĂƌŐĞĐĂƉŝƚĂů
ŐƌŽǁ ƚŚƌĞƚƵƌŶƐ͘ ŌĞƌĂďŽŽŵ͕ you are not buying cheaply, just cheaper.

Although requiring diﬀerent skills, ŝŶǀ ĞƐƟŶŐŝŶĞƋƵŝƟĞƐĚĞŵĂŶĚƐƐŝŵŝůĂƌ
due diligence. Errors associated with buying shares are more commonplace than property since anyone can jump online and start with relaRetirees Dealt Another Blow
Ɵǀ ĞůǇůŝƩ ůĞŵŽŶĞǇ͕ůŝƩ ůĞŬŶŽǁ ůĞĚŐĞĂŶĚŶŽĂĚǀ ŝĐĞ͘ dŚĞƌĞĂŌĞƌĂůůĨŽƌŵƐ
ŽĨďĞŚĂǀ ŝŽƵƌĂůďŝĂƐĐĂŶƚĂŬĞŽǀ Ğƌ͘ , ŽƚƐĞĐƚŽƌƐͬ ƐƚŽĐŬƐ͕ ďƌŽŬĞƌƟƉƐ͕ ͞ ŚŝŐŚ
ŽŶƟŶƵĞĚŝŶƚĞƌĞƐƚƌĂƚĞĨĂůůƐĂƌĞĚĞĐŝŵĂƟŶŐƌĞƟƌĞĞŝŶĐŽŵĞƐ͘ t ĞŚĂǀ Ğ
yield”, “blue chip” and “fully franked” are common but superﬁcial criteďĞĞŶƌĞƐĞĂƌĐŚŝŶŐůŽǁ ƌŝƐŬĂůƚĞƌŶĂƟǀ ĞƐĨŽƌĐůŝĞŶƚƐĂŶĚĂƌĞĞǆƉĞĐƟŶŐƚŽ
ƌŝĂ͕ ŽŌĞŶŚĂǌĂƌĚŽƵƐƚŽŽŶĞ͛ ƐĮ ŶĂŶĐŝĂůŚĞĂůƚŚ͘  ĞƐƉŝƚĞƚŚŝƐŵĂŶǇĚŽ͘  publish a comprehensive paper on this soon. Watch this space.
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Market Round Up

Our rise of China discussion referenced
rare earth elements. These are 17 elements on the periodic table that have
ƵŶŝƋƵĞƉƌŽƉĞƌƟĞƐŶĞĐĞƐƐĂƌǇƚŽŽƵƌƉƵƌͲ
suit of cleaner, more eﬃcient energy and
ĂƉƉĞƟƚĞĨŽƌĚŝŐŝƚĂůͬ ĞůĞĐƚƌŽŶŝĐƉƌŽĚƵĐƚƐ͘

Overseas Shares

Despite its name, rare earths are not
rare, however they are extremely ineﬃcient and costly to extract and process using chemical treatments. A
ƉĂƌĂĚŽǆŽĨƐǁ ŝƚĐŚŝŶŐĨƌŽŵƉŽůůƵƟŶŐĐĂƌďŽŶďĂƐĞĚĨƵĞůƐƚŽŐƌĞĞŶĞƌĞůĞĐͲ
ƚƌŽŶďĂƐĞĚĨƵĞůƐŝƐŵĂŶĂŐŝŶŐƌĂĚŝŽĂĐƟǀ Ğǁ ĂƐƚĞ͘ Ŷǀ ŝƌŽŶŵĞŶƚĂůĐŽŶĐĞƌŶƐ
may have held back the Western world but not China, prepared to devastate large areas of land and exhaust local clean water in its pursuit of
ŐůŽďĂůŵĂŶƵĨĂĐƚƵƌŝŶŐĚŽŵŝŶĂƟŽŶ͘ 
Described as the “vitamins of industry” by Australian REE industry expert, Alister MacDonald of Alkane Resources Ltd, REE can be found in
every corner of modern life. In the form of lightweight super magnets, it
is found in hybrid/electric motors, wind turbines and aerospace sysƚĞŵƐ͘ ZĂƌĞĂůƐŽƵƐĞĚŝŶŵŝŶƵƚĞƋƵĂŶƟƟĞƐ͕ ďƵƚŝŶƚĞŐƌĂůƚŽƚŚĞĨƵŶĐƟŽŶ
ŽĨŵŽďŝůĞƉŚŽŶĞƐ͕ Į ďƌĞŽƉƟĐƐ͕ ds ͬ > ƐĐƌĞĞŶƐ͕ > ůŝŐŚƚƐ͕ ĐŽŵƉƵƚĞƌƐ͕ 
digital cameras, headphones, even MRI’s and the contrast injected into
ƉĂƟĞŶƚƐƚŽŽďƚĂŝŶƚŚĞĐůĞĂƌĞƐƚŝŵĂŐĞƐŽĨŚƵŵĂŶƟƐƐƵĞĂŶĚŽƌŐĂŶƐ͘ 
/ŶƚŚĞZŵĂƌŬĞƚ͕ ŚŝŶĂŝƐĞƐƐĞŶƟĂůůǇĂŵŽŶŽƉŽůǇƉůĂǇĞƌƉƌŽĚƵĐŝŶŐϴϬй 
of the world’s processed REE and consuming 70%.
That may all be about to change as a result of the current trade war. The
h ^Į ŶĚƐŝƚƐĞůĨƚŽďĞĂǀ ŝĐƟŵŽĨŝƚƐŽǁ ŶŵĂŬŝŶŐ͕ ŚĂǀ ŝŶŐĂďĂŶĚŽŶĞĚƉƌŽͲ
ĚƵĐƟŽŶĚĞĐĂĚĞƐĂŐŽ͕ ŚĂŶĚŝŶŐƚŚĞĚŝƌƚǇ͕ĐĂƉŝƚĂůŝŶƚĞŶƐŝǀ ĞŝŶĚƵƐƚƌǇŽŶĂ
ƉůĂƩ ĞƌƚŽƚŚĞŝƌŶŽǁ E ĞŵĞƐŝƐ͘ :ĂƉĂŶǁ ĂƐƐŝŵŝůĂƌůǇƉůĂĐĞĚĂĚĞĐĂĚĞĂŐŽ͕ 
ĂŶĚĮ ŶĂŶĐŝĂůůǇĂůŝŐŶĞĚŝƚƐĞůĨǁ ŝƚŚ>ǇŶĂƐƚŽƐĞĐƵƌĞĐŽŶƟŶƵŽƵƐƐƵƉƉůǇ
ĨƌŽŵƚŚĞŽŶůǇĞǆŝƐƟŶŐƐŝŐŶŝĮ ĐĂŶƚŶŽŶŚŝŶĞƐĞƉƌŽĚƵĐĞƌ͘ ƐŵĂƌƚŵŽǀ Ğ͘
Trump calling Australia... although it may take 2-5 years to generate
ƉƌŽĐĞƐƐĞĚƉƌŽĚƵĐƚ͕ ƵƐƚƌĂůŝĂŝƐŝŶƚŚĞĞŶǀ ŝĂďůĞƉŽƐŝƟŽŶŽĨŚĂǀ ŝŶŐ͞ ƐŚŽǀ Ğů
ready“ projects and able to build mines, subject only to ﬁnance. Let’s
ŚŽƉĞǁ ĞĐĂŶĐĂƉŝƚĂůŝƐĞŽŶƚŚŝƐƐŝƚƵĂƟŽŶƚŽƉƌŽĮ ƚĂďůǇĂƐƐŝƐƚŽƵƌŽǁ Ŷ
economy and protect the broader supply interests of the world.

Want to See the Future? - Study This

A glimpse at the Market Facts table below may be of surprise to many.
ŌĞƌǇĞĂƌƐŽĨƐŽůŝĚƌĞƚƵƌŶƐ͕ ĂůůŽĨƚŚĞh <͕ ' ĞƌŵĂŶ͕ , ŽŶŐ<ŽŶŐĂŶĚ:ĂƉĂͲ
ŶĞƐĞŵĂƌŬĞƚƐŵĂƌŬĞĚƟŵĞŽǀ ĞƌϮϬϭϴͬ ϭϵ͘ dŚĞŽŶůǇŵĂƌŬĞƚƚŽƌŝƐĞŽǀ Ğƌ
2019 was the Dow Jones. Along with the tech heavy Nasdaq, US markets have surged to unsustainable levels. At 31st December, 2018 when
the FED was “normalizing” interest rates and the economy was humming, the Dow stood at 23,327. With the FED pausing over slowing
growth concerns, it has risen by 14% to 26,600. If that makes no sense,
you may be onto our theme that interest rates drive asset prices.
Although concerned by current market levels, we are seeing a synchroŶŝǌĞĚŐůŽďĂůĚĞĐůŝŶĞŝŶŝŶƚĞƌĞƐƚƌĂƚĞƐƌĞƐƉŽŶĚŝŶŐƚŽƐŽŌ'  WŐƌŽǁ ƚŚ͘ 
h ŶĚĞƌƐƵĐŚƐƟŵƵůĂƚŽƌǇĐŽŶĚŝƟŽŶƐ͕ ŵĂƌŬĞƚƐĂƌĞƵŶůŝŬĞůǇƚŽĨĂůůŝŶƚŚĞ
short term, unless by an (unlikely) external Black Swan event. In the
very short run, bad economic news is good for markets since central
banks will lower rates. However, in the long run, bad economic news is
bad for markets. It always is. For now we are holding our nerve and
applying DCA strategies recalling an old adage, “Don’t ﬁght the FED”.
K ƵƌƉƌĞĨĞƌƌĞĚŝŶƚĞƌŶĂƟŽŶĂůĂƐƐĞƚŵĂŶĂŐĞƌƐ͕ ůŝŬĞƵƐ͕ ƌĞŵĂŝŶĐĂƵƟŽƵƐ͘ 
Australian Shares
dŚĞD ĂǇĞůĞĐƟŽŶƌĞƐƵůƚƌĞƐƵƌƌĞĐƚĞĚƚŚĞƵƐƚƌĂůŝĂŶůůK ƌĚƐŝŶĚĞǆǁ ŚŝĐŚ
is weighted heavily into our high dividend paying ﬁnancial sector. InvesƚŽƌƌĞůŝĞĨŽǀ ĞƌƚŚĞƌĞƚĞŶƟŽŶŽĨĨƌĂŶŬŝŶŐĐƌĞĚŝƚƐǁ ĂƐĂŬĞǇĚƌŝǀ Ğƌ͘
ŌĞƌϭϮůŽŶŐǇĞĂƌƐ͕ ƚŚĞůůK ƌĚƐŝƐĂƉƉƌŽĂĐŚŝŶŐŝƚƐƉƌĞ' &ŚŝŐŚŽĨϲ͕ ϴϱϯ 
ůĂƐƚƌĞĂĐŚĞĚŽŶϭƐƚE Žǀ ĞŵďĞƌϮϬϬϳ ͘ /ŶƚĞƌƉƌĞƟŶŐƚŚŝƐĚĂƚĂ͕ ƚŚŽƐĞůŽǁ 
cost passive stock index investments you hear about, would have
earned a peak to peak compound return of 4.2% pa (the dividend rate
ŽĨƚŚĞŝŶĚĞǆͿ&K Z&^͘ ĂŶĂĐŽƌƉ͛ ƐĂĐƟǀ ĞĞƋƵŝƟĞƐŵĂŶĂŐĞƌƐ͕ Žǀ Ğƌ
ƚŚĞĞƋƵŝǀ ĂůĞŶƚƟŵĞƉĞƌŝŽĚŚĂǀ ĞĂǀ ĞƌĂŐĞĚŽǀ Ğƌ6.3% pa AFTER FEES.
We believe good fund management, like good advice, pays for itself.
For the second year running, Australian shares returned over 10%.
ZĞƐŝĚĞŶƟĂůWƌŽƉĞƌƚǇ
, Ăǀ ŝŶŐďƌŝĞŇǇĚŝƐĐƵƐƐĞĚƚŚĞƉŽƐƚĞůĞĐƟŽŶƌŝƐĞŝŶĐŽŶĮ ĚĞŶĐĞ͕ ůĞŶĚŝŶŐ
and house prices, all property owners can breathe a sigh of relief, especially investors. But don’t imagine we are at the beginning of another
ďŽŽŵ͘ dŚŽƐĞĚĂǇƐĂƌĞŽǀ Ğƌ͘ t ŚŝůĞƉƌĞƐĞŶƚĐŽŶĚŝƟŽŶƐĂƌĞďĞƩ ĞƌĨŽƌ
younger home buyers, the monetary shenanigans and debt concerns
we have previously outlined remain and overseas property buyers have
gone AWOL. Cheap money may sustain prices but is unlikely to increase
them. Our next Insight will provide readers with an update on MelďŽƵƌŶĞ͛ ƐŵŽƐƚŐůŽƌŝŽƵƐƌĞƐŝĚĞŶƟĂůĚĞǀ ĞůŽƉŵĞŶƚ͕ ƵƐƚƌĂůŝĂϭϬϴ͘
Interest Rates
t ĞĂƌĞŵǇƐƟĮ ĞĚĂƐƚŽǁ ŚǇƚŚĞZĞƐĞƌǀ ĞĂŶŬŝƐŝŶƚĞŶƚŽŶůŽǁ ĞƌŝŶŐŝŶͲ
terest rates when the economy is supposedly doing fairly well. Are they
keeping secrets? Or are they saving the property market? Our concern
ŝƐƚŚĂƚƐŚŽƵůĚĐŽŶĚŝƟŽŶƐƌĞĂůůǇĚĞƚĞƌŝŽƌĂƚĞ͕ ƚŚĞĂŶŬŚĂƐŶŽǁ ŚĞƌĞƚŽ
go. The tax cuts to be received by all taxpayers will be a signiﬁcant
boost to the economy and support current rates. The challenge reŵĂŝŶƐĐŽŶƟŶƵĞĚĐŽƐƚŽĨůŝǀ ŝŶŐŝŶĐƌĞĂƐĞƐŝŶƚŚĞĨĂĐĞŽĨůŝƩ ůĞƚŽŶŽǁ ĂŐĞƐ
ŽƌƉƌŽĚƵĐƟǀ ŝƚǇŐƌŽǁ ƚŚ͘ ^ĂĚůǇĨŽƌƐĂǀ ĞƌƐ͕ ĞǆƉĞĐƚĚĞƉŽƐŝƚƌĂƚĞƐƚŽŬĞĞƉ
falling. Borrowers you are being protected, take advantage of it. But
keep spending, your country depends on it. Good luck to all.

dŚĞĂďŽǀ ĞĐŚĂƌƚŝůůƵƐƚƌĂƚĞƐŚŽƵƐŝŶŐĐŽŶƐƚƌƵĐƟŽŶĂƉƉƌŽǀ ĂůƐ- a lead indiĐĂƚŽƌŽĨĂĐƚƵĂůĐŽŶƐƚƌƵĐƟŽŶƚŽďĞĐŽŵŵĞŶĐĞĚŽǀ ĞƌƚŚĞŶĞǆƚϭϮ–18
months. Observe the orange tail. This indicates that while current conƐƚƌƵĐƟŽŶŝƐĂƚĂůůƟŵĞŚŝŐŚƐ͕ ĂƐĞƌŝŽƵƐĚƌŽƉŽī ŵĂǇŽĐĐƵƌϮϬϮϬͬ Ϯϭ͘ 

ƌĂŝŶdĞĂƐĞƌ^ŽůƵƟŽŶ͗ ϱϬĐĞŶƚƐ

MARKET FACTS

June
2019

June
2018

June
2017

June
2016

Australian All Ordinaries
Dow Jones (US)
FTSE 100 (UK)
Nikkei (Japan)
Hang Seng (Hong Kong)
Dax (Germany)

6,699
26,600
7,425
21,276
28,542
12,398

6,290
24,271
7,637
22,304
28,955
12,306

5,764
21,349
7,313
20,033
25,765
12,325

5,310
17,930
6,504
15,576
20,727
9,680

5 Years Ago
2014
5,382
16,826
6,743
15,162
23,191
9,833

7 Years Ago
2012
4,135
12,880
5,571
9,008
19,441
6,416

10 Years Ago
2009
3,948
8,447
4,249
9,958
18,378
4,809

DISCLAIMER
The information, comments and projections contained herein are believed to be accurate, but represent general
advice and are supplied for your interest only. You are cautioned not to proceed with any investment action until
you have sought personal advice regarding its suitability to your needs from a licensed financial adviser.

15 Years Ago
2004
3,530
10,435
4,464
11,859
12,285
4,052

