
Despite Mao Zedong’s ϭϵϰϵ�' ƌĞĂƚ�>ĞĂƉ�&Žƌǁ ĂƌĚ�ĂŶĚ�ƚŚĞ�ĨŽƌŵĂƟŽŶ�ŽĨ�
ƚŚĞ�WĞŽƉůĞ͛Ɛ�ZĞƉƵďůŝĐ�ŽĨ��ŚŝŶĂ͕ �ƚŚĞ�ŶĂƟŽŶ�ƐƵī ĞƌĞĚ�ĞǆƚƌĞŵĞ�ĂŶĚ�ǁ ŝĚĞͲ
ƐƉƌĞĂĚ�ƉŽǀ ĞƌƚǇ�ĂŶĚ�ĨĂŵŝŶĞ͘�/ƚƐ�ĞĐŽŶŽŵǇ�ǁ ĂƐ�ŝŶ�ƚĂƩ ĞƌƐ�ǁ ŝƚŚ�ϴϴй �ŽĨ�ƉĞŽͲ
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 introduc-
ƟŽŶ�ŽĨ�ŝƚƐ�ŽŶĞ-ĐŚŝůĚ�ƉŽůŝĐǇ�ŝŶ�ƚŚĞ�ϭϵϳ ϬƐ͕ �ĚĞƐŝŐŶĞĚ�ƚŽ�ƋƵĂƌĂŶƟŶĞ�ĚĞƐƉĂŝƌ͘

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
ĂŶĚ�ĐƵůƚƵƌĞ͘��ĚĂƉƟŶŐ�ƚŚĞ�:ĂƉĂŶĞƐĞ�ĂŶĚ�̂ ���ƐŝĂ�ĞĐŽŶŽŵŝĐ�ƉĂƚŚ͕ �ƚŚŝƐ�ǀ ŝͲ
sionary State led/profit-based hybrid system became a game changer.

dŚĞ�t ĞƐƚĞƌŶ�ǁ ŽƌůĚ͕ �ƉĂƌƟĐƵůĂƌůǇ�ƚŚĞ�h^͕ �ŶĂŝǀ ĞůǇ�ďĞůŝĞǀ ĞĚ�ƚŚĂƚ��ŚŝŶĂ�ǁ ĂƐ��
going to embrace its mores and open itself to western development and
ŵŽĚĞƌŶŝƐĂƟŽŶ͘ �yŝĂŽƉŝŶŐ�ŝŵƉůŝĐŝƚůǇ�ŶƵƌƚƵƌĞĚ�ƚŚŝƐ�ďĞůŝĞĨ͘ ��ĐĐĞƉƚĞĚ�ŝŶƚŽ�ƚŚĞ�
t ŽƌůĚ�dƌĂĚĞ�KƌŐĂŶŝƐĂƟŽŶ�ŝŶ�ϮϬϬϭ͕ ��ŚŝŶĂ�ĞŶũŽǇĞĚ�ƚŚĞ�Ɖƌŝǀ ŝůĞŐĞƐ�ŽĨ�ƚĂƌŝī ͬ
subsidy concessions designed to assist and fast track its development.

hŶĚĞƌ�ƐƚƌŝĐƚ�ĐŽŶĚŝƟŽŶƐ͕ �ĨŽƌĞŝŐŶ�ĐŽŵƉĂŶŝĞƐ�ǁ ĞƌĞ�Őŝǀ ĞŶ�ĂĐĐĞƐƐ�ƚŽ�China’s
largest asset, cheap labour ͘ ���ĐŽŶĚŝƟŽŶ�ŽĨ�ĂĐĐĞƐƐ�ǁ ĂƐ�ƚŚĂƚ�ƚŚĞ�ŶĞǁ �
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 Euro-
ƉĞĂŶ�ĐŽƌƉŽƌĂƟŽŶƐ͘ �dŚĞ�ĂůůƵƌĞ�ŽĨ�ĐŚĞĂƉĞƌ�ĐŽƐƚƐ�ĂŶĚ�ŚŝŐŚĞƌ�ƉƌŽĮ ƚƐ�ǁ ĂƐ�
ŝƌƌĞƐŝƐƟďůĞ͘�K , Θ^�ĂŶĚ�ĞŶǀ ŝƌŽŶŵĞŶƚĂů�ĐĂƌĞ�ǁ ĞƌĞ�ŶŽƚ�ƉƌŝŽƌŝƟĞƐ�ŽĨ��ŚŝŶĂ�Žƌ�
ŝƚƐ�ǁ ŽƌŬĞƌƐ͘ ��ǆƉŽƌƟŶŐ�ũŽďƐ�ƚŽ��ŚŝŶĂ�ůĞŌ�Ă�ĚĞǀ ĂƐƚĂƟŶŐ�ƚƌĂŝů�ŽĨ�ƵŶĞŵƉůŽǇͲ
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

�ŌĞƌ�ŵĂŶǇ�ǇĞĂƌƐ�ŽĨ�ĨĂĐƚŽƌǇ�ďƵŝůĚŝŶŐ͕�ƵƌďĂŶŝͲ
ƐĂƟŽŶ�ĂŶĚ�ƐŽĐŝĂů�ƌĞƐƚŽƌĂƟŽŶ��ŚŝŶĂ͕ �ŶŽƚ�
known for its strong intellectual property
rights, was able to either forcibly take, re-
verse 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 busi-
ŶĞƐƐĞƐ�ǁ ŚŝĐŚ�ŝƚ�ďĞůŝĞǀ ĞƐ�ĂƌĞ�ŶŽƚ�ĐŽŵƉĂƟďůĞ�ǁ ŝƚŚ�ŝƚƐ�ŝŶƚĞƌͲ
ests. You won’t find ' ŽŽŐůĞ͕��ŵĂǌŽŶ͕ �&ĂĐĞďŽŽŬ͕�dǁ ŝƩ Ğƌ͕�
eBay Žƌ�ŵĂŶǇ�ŽƚŚĞƌ�ƐŽĐŝĂů�ŵĞĚŝĂ�ƉůĂƞŽƌŵƐ�ŝŶ��ŚŝŶĂ͘ �They
are banned. Instead are their “home grown” juggernauts,
nurtured with subsidies such Alibaba, Tencent, WeChat,
Baidu, Sina Weibo�ƐĞƌǀ ŝŶŐ�ŝƚƐ�ϭ͘ ϯďŶ�ƉĞŽƉůĞ�ĂŶĚ�ŝŶ�ƟŵĞ�ƚŚĞ�
world. Hardly a level playing field, but don’t expect China 
to give away its advantage. China leads the no-cost peer to
ƉĞĞƌ�ĚŝŐŝƚĂů�ƚƌĂŶƐĂĐƟŽŶ�ĨƌŽŶƟĞƌ�ĂŶĚ�ŝŶƚĞŶĚ�ƚŽ�ŽŶ-sell it.

Thusydides’ Trap in the 21st Century

Thusydides is not well known, but was one of the
ǁ ŽƌůĚ͛ Ɛ�Į ƌƐƚ�ŚŝƐƚŽƌŝĂŶƐ͘ �>ŝǀ ŝŶŐ�Ăƚ�ƚŚĞ�ƟŵĞ�ŽĨ�ƚŚĞ�
Golden Age of Greece (c.460BC), he recorded the
ĐŽŶŇŝĐƚ�ďĞƚǁ ĞĞŶ��ƚŚĞŶƐ�ĂŶĚ�̂ ƉĂƌƚĂ�ĂŶĚ�ƉƌŽƉŚĞƟͲ
cally foretold future history when describing the
ŶĂƚƵƌĞ�ŽĨ�ďĂƩ ůĞ͘�, Ğ�ƉƌŽǀ ŝĚĞĚ�ŝŶƐŝŐŚƚ�ŝŶƚŽ�ƚŚĞ�ƌĞĐƵƌͲ
ring sequence of events and the downfall of em-
pires when a ruling dominant power is displaced

by a new and rising one. Thusydides spoke of the incumbent’s fear of
ƚŚĞ�ŶĞǁ �ĨŽĞ͕�ŝƚƐ�ĂŶŐĞƌ͕�ĂƌƌŽŐĂŶĐĞ͕�ƌĞƚĂůŝĂƟŽŶ�ĂŶĚ�ƵůƟŵĂƚĞůǇ�ƐƵďŵŝƐƐŝŽŶ͘ ����

͞ dŚƵƐǇĚŝĚĞƐ͛ �dƌĂƉ͟ �ǁ ĂƐ�ĂŶ�ĞǆƉƌĞƐƐŝŽŶ�ĐŽŝŶĞĚ�ďǇ�ƉŽůŝƟĐĂů�ƐĐŝĞŶƟƐƚ�' ƌĂͲ
ŚĂŵ��ůůŝƐŽŶ�ǁ ŚĞŶ�ƌĞŇĞĐƟŶŐ�ŽŶ�ƚŚĞ�ĂƐƚŽŶŝƐŚŝŶŐ�ƌŝƐĞ�ŽĨ��ŚŝŶĂ�Žǀ Ğƌ�ƚŚĞ�
last 40 years and the gradual demise of the US as an economic power.

K ǀ Ğƌ�ƚŚĞ�ŶĞǆƚ�ĚĞĐĂĚĞ͕�ǁ Ğ�ƐĞĞŵ�ĚĞƐƟŶĞĚ�ƚŽ�ǁ ŝƚŶĞƐƐ�Ă�ĐŚĂŶŐŝŶŐ�ŽĨ�ƚŚĞ�
ŐƵĂƌĚ͘ ���ƉƌŽĨŽƵŶĚ�ƐŚŝŌŝŶŐ�ŽĨ�ƉŽǁ Ğƌ͕�ĐƵůƚƵƌĞ�ĂŶĚ�ǀ ĂůƵĞƐ�ĨƌŽŵ�ƚŚĞ�t 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
ĐůĂƐƐŝĐ�ƐŝŐŶƐ�ŽĨ�Ă�ĚǇƐĨƵŶĐƟŽŶĂů͕�ĨĂůƚĞƌŝŶŐ�ĞŵƉŝƌĞ͘�t ĞĂŬĞŶĞĚ͕ �ƚŚĞ�ďŽůĚ�
Made in China 2025 program seeks to
win a bloodless, global economic war.

A Brief History of China

Since Australia relies so heavily on Chi-
na for our standard of living, we believe
it is important we understand just a
ůŝƩ ůĞ�ĂďŽƵƚ�ŝƚƐ�ŚŝƐƚŽƌǇ͘

&Žƌ�Žǀ Ğƌ�Ϯ�ŵŝůůĞŶŶŝĂ�ŵŽƐƚ�t ĞƐƚĞƌŶ�ŶĂƟŽŶƐ�ŝŶĐůƵĚŝŶŐ�ŽƵƌ�Žǁ Ŷ͕ �Žǁ Ğ�ƚŚĞŝƌ�
culture to Judeo-�ŚƌŝƐƟĂŶ�ǀ ĂůƵĞƐ͕ �ĚĞŵŽĐƌĂĐǇ͕�ĐŽůŽŶŝƐĂƟŽŶ͕ �ĞǆƉůŽƌĂƟŽŶ͕ �
ŝŶĚƵƐƚƌŝĂůŝƐĂƟŽŶ͕ �ŝŵŵŝŐƌĂƟŽŶ�ĂŶĚ�ĂƐƐŝŵŝůĂƟŽŶ͘ �dŚĞ�ƌƵůĞ�ŽĨ�ůĂǁ �ĂŶĚ�
ŝŶĚŝǀ ŝĚƵĂů�ƌŝŐŚƚƐ�ŚĂǀ Ğ�ďĞĞŶ�Ăƚ�ƚŚĞ�ĐŽƌĞ�ŽĨ�ĐĂƉŝƚĂůŝƐŵ�ĂŶĚ�ŵŽĚĞƌŶŝƐĂƟŽŶ͘

E Žǁ �ĐŽŶƐŝĚĞƌ��ŚŝŶĂ͕ �Ă�ŶĂƟŽŶ�ǁ ŚŽƐĞ�ƉĂƐƚ�ĐŽƵůĚ�ŶŽƚ�ďĞ�ŵŽƌĞ�Ěŝī ĞƌĞŶƚ͘ �
>ŽŶŐ�ďĞĨŽƌĞ�ƚŚĞ�ϭϵϮϭ�ĨŽƌŵĂƟŽŶ�ŽĨ�ƚŚĞ��ŽŵŵƵŶŝƐƚ�WĂƌƚǇ�ŽĨ��ŚŝŶĂ͕ �ƚŚĞ�
ĚǇŶĂƐƚǇ�ůĞĚ�ŶĂƟŽŶ�ǁ ĂƐ�ƉƌŽƵĚůǇ�ƚŚĞ�ƉŝŽŶĞĞƌ�ŽĨ�ŚƵŵĂŶ�ƐĞƩ ůĞŵĞŶƚ͕ �Đŝǀ ŝůŝͲ
ƐĂƟŽŶ͕ �ŚƵƐďĂŶĚƌǇ͕�ƉŚŝůŽƐŽƉŚǇ�;�ŽŶĨƵĐŝƵƐͿ͕ �ĞŶŐŝŶĞĞƌŝŶŐ�ĂŶĚ�ŝŶŶŽǀ ĂƟŽŶ͘ �

Unlike the West, China did not conquer territories to change them. You
ƐĞĞ�Ăƚ�ƚŚĞ�ŚĞĂƌƚ�ŽĨ��ŚŝŶĞƐĞ�ŚŝƐƚŽƌǇ�ƐŝƚƐ�ƚŚĞ�ĐŽŶĐĞƉƚ�ŽĨ�ŽŶĞ�ŶĂƟŽŶ͕ �ŽŶĞ�
Đŝǀ ŝůŝƐĂƟŽŶ͕ �ŽŶĞ�ƌĂĐĞ�ĂŶĚ�Ă�ƐĞŶƐĞ�ŽĨ�ďĞŝŶŐ�ƚŚĞ�ĐĞŶƚƌĞ�ŽĨ�ŚƵŵĂŶŝƚǇ�ĂŶĚ�
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
ŝŶƚŽ�ŝƚƐ�ĞŵƉŝƌĞ�ǁ ĞƌĞ�ƉĞƌŵŝƩ ĞĚ�ƚŽ�ƌĞƚĂŝŶ�ƚŚĞŝƌ�Žǁ Ŷ�ůĂŶŐƵĂŐĞ͕�ƚŚĞŝƌ�Žǁ Ŷ�
ďĞůŝĞĨƐ�ĂŶĚ�ƚŚĞŝƌ�Žǁ Ŷ�ŝĚĞŶƟƚǇ�ŝŶ�ĞǆĐŚĂŶŐĞ�ĨŽƌ�ƉĂǇŝŶŐ�Ă�͞ ƚƌŝďƵƚĞ͟ �ƚŽ�ƚŚĞ��
mainland. This recognises China as head of the cultural hierarchy. Non-
Chinese 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 �>ĞŌ�ďĞŚŝŶĚ�ĂƐ�Ă�ƌĞƐƵůƚ�ŽĨ�ƚŚĞ�ŝŶĚƵƐƚƌŝĂů�ƌĞǀ 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
ƐƚƌŝĨĞ�ĂŶĚ�ĞĐŽŶŽŵŝĐ�ŝƐŽůĂƟŽŶ�ƐĂǁ ��ŚŝŶĂ�ďĞĐŽŵĞ�ĂŶ�ŝƌƌĞůĞǀ ĂŶƚ�ŶĂƟŽŶ͘
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t ŝƚŚ�ĞƋƵŝƚǇ�ĂŶĚ�ƉƌŽƉĞƌƚǇ�ƉƌŝĐĞƐ�ƌĞĐŽǀ ĞƌŝŶŐ�ŝŶ�ĞǆƉĞĐƚĂƟŽŶ�ŽĨ�ůŽǁ Ğƌ�ŝŶƚĞƌĞƐƚ�ƌĂƚĞƐ͕ �ƚŚĞ�ĚŝƐĐŽŶŶĞĐƚ�ďĞƚǁ ĞĞŶ�ŝŶǀ ĞƐƚŵĞŶƚ�ŚŽƉĞ�ĂŶĚ�ĞĐŽŶŽŵŝĐ�ƌĞĂůŝƚǇ�
ǁ ŝĚĞŶƐ͘ �/Ŷ�Ă�&ĂƵƐƟĂŶ�ďĂƌŐĂŝŶ͕ �ŵĂƌŬĞƚƐ�ĐŽŶƟŶƵĞ�ƚŽ�ƚƌĂĚĞ�Žī �ƐŚŽƌƚ�ƚĞƌŵ�ŐĂŝŶƐ�ĂŐĂŝŶƐƚ�ůŽŶŐĞƌ�ƚĞƌŵ�ƌŝƐŬƐ͘ �, Ăǀ ŝŶŐ�ƐĞĞŶ�Ă�ƉƌĞǀ ŝĞǁ �ŽĨ�ǁ ŚĂƚ�ƟŐŚƚĞƌ�ĐƌĞĚŝƚ��
ƐĞƫ ŶŐƐ�ĐĂŶ�ĚŽ�ŝŶ�Yϰ�ϮϬϭϴ͕�ƌĞŐƵůĂƚŽƌƐ�ďƵĐŬůĞĚ�ĂŶĚ�ĂƌĞ�ƌĞƚƵƌŶŝŶŐ�ƚŽ�ƚŚĞ�͞ ƐĂĨĞƚǇ͟�ŽĨ�ĐŚĞĂƉ�ĂŶĚ�ĞĂƐǇ�ŵŽŶĞǇ͘�/Ŷ��ƵƐƚƌĂůŝĂ͕ �̂ ĐŽD Ž͛ Ɛ�ŵŝƌĂĐůĞ�ĞůĞĐƟŽŶ�
victory amplified the echoing sound of the world’s silent majority. Brexit, Trump and now ScoMo represent the push back of individuals against pro-
ŐƌĞƐƐŝǀ Ğ�ŐŽǀ ĞƌŶŵĞŶƚƐ�ĂŶĚ�ƐŽĐŝĂůŝƐƚ�ƉŽůŝĐŝĞƐ�ƐƟŇŝŶŐ�ŝŶĐĞŶƟǀ Ğ͘��ĚĚ�Ă�ϮϭƐƚ�ĐĞŶƚƵƌǇ�ƐƚǇůĞ�ƚƌĂĚĞ�ǁ Ăƌ͕�ŝŶĐŽŵĞ�ƚĂǆ�ĐƵƚƐ�ĂŶĚ�ĂŶ�ĞǆƚƌĂŽƌĚŝŶĂƌǇ�ƵŶĨƵŶĚĞĚ�
ĚŽŵĞƐƟĐ�ŝŶĨƌĂƐƚƌƵĐƚƵƌĞ�ƉƌŽŐƌĂŵ�ŝŶƚŽ�ƚŚĞ�ƉƵŶĐŚ�ďŽǁ ů�ĂŶĚ�ǁ Ğ�ŶŽǁ �ŚĂǀ Ğ�ŽƵƌƐĞůǀ ĞƐ�Ă�ƐĞƌŝŽƵƐůǇ�ƚŽǆŝĐ�ĞĐŽŶŽŵŝĐ�ĐŽĐŬƚĂŝů͙ ďĞ�ƉƌĞƉĂƌĞĚ�ĨŽƌ�ƚŚĞ�ŚĂŶŐŽǀ Ğƌ͘�
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with China (larger than the Australian Government Annual Budget). Over
ĚĞĐĂĚĞƐ͕ �ƚŚĞ�ĞǆƉŽƌƟŶŐ�ŽĨ�ďŽƚŚ�ũŽďƐ�ĂŶĚ�/W�ŚĂƐ�ďĞĞŶ�ƐƚĂŐŐĞƌŝŶŐ͘�dŚĞ�h^�
WƌĞƐŝĚĞŶƚ�ŝƐ�ĂƩ ĞŵƉƟŶŐ�ƚŽ�ĂĚĚƌĞƐƐ�ƚŚŝƐ͕ �ďƵƚ�ůŝŬĞ�ŵĂŶǇ�ĐŚƌŽŶŝĐ�ĐŚĂůůĞŶŐĞƐ͕ �
ƚŚĞƌĞ�ŝƐ�ŶŽ�ĞĂƐǇ�Į ǆ͘�<ŝĐŬŝŶŐ�Žī �ǁ ŝƚŚ��ŚŝŶĞƐĞ�ƚĂƌŝī Ɛ�ĂŶĚ�ĐŝƟŶŐ�ƐĞĐƵƌŝƚǇ�
ĐŽŶĐĞƌŶƐ�ŚĂƐ�ďĞĐŽŵĞ�ƉƌŽďůĞŵĂƟĐ�ƐŝŶĐĞ��ŚŝŶĞƐĞ�ƉƌŽĚƵĐƚƐ�ĂƌĞ�ŶŽǁ �ĞŵͲ
bedded in the economies and systems of many of the US allies. This has
ŵĞĂŶƚ�ƚŚĂƚ�ƐŽŵĞ�h^��ůůŝĞƐ�ĂƌĞ�ƉŽƚĞŶƟĂůůǇ�ŚƵƌƚ�ďǇ�ƚŚĞ�ĂƐƐĂƵůƚ�ŽŶ��ŚŝŶĞƐĞ�
goods, with many European Allies unwilling to take sides in a no win
ƐŝƚƵĂƟŽŶ�ĨŽƌ�ƚŚĞŵ ͘ ��Ž�ƚŚĞǇ�ƌĞƐƉĞĐƚ�ƚŚĞ�ŶĂƟŽŶ�ƚŚĂƚ�ƐĂǀ ĞĚ�ƚŚĞŝƌ�ƉĂƐƚ ͕ �Žƌ�
appease the one that will protect their financial future? With no certain-
ty 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
ĞŶŐŝŶĞĞƌƐ�ĂŶĚ�Z�Θ���ƐƉĞŶĚŝŶŐ�ŝƐ�ŚƵŐĞ͕�ƉƵƫ ŶŐ�, ƵĂǁ Ğŝ�ǇĞĂƌƐ�ĂŚĞĂĚ�ŽĨ�
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 allianc-
es in South America while also having a leading presence in many Euro-
pean 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
ƚŚĂƚ�ĐŽƵůĚ�ƐĞĞ�ƚŚĞŝƌ�ƉƌŝĐĞƐ�ƐůĂƐŚĞĚ�Žǀ ĞƌŶŝŐŚƚ�ƉŽƚĞŶƟĂůůǇ�ůĞĂĚŝŶŐ�ƚŽ�ŐůŽďĂů�
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 sim-
ƉůŝƐƟĐ�ĚŝƐĐƵƐƐŝŽŶƐ�ĂďŽƵƚ�ƚĂƌŝī Ɛ͘ �dŚŝƐ�ƚƌĂĚĞ�ĚŝƐƉƵƚĞ�ŐŽĞƐ�ŵƵĐŚ�ĚĞĞƉĞƌ͘�/ƚ�
ŝƐ�Ă�ďĂƩ ůĞ�ďĞƚǁ ĞĞŶ��ĂƐƚ�ĂŶĚ�t ĞƐƚ�ƚŽ�ĐŽŶƚƌŽů�ĂŶĚ�ĚŽŵŝŶĂƚĞ�ƚŚĞ�ǁ ŽƌůĚ͛ Ɛ�
economic future. Thusydides would see a familiar ring about our 21st
ĐĞŶƚƵƌǇ�ƉŽůŝƟĐĂů�ĂŶĚ�ĞĐŽŶŽŵŝĐ�ĐŽŶƵŶĚƌƵŵ͘ �t ŝƚŚ�Ă�ŚĞĂĚůŝŶĞ�ĐĂƐƚ�ŽĨ�ĞŐŽͲ
ƟƐƚƐ�ŵĂĚĞ�ƵƉ�ŽĨ�dƌƵŵƉ͕ �:ŝŶŐƉŝŶŐ͕�WƵƟŶ͕ ��ďĞ�ĂŶĚ�<ŝŵ�:ŽŶŐ-un, we sus-
pect 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 ŽƐƚ�ŽĨ�ƵƐ�ůŝŬĞ�ƚŽ�ƚŚŝŶŬ�ǁ Ğ�ĂƌĞ�ƌĂƟŽŶĂů�ƉĞŽƉůĞ͘�t ŚĞŶ�ƉƌŽĐĞƐƐŝŶŐ�ŝŶĨŽƌͲ
ŵĂƟŽŶ͕ �ǁ Ğ�Ăƌƌŝǀ Ğ�Ăƚ�ŽƵƌ�ĚĞĐŝƐŝŽŶƐ�ŚĂǀ ŝŶŐ�ůŽŐŝĐĂůůǇ�ĐŽŶƐŝĚĞƌĞĚ�ƚŚĞ�ŵĞƌŝƚ�
ŽĨ�ĂůƚĞƌŶĂƟǀ ĞƐ͘ �ZŝŐŚƚ͍ ��ĐŽŶŽŵŝĐ�ƚŚĞŽƌǇ�ŝƐ�ůŝŬĞǁ ŝƐĞ�ďĂƐĞĚ�ŽŶ�Ă�ĨƵŶĚĂͲ
ŵĞŶƚĂů�ƉƌĞĐĞƉƚ�ƚŚĂƚ�ƉĞŽƉůĞ�ďĞŚĂǀ Ğ�ƌĂƟŽŶĂůůǇ͘�/Ĩ�ŝƚ�ǁ ĞƌĞ�ŶŽƚ�ƐŽ͕ �ƚŚĞ�ďĂƐŝĐ�
ĞĐŽŶŽŵŝĐ�ƉƌŽďůĞŵ�ŽĨ�ĂůůŽĐĂƟŶŐ�ƐĐĂƌĐĞ�ƌĞƐŽƵƌĐĞƐ�ǁ ŽƵůĚ�ďĞ�ŝŵƉŽƐƐŝďůĞ͘�

The above brain teaser is a simple example of how
ŵĂŶǇ�ŽĨ�ƵƐ�ŵĂŬĞ�ĚĞĐŝƐŝŽŶƐ�ďĂƐĞĚ�ŵŽƌĞ�ŽŶ�ŝŶƚƵŝƟŽŶ�
ƚŚĂŶ�ƚŚĞ�ĨĂĐƚƐ͘ �dŚŝƐ�ŝƐ�ƉĂƌƟĐƵůĂƌůǇ�ƚƌƵĞ�ǁ ŚĞƌĞ�ǁ Ğ�ĐŚŽŽƐĞ�
to, or have to make decisions quickly.

For those who got the answer right, you probably
ƚŚŽƵŐŚƚ�ĨŽƌ�Ă�ůŝƩ ůĞ�ŵŽƌĞ�ƚŚĂŶ�ϭϬ�ƐĞĐŽŶĚƐ�ƚŽ�Ăƌƌŝǀ Ğ�Ăƚ�ƚŚĞ�ĐŽƌƌĞĐƚ�ĂŶƐǁ Ğƌ͖�
ŚĂǀ ŝŶŐ�ŝŵŵĞĚŝĂƚĞůǇ�ƚŚŽƵŐŚƚ�ŽĨ�ƚŚĞ�͞ Žďǀ ŝŽƵƐ͟ �ĂŶƐǁ Ğƌ�Ψϭ͕ �ƚŚĞŶ�ƚĞƐƟŶŐ�ŝƚ�
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 �ƉƌŽĐĞƐƐ�ƚŽ�ŐĞƚ�ƚŚĞ�ƐĂŵĞ�ƌĞƐƵůƚ͕ �ŝŶĐůƵĚŝŶŐ�, Ăƌǀ ĂƌĚ�hŶŝǀ ĞƌƐŝƚǇ�
students.

Based on research first completed by Nobel Prize winner Daniel Kahne-
man and Amos Tversky in the 1970’s, it has been found that we each
have 2 decision processing systems:

System 1 ŝƐ�ŝŶƚƵŝƟǀ Ğ͕ �ƵŶĐŽŶƐĐŝŽƵƐ͕ �ĚĞƐŝŐŶĞĚ�ƚŽ�ďĞ�ĞǆƚƌĞŵĞůǇ�Ğĸ ĐŝĞŶƚ ͕ �
powerful and energy saving so that we can quickly deal with the many
ĚĞĐŝƐŝŽŶƐ�ǁ Ğ�ŵƵƐƚ�ŵĂŬĞ�ŽŌĞŶ�ŽŶ�ĂŶ�ŽŶŐŽŝŶŐ�ďĂƐŝƐ͘ �/ƚ�ĂƉƉůŝĞƐ�ƌƵůĞƐ�ŽĨ�
ƚŚƵŵď�ĂŶĚ�ƉƌŝŽƌ�ůĞĂƌŶŝŶŐƐ�ƚŽ�ŶĂƌƌŽǁ �ĚŽǁ Ŷ�ƚŚĞ�ƌĂŶŐĞ�ŽĨ�ĂůƚĞƌŶĂƟǀ ĞƐ�ǁ Ğ�
ŵƵƐƚ�ĐŚŽŽƐĞ�ĨƌŽŵ͘ ��ůƚŚŽƵŐŚ�Ğĸ ĐŝĞŶƚ͕ �ƚŚŝƐ�ƐǇƐƚĞŵ�ŽŌĞŶ�ůĞĂĚƐ�ƚŽ�ĞƌƌŽƌ͘

�ůƚŚŽƵŐŚ��ŚŝŶĂ�ŚĂƐ�Ă�ŵĂƐƐŝǀ Ğ�ƉŽƉƵůĂƟŽŶ͕ �ŝƚ�ŝƐ�ƌĞůĂƟǀ ĞůǇ�ďĂƌĞ�ŝŶ�ŶĂƚƵƌĂů�
resources. Thus over the last 15 years as China’s income has risen and
ŝƚƐ�ǁ ŽƌŬĨŽƌĐĞ�ƵƌďĂŶŝƐĞĚ͕ �ƚŚĞ�ďƵŝůĚŝŶŐ�ŽĨ�ĐŝƟĞƐ�;ŝŶ�ƐĐĂůĞ�ĞƋƵĂů�ƚŽ�Ğǀ ĞƌǇ�
city in Europe) has underpinned the economy of Australia and other
ƌĞƐŽƵƌĐĞ�ƌŝĐŚ�ĐŽƵŶƚƌŝĞƐ͘ �/ƚƐ�ďŽŽŵŝŶŐ�ĞĐŽŶŽŵǇ�ĂŶĚ�ŵĂƐƐŝǀ Ğ�ϮϬϬϴ�ƐƟŵƵͲ
ůƵƐ�ƉƌŽŐƌĂŵ�ƐĂǀ ĞĚ�ƵƐ�ĨƌŽŵ�ƚŚĞ�' &�͘ ��ůƚŚŽƵŐŚ�ƐƟůů�ŝŶĐŽŵƉůĞƚĞ͕�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 communica-

ƟŽŶƐ͕ �ƚŚĞ�ďĂĐŬďŽŶĞ�ŽĨ�Ğ-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.

EĂƟŽŶĂůŝƐƚ�ůĞĂĚĞƌ�yŝ�:ŝŶŐƉŝŶŐ�ŚĂƐ�ŵŝůĞƐƚŽŶĞ�ƉůĂŶƐ�ƐĞƚ�ĨŽƌ�ϮϬϮϱ�ĂŶĚ�ϮϬϯϱ�
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 
ƚŚĞŵ�ĨƌŽŵ�ƉŽǀ ĞƌƚǇ�ƚŽ�ƉƌŽƐƉĞƌŝƚǇ�ŝŶ�Ϯ�ŐĞŶĞƌĂƟŽŶƐ͘ �dŚŝƐ�ŝƐ�Ă�ƵŶŝĮ ĞĚ�ŶĂͲ
ƟŽŶ͕ �Ă�ƉƌŽƵĚ�ŶĂƟŽŶ͕ �Ă�ƌŝĐŚ�ŶĂƟŽŶ�ĂŶĚ�Ă�ŶĂƟŽŶ�ǁ ŝƚŚ�Ă�ǀ ŝƐŝŽŶ͘ �dŚŝŶŬ�
Clubber Lang (Mr T) in Rocky 3, it did not end well for Rocky.

dŚĞ�ƉƌŽĨŽƵŶĚ�ƚƌĂŶƐĨŽƌŵĂƟŽŶ�ŽĨ��ŚŝŶĂ�ŝƐ�ĐŽŵƉůĞƚĞ. The next stage of
China’s advancement is already visible and somewhat inevitable.

/ƚƐ�͞ ƚ̂ƌŝŶŐ�ŽĨ�WĞĂƌůƐ͟ �ƐĞĂ�ƉŽƌƚƐ�ĂŶĚ�͞ �Ğůƚ�ĂŶĚ�ZŽĂĚ�/ŶŝƟĂƟǀ Ğ͟ �;�Z/Ϳ�ĂƌĞ�
tangible examples of how the new China intends to strengthen its grip
ŽŶ�ƚŚĞ�ǁ ŽƌůĚ͛ Ɛ�ĞĐŽŶŽŵŝĐ�ĨƵƚƵƌĞ͘�<ŶŽǁ ŝŶŐ�ŝƚƐ�ƉŽƉƵůĂƟŽŶ�ŝƐ�ĂŐĞŝŶŐ�ĨĂƐƚ͕ �
ŝƚ�ŝƐ�ƉƌŽƉĂŐĂƟŶŐ�ŝƚƐ�ĞĐŽŶŽŵŝĐ�ŵŽĚĞů�ŝŶƚŽ��ĨƌŝĐĂ�ĂŶĚ�ƉŽŽƌĞƌ�ĞĂƐƚĞƌŶ�
ŶĂƟŽŶƐ͘ �, Ăǀ ŝŶŐ�ƐŚŽǁ Ŷ�ŝƚƐĞůĨ�ĂƐ�ĐĂƉĂďůĞ�ŽĨ�ŵĂŬŝŶŐ�ƉŽŽƌ��ŚŝŶĞƐĞ�ƉĞŽƉůĞ�
ƌŝĐŚ͕ �ŝƚ�Žī ĞƌƐ�ĚĞǀ ĞůŽƉŝŶŐ�ŶĂƟŽŶƐ�Ă�ƉŝĞĐĞ�ŽĨ�ƚŚĂƚ�ĚƌĞĂŵ͘ ��ƵŝůĚŝŶŐ�ŵĂƐͲ
Ɛŝǀ Ğ�ŝŶĨƌĂƐƚƌƵĐƚƵƌĞ�ĂŶĚ�ĐŽŵŵƵŶŝĐĂƟŽŶƐ�ƐǇƐƚĞŵƐ�ŝŶ�ƚŚĞƐĞ�ĐŽƵŶƚƌŝĞƐ�ĂŶĚ�
ŝŵƉƌŽǀ ŝŶŐ�ĞĚƵĐĂƟŽŶ͕ �ŝƚ�ŶŽƚ�ŽŶůǇ�ƐĞĐƵƌĞƐ�ƉƌŝĐĞůĞƐƐ�ŐŽŽĚǁ ŝůů͕�ďƵƚ�ĂůƐŽ�Ϯ�
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 devel-
ŽƉŝŶŐ�ŶĂƟŽŶƐ͘ ��h�ŶĂƟŽŶĂůŝƐƚ�ŽƵƚůŝĞƌƐ�/ƚĂůǇ�ĂŶĚ�WŽůĂŶĚ�ŚĂǀ Ğ�ƐŝŐŶĞĚ�ƵƉ�ƚŽ�
the BRI with Chinese funded road, air and sea projects linking freight
movements to and from Europe and China. China’s intricate global
ŶĞƚǁ ŽƌŬ�ŝƐ�ďĞŝŶŐ�ƐǇƐƚĞŵĂƟĐĂůůǇ�ďƵŝůƚ͕ �ŽŶĞ�ƉŝĞĐĞ�Ăƚ�Ă�ƟŵĞ͘�Money talks.

While the West has been distracted by many 1st world problems such
ĂƐ�ŐĞŶĚĞƌ�ĞƋƵĂůŝƚǇ͕�ŝŶĐŽŵĞ�ŝŶĞƋƵĂůŝƚǇ͕�ƉŽůŝƟĐĂů�ĐŽƌƌĞĐƚŶĞƐƐ͕ �ŚƵŵĂŶ�
ƌŝŐŚƚƐ͕ �ŽƉĞŶ�ďŽƌĚĞƌƐ�ĂŶĚ�ƚŚĞ�ĂƩ ĂĐŬ�ŽŶ�ƚĞƌƌŽƌ�;ƚŽ�ŶĂŵĞ�ũƵƐƚ�Ă�ĨĞǁ Ϳ͕ ��ŚŝͲ
na has been focussed on a much narrow-
er, self serving agenda. China appears
happy to allow the US to keep the old
ǁ ŽƌůĚ�ƐĂĨĞ͕�ƐŽ�ůŽŶŐ�ĂƐ�ŝƚ�ŝƐ�ƉĞƌŵŝƩ ĞĚ�ƚŽ�
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
ƉŽƚĞŶƟĂůůǇ�ĚŝƐƌƵƉƟǀ Ğ�ƚŽ�ŽƵƌ�ĐŽůůĞĐƟǀ Ğ�Į ŶĂŶĐŝĂů�ĨƵƚƵƌĞ͘�&ƌŽŵ�ƚŚĞ�h^�
embargo on Huawei, to China’s threat of withdrawing rare earths ele-
ments, the profits of many global companies are now uncertain and 
the future security and supply chains of innumerable goods and ser-
vices compromised. Uncertainty ravages markets.�/ŵƉĂĐƟŶŐ�ŵĂŶǇ�
ƐĞĐƚŽƌƐ͕ �ĞƐƉĞĐŝĂůůǇ�h^�ƚĞĐŚ͕ �ƚŚŝƐ�ƉŽƚĞŶƟĂůůǇ�ƉƵƚƐ�Ăůů�ƐŚĂƌĞ�ƉƌŝĐĞƐ�Ăƚ�ƌŝƐŬ͘�

In the absence of a US/China trade agreement, Google will withdraw its
�ŶĚƌŽŝĚ�ŽƉĞƌĂƟŶŐ�ƐǇƐƚĞŵ�ĨƌŽŵ�Ăůů�, ƵĂǁ Ğŝ�ŚĂŶĚƐĞƚƐ�ǁ ŝƚŚŝŶ�ϵϬ�ĚĂǇƐ͘ �
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”-�<ĂƵƟůǇĂ�ϰϬϬ��

The US has an annual trade deficit of between $300bn and $500bn 
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WĞŽƉůĞ�ŽŌĞŶ�ŚĂǀ Ğ�ŶŽ�ƉůĂŶ�ĂŶĚ�ŶŽ�ƐƚƌĂƚĞŐǇ͕�ũƵƐƚ�ĂŶ�ŝŵƉƵůƐĞ�Žƌ�ƚŚŽƵŐŚƚ�
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 ŶĂŶĐŝĂů�ƐƵĐĐĞƐƐ�ƐŝŵƉůǇ�ďĞĐĂƵƐĞ�ƚŚĞǇ�ŚĂǀ Ğ�ŝĚĞŶƟĮ ĞĚ�ƚŚĞŝƌ�ŶĞĞĚƐ�ƚŽŽ�ůĂƚĞ�
ƚƌǇŝŶŐ�ƚŽ�ŵĂŬĞ�ƵƉ�ĨŽƌ�ůŽƐƚ�ƟŵĞ�ĂŶĚ�ĞĂƌůŝĞƌ�ƉŽŽƌ�ĚĞĐŝƐŝŽŶƐ͘ Act as early
ĂƐ�ǇŽƵ�ĐĂŶ͕ �ƐŵĂůů�ĂŵŽƵŶƚƐ�ƐĂǀ ĞĚ�Žǀ Ğƌ�ůŽŶŐ�ƉĞƌŝŽĚƐ�ŽĨ�ƟŵĞ�ĚĞŵĂŶĚ�ůŝƩ ůĞ�
Į ŶĂŶĐŝĂů�ƐĂĐƌŝĮ ĐĞ�ĂƐ�ůŽŶŐ�ĂƐ�ƚŚĞǇ�ĂƌĞ�Ăī ŽƌĚĞĚ�Ă�ŐĞŶĞƌŽƵƐ�ƟŵĞ�ŚŽƌŝǌŽŶ͘ ��������

Big Brother Using Big Data

t ŝƚŚŽƵƚ�ǁ ĂŶƟŶŐ�ƚŽ�ĂůĂƌŵ�ĂŶǇ�ƚĂǆƉĂǇĞƌƐ͕ �ǁ Ğ�ĨĞĞů�
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.

dŽ�ŝĚĞŶƟĨǇ�ŚŝŐŚ�ƌŝƐŬ�ƚĂǆƉĂǇĞƌƐ͕ �ϮϬϭϵ�ǁ ŝůů�ďĞ�ƚŚĞ�Į ƌƐƚ�ǇĞĂƌ�ǁ ŚĞƌĞ�ŐƌĂŶƵůĂƌ�
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
ƚŽ�ĐŽŵƉĂƌĞ�ĐůĂŝŵƐ�ĂŐĂŝŶƐƚ�ŽĐĐƵƉĂƟŽŶ�ĂŶĚ�ŝŶĚƵƐƚƌǇ�ĐŽĚĞƐ͘

�Ăƌ�ƚƌĂǀ Ğů͕�ůĂƵŶĚƌǇ�ĂŶĚ�ƌĞŶƚĂů�ƉƌŽƉĞƌƚǇ�ĚĞĚƵĐƟŽŶƐ�ĂƌĞ�ďĞŝŶŐ�ŚŝŐŚůŝŐŚƚĞĚ�
ĨŽƌ�ƐƉĞĐŝĂů�ĂƩ ĞŶƟŽŶ�ŝŶ�ƚŚŝƐ�Į ƌƐƚ�ǇĞĂƌ͘�t Ğ�ƌĞĐŽŵŵĞŶĚ�ĂŶǇ�ĐůĂŝŵƐ�ŵĂĚĞ�
ƵŶĚĞƌ�ƚŚĞƐĞ�ĐĂƚĞŐŽƌŝĞƐ�ƐŚŽƵůĚ�ďĞ�ĚŝůŝŐĞŶƚůǇ�ƐƵďƐƚĂŶƟĂƚĞĚ͘ �

Tax Cuts - Some Good News

/Ŷ�Ă�ƉŽůŝƟĐĂůůǇ�ǁ ŝůǇ�ŵŽǀ Ğ͕�ƚŚĞ�>EW�ĐŽĂůŝƟŽŶ�ϮϬϭϴ�&ĞĚĞƌĂů��ƵĚŐĞƚ�ĂŶͲ
nounced significant personal tax cuts over 7 years commencing in 
ϮϬϭϴͬ ϭϵ�ǁ ŚŝĐŚ�ǁ ŽƵůĚ�ŽŶůǇ�ƚĂŬĞ�Ğī ĞĐƚ�ŝĨ�ƚŚĞ�ĐŽĂůŝƟŽŶ�ǁ ĂƐ�ƌĞ-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 Ϳ�ŽĨ�ΨϭϬϴϬΎ�ŝƐ�ďĞŝŶŐ�ŝŶƚƌŽĚƵĐĞĚ�ŝŶ�ĂĚĚŝƟŽŶ�ƚŽ�ƚŚĞ�ĞǆŝƐƟŶŐ�Ψϰϰϱ�
Low Income Tax Offset (LITO). Further, the 32.5% marginal tax rate 
ƚŚƌĞƐŚŽůĚ�ŽĨ�Ψϴϳ ͕ ϬϬϬ�ŝƐ�ƚŽ�ďĞ�ƌĞƚƌŽƐƉĞĐƟǀ ĞůǇ�ŝŶĐƌĞĂƐĞĚ�ƚŽ�ΨϵϬ͕ϬϬϬΎ͘ ��/Ŷ�
ĂŶ�ŝŶƚĞƌĂĐƟǀ Ğ�ŵĂƚƌŝǆ͕�ďĂƐĞĚ�ŽŶ�dĂǆĂďůĞ�/ŶĐŽŵĞ͕�ƚŚŽƐĞ�ǁ ŝƚŚ�ŝŶĐŽŵĞƐ�ŽĨ�
$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. 
KŶ�Ă�ƐůŝĚŝŶŐ�ƐĐĂůĞ͕�Ğǀ ĞƌǇ�ƚĂǆƉĂǇĞƌ�ďĞůŽǁ �ƚŚĞƐĞ�ůĞǀ ĞůƐ�ŝƐ�ďĞƩ Ğƌ�Žī ͕ �ĂƐ�ŝƐ�
every taxpayer earning up to $126,000. This is very welcome news.

Ύ^ƵďũĞĐƚ�ƚŽ�̂ ĞŶĂƚĞ�ĂƉƉƌŽǀ Ăů�ĂŶĚ�ZŽǇĂů��ƐƐĞŶƚ͘ ��͛ ŵŽŶ��ůďŽ͕ �ŝƚ ͛ Ɛ�ƟŵĞ�ƚŽ�ŵŽǀ Ğ�ŽŶ͘

Melbourne Property Prices Stabilise

D ĞůďŽƵƌŶĞ�ƌĞƐŝĚĞŶƟĂů�ƉƌŽƉĞƌƚǇ�ƉƌŝĐĞƐ�ƐƚĂďŝůŝƐĞĚ�ŝŶ�:ƵŶĞ�ϮϬϭϵ�ĂŌĞƌ�Ă�ϭϮ-
ϭϴ�ŵŽŶƚŚ�ƉĞƌŝŽĚ�ŽĨ�ƐŽŌ�ƚƌĂĚŝŶŐ͕�ƐĞĞŝŶŐ�ƉƌŝĐĞƐ�ĨĂůů�ĂƌŽƵŶĚ�ϭϬй �ŽŶ�ĨĞĂƌƐ�ŽĨ�
ƚŚĞ�ĞůĞĐƟŽŶ�ŽĨ�ƚŚĞ��>W�ƉƌŽƉĞƌƚǇ�ƚĂǆ�ĂŐĞŶĚĂ͘ �t ŝƚŚ�ƚŚĞ�Z���ƌĞĚƵĐŝŶŐ�ŝŶͲ
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 bor-
rowers who have a deposit of only 5%. This will increase lower end pric-
ĞƐ�ďǇ�ĂƌŽƵŶĚ�ΨϮϱ͕ ϬϬϬ͕�Ğī ĞĐƟǀ ĞůǇ�ĚŽŶĂƟŶŐ�ƚŚĞ�ďĞŶĞĮ ƚ�ƚŽ�ǀ 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 to-
ĚĂǇ�ŚĂǀ Ğ�ůŽƐƚ�ϭϬϬй �ŽĨ�ƚŚĞŝƌ�ĚĞƉŽƐŝƚ�ĂŶĚ�ďĞ�ƵŶĐŽŵĨŽƌƚĂďůǇ�Ɛŝƫ ŶŐ�ŽŶ�ŶĞŐͲ
ĂƟǀ Ğ�ĞƋƵŝƚǇ͕�ǁ ŽŶĚĞƌŝŶŐ�ǁ ŚǇ�ƚŚĞǇ�ǁ ĞƌĞ�ůĞŶƚ�ƚŚĞ�ŵŽŶĞǇ�ŝŶ�ƚŚĞ�Į ƌƐƚ�ƉůĂĐĞ͘�

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 ŝŶŐ�Ğǀ Ğƌ�ĐŚĞĂƉĞƌ�ŵŽŶĞǇ�Ăƚ�ǇŽƵŶŐ�ďŽƌƌŽǁ ĞƌƐ͘ �dŚŝƐ�ƉƌŽǀ ĞƐ�ŽƵƌ�ŽŌĞŶ�
repeated conclusion that house prices are now determined by the supply
of money, not the supply of property ͘ �t Ğ�ĐĂƵƟŽŶ�ǁ ŽƵůĚ�ďĞ�ƉƌŽƉĞƌƚǇ�
ŝŶǀ ĞƐƚŽƌƐ�ůŽŽŬŝŶŐ�ƚŽ�ũƵŵƉ�ŝŶƚŽ�ƚŚĞ�ŵĂƌŬĞƚ�ĂŶĚ�ĞǆƉĞĐƟŶŐ�ůĂƌŐĞ�ĐĂƉŝƚĂů�
ŐƌŽǁ ƚŚ�ƌĞƚƵƌŶƐ͘ ��ŌĞƌ�Ă�ďŽŽŵ͕ �you are not buying cheaply, just cheaper.

Retirees Dealt Another Blow
�ŽŶƟŶƵĞĚ�ŝŶƚĞƌĞƐƚ�ƌĂƚĞ�ĨĂůůƐ�ĂƌĞ�ĚĞĐŝŵĂƟŶŐ�ƌĞƟƌĞĞ�ŝŶĐŽŵĞƐ͘ �t Ğ�ŚĂǀ Ğ�
ďĞĞŶ�ƌĞƐĞĂƌĐŚŝŶŐ�ůŽǁ �ƌŝƐŬ�ĂůƚĞƌŶĂƟǀ ĞƐ�ĨŽƌ�ĐůŝĞŶƚƐ�ĂŶĚ�ĂƌĞ�ĞǆƉĞĐƟŶŐ�ƚŽ�
publish a comprehensive paper on this soon. Watch this space.

System 2: This decision system is that most recognised. Using con-
ƐĐŝŽƵƐ�ĨĂĐƚ�Į ŶĚŝŶŐ͕�ŝĚĞŶƟĨǇŝŶŐ�ŝƐƐƵĞƐ�ĂŶĚ�ĚĞƌŝǀ ŝŶŐ�Ă�ůŽŐŝĐĂů͕�ĐŽŶƐŝĚĞƌĞĚ�
ĐŽŶĐůƵƐŝŽŶ͘ �dǇƉŝĐĂůůǇ͕�ƚŚŝƐ�ƐǇƐƚĞŵ�ŝƐ�ĂĐƟǀ ĂƚĞĚ�ǁ ŚĞŶ�ĐŽŶƐŝĚĞƌŝŶŐ�ĐƌŝƟĐĂů�
ĚĞĐŝƐŝŽŶƐ͕ �ǁ ŝƚŚ�ŶŽ�ƟŵĞ�ĐŽŶƐƚƌĂŝŶƚ͘ �t Ğ�ďĞůŝĞǀ Ğ�ǁ Ğ�ĚŽ�ƚŚŝƐ͕ �ďƵƚ�ĚŽ�ǁ Ğ͍

<ŶŽǁ ŝŶŐ�ǁ Ğ�ĂƌĞ�ŽŌĞŶ�ƉƌŽŶĞ�ƚŽ�ƚĂŬĞ�ƐŚŽƌƚ�ĐƵƚƐ�ǁ ŚĞŶ�ŵĂŬŝŶŐ�ĚĞĐŝƐŝŽŶƐ�ŝƐ�
ĐƌŝƟĐĂů�ƚŽ�ƚŚĞ�Į ƌƐƚ�ƌƵůĞ�ŽĨ�ŝŶǀ ĞƐƟŶŐ�- Investor Know Thyself. In the finan-
cial world, the decisions we make including when and how we arrive at
them, can profoundly affect long term financial success or failure, trig-
ŐĞƌŝŶŐ�ƉŽǁ ĞƌĨƵů�ƵŶĐŽŶƐĐŝŽƵƐ�ĞŵŽƟŽŶƐ�ŽĨ�ĂĐŚŝĞǀ ĞŵĞŶƚ�Žƌ�ƌĞŐƌĞƚ͘ �

dŚĞ�ǀ ĂƐƚ�ŝŶĨŽƌŵĂƟŽŶ�ƉŽŽů�Ăǀ ĂŝůĂďůĞ�ŽŶ�ƚŚĞ�ŝŶƚĞƌŶĞƚ�ĂŶĚ�ƚŚĞ�ƟŵĞ-poor
ǁ ŽƌůĚ�ǁ Ğ�ůŝǀ Ğ�ŝŶ�ŚĂƐ�ƚƌĂŝŶĞĚ�ƵƐ�Ăůů�ƚŽ�ƵƐĞ�ŝŶƚƵŝƟǀ Ğ�ĚĞĐŝƐŝŽŶ�ŵĂŬŝŶŐ�ƚŽ�
get to a quick outcome, ĂĐĐĞƉƟŶŐ�ƚŚĂƚ�ŝƚ�ŝƐ�ŽŶůǇ�ƉƌŽďĂďůǇ�ƌŝŐŚƚ ͘ �t Ğ�ĐĂŶ�
only encourage investors to resist this urge. The chasm of difference 
ďĞƚǁ ĞĞŶ�ŝŶĨŽƌŵĂƟŽŶ�ĂŶĚ�ŬŶŽǁ ůĞĚŐĞ is important – YOU DON’T KNOW
WHAT YOU DON’T KNOW and context can change everything.

�Ɛ�Į ŶĂŶĐŝĂů�ĂĚǀ ŝƐĞƌƐ�ǁ Ğ�ĂƌĞ�ŽŌĞŶ�ĐŽŶĨƌŽŶƚĞĚ�ďǇ�ĐůŝĞŶƚƐ�ǁ ŚŽ�ƐĞĞŬ�ĂƐƐŝƐͲ
tance in whether to hold or sell an asset. Most commonly, the asset has
ĨĂŝůĞĚ�ƚŽ�ŵĞĞƚ�ƚŚĞ�ĐůŝĞŶƚ͛ Ɛ�ĞǆƉĞĐƚĂƟŽŶƐ͘ �dŚĞǇ�ŚĂǀ Ğ�ƌĞĂĐŚĞĚ�Ă�ƉŽŝŶƚ�ŽĨ�
ŝŶĚĞĐŝƐŝŽŶ�ĂŶĚ�ĂƌĞ�ůŽŽŬŝŶŐ�ĨŽƌ�ƐƉĞĐŝĂůŝƐƚ�ĂĚǀ ŝĐĞ�ƚŽ�ƟƉ�ƚŚĞŵ�ŽŶĞ�ǁ ĂǇ�Žƌ�
ĂŶŽƚŚĞƌ�ŝŶĐŽƌƉŽƌĂƟŶŐ�ďƌŽĂĚĞƌ�ŝƐƐƵĞƐ�ƐƵĐŚ�ĂƐ�ĐĂƐŚ�ŇŽǁ ͕ �ĐĂƉŝƚĂů�ŐĂŝŶƐ�ƚĂǆ�
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�dŚĞ�ĞǆƉůĂŶĂƟŽŶƐ�ƚĞŶĚ�ƚŽ�ŝŶĐůƵĚĞ�ĞǆĂŵƉůĞƐ�ŽĨ�ŽƚŚĞƌ�ƉĞŽƉůĞ�ǁ ŚŽ�
bought similar assets and were successful “and so I decided” (with in-
ƐƵĸ ĐŝĞŶƚ�ƚŚŽƵŐŚƚ�Žƌ�ĞǆƉĞƌƟƐĞͿ͕ �“because it sounded right” they went
ŽŶ�ƚŚĞŝƌ�ǁ ĂǇ͘�dŚĞŝƌ�Į ƌƐƚ�ƌĞĂĐƟŽŶ͕ �ĂƐ�ŝŶ�ƚŚĞ�ďƌĂŝŶ�ƚĞĂƐĞƌ͕�ǁ ĂƐ�ƚŽ�Ăƌƌŝǀ Ğ�Ăƚ�Ă�
conclusion without undertaking proper due diligence.

/Ŷ�ŵĂƩ ĞƌƐ�ŽĨ�Į 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 be-
lieve 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 Ğ�ŐĞĂƌŝŶŐ, 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
ƉŽƚĞŶƟĂů�ĐŽƐƚƐ͕ �ƌŝƐŬƐ�ĂŶĚ�ƌĞǁ ĂƌĚƐ͘ �D ĂŶǇ�ŝŶǀ ĞƐƚŽƌƐ�ŐĞŶĞƌĂƚĞ�ƐƚƌŽŶŐ�ƌĞͲ
turns using the strategy and many don’t. There is no magic formula.

dŚĞ�ƵůƟŵĂƚĞ�ƐĞĐƌĞƚ�ŽĨ�ƐƵĐĐĞƐƐ�ŝƐ�ŶŽƚ�ƚŚĞ�ŐĞĂƌŝŶŐ�ĐŽŵƉŽŶĞŶƚ͕ �ďƵƚ�ƚŚĞ�
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 inves-
tors look into deeply before they buy: and they don’t spend 3 or 4 weeks
ĐŽůůĞĐƟŶŐ�ƚŚĞŝƌ�ĨĂĐƚƐ͘ �dŚĞǇ�ƚĂůŬ�ƚŽ�ƌĞĂů�ĞƐƚĂƚĞ�ƉƌŽĨĞƐƐŝŽŶĂůƐ͕ �ĐŽŶƐŝĚĞƌ�
ƵŶĨĂŵŝůŝĂƌ�ůŽĐĂƟŽŶƐ�ǁ ŝƚŚ�ƚŚĞ�ƌŝŐŚƚ�ŝŶǀ ĞƐƚŵĞŶƚ�ĨƵŶĚĂŵĞŶƚĂůƐ�ĂŶĚ�ĂƩ ĞŶĚ�
ŵĂŶǇ�ĂƵĐƟŽŶƐ�ƵŶƟů�ƚŚĞǇ�ŬŶŽǁ �ƚŚĞŝƌ�ŵĂƌŬĞƚ͘ �dŚŝƐ�intensive due diligence
is completed before making a decision (System 2 thinking). With huge
ĞŶƚƌǇͬĞǆŝƚƐ�ĐŽƐƚƐ�ǇŽƵ�ǁ ĂŶƚ�ƚŽ�ŐĞƚ�ŝƚ�ƌŝŐŚƚ�ƚŚĞ�Į ƌƐƚ�ƟŵĞ͘�EĞŐĂƟǀ Ğ�ŐĞĂƌŝŶŐ�
ŝƐ�ĞĂƐǇ͕�ďƵƚ�ŝĚĞŶƟĨǇŝŶŐ�Ă�ŐŽŽĚ�ŝŶǀ ĞƐƚŵĞŶƚ�ƉƌŽƉĞƌƚǇ�ŝƐ�ŶŽƚ͘ ��D ŽƐƚ�ƉƌŽƉĞƌͲ
ty investors in the last 18 months have been taught that lesson.

Although requiring different skills, ŝŶǀ ĞƐƟŶŐ�ŝŶ�ĞƋƵŝƟĞƐ�ĚĞŵĂŶĚƐ�ƐŝŵŝůĂƌ�
due diligence. Errors associated with buying shares are more common-
place than property since anyone can jump online and start with rela-
Ɵǀ ĞůǇ�ůŝƩ ůĞ�ŵŽŶĞǇ͕�ůŝƩ ůĞ�ŬŶŽǁ ůĞĚŐĞ�ĂŶĚ�ŶŽ�ĂĚǀ ŝĐĞ͘�dŚĞƌĞĂŌĞƌ�Ăůů�ĨŽƌŵƐ�
ŽĨ�ďĞŚĂǀ ŝŽƵƌĂů�ďŝĂƐ�ĐĂŶ�ƚĂŬĞ�Žǀ Ğƌ͘�, Žƚ�ƐĞĐƚŽƌƐͬ ƐƚŽĐŬƐ͕ �ďƌŽŬĞƌ�ƟƉƐ͕ �͞ ŚŝŐŚ�
yield”, “blue chip” and “fully franked” are common but superficial crite-
ƌŝĂ͕ �ŽŌĞŶ�ŚĂǌĂƌĚŽƵƐ�ƚŽ�ŽŶĞ͛Ɛ�Į ŶĂŶĐŝĂů�ŚĞĂůƚŚ͘ ��ĞƐƉŝƚĞ�ƚŚŝƐ�ŵĂŶǇ�ĚŽ͘ ������������������



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.
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7 Years Ago
2012

4,135
12,880
5,571
9,008

19,441
6,416

5 Years Ago
2014

5,382
16,826
6,743

15,162
23,191
9,833

15 Years Ago
2004

3,530
10,435
4,464

11,859
12,285
4,052

June
2017

5,764
21,349
7,313

20,033
25,765
12,325

June
2018

6,290
24,271
7,637

22,304
28,955
12,306

June
2016

5,310
17,930
6,504

15,576
20,727
9,680

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

MARKET FACTS June
2019

6,699
26,600
7,425

21,276
28,542
12,398

10 Years Ago
2009

3,948
8,447
4,249
9,958

18,378
4,809

Market Round Up
Overseas Shares

A glimpse at the Market Facts table below may be of surprise to many.
�ŌĞƌ�ǇĞĂƌƐ�ŽĨ�ƐŽůŝĚ�ƌĞƚƵƌŶƐ͕ �Ăůů�ŽĨ�ƚŚĞ�h<͕ �' ĞƌŵĂŶ͕ �, ŽŶŐ�<ŽŶŐ�ĂŶĚ�:ĂƉĂͲ
ŶĞƐĞ�ŵĂƌŬĞƚƐ�ŵĂƌŬĞĚ�ƟŵĞ�Žǀ Ğƌ�ϮϬϭϴͬ ϭϵ ͘ �dŚĞ�ŽŶůǇ�ŵĂƌŬĞƚ�ƚŽ�ƌŝƐĞ�Žǀ Ğƌ�
2019 was the Dow Jones. Along with the tech heavy Nasdaq, US mar-
kets have surged to unsustainable levels. At 31st December, 2018 when
the FED was “normalizing” interest rates and the economy was hum-
ming, 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 synchro-
ŶŝǌĞĚ�ŐůŽďĂů�ĚĞĐůŝŶĞ�ŝŶ�ŝŶƚĞƌĞƐƚ�ƌĂƚĞƐ�ƌĞƐƉŽŶĚŝŶŐ�ƚŽ�ƐŽŌ�' �W�ŐƌŽǁ ƚŚ͘ �
hŶĚĞƌ�ƐƵĐŚ�ƐƟŵƵůĂƚŽƌǇ�ĐŽŶĚŝƟŽŶƐ͕ �ŵĂƌŬĞƚƐ�ĂƌĞ�ƵŶůŝŬĞůǇ�ƚŽ�ĨĂůů�ŝŶ�ƚŚĞ�
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”. 
KƵƌ�ƉƌĞĨĞƌƌĞĚ�ŝŶƚĞƌŶĂƟŽŶĂů�ĂƐƐĞƚ�ŵĂŶĂŐĞƌƐ͕ �ůŝŬĞ�ƵƐ͕ �ƌĞŵĂŝŶ�ĐĂƵƟŽƵƐ͘ �

Australian Shares

dŚĞ�D ĂǇ�ĞůĞĐƟŽŶ�ƌĞƐƵůƚ�ƌĞƐƵƌƌĞĐƚĞĚ�ƚŚĞ��ƵƐƚƌĂůŝĂŶ��ůů�KƌĚƐ�ŝŶĚĞǆ�ǁ ŚŝĐŚ�
is weighted heavily into our high dividend paying financial sector. Inves-
ƚŽƌ�ƌĞůŝĞĨ�Žǀ Ğƌ�ƚŚĞ�ƌĞƚĞŶƟŽŶ�ŽĨ�ĨƌĂŶŬŝŶŐ�ĐƌĞĚŝƚƐ�ǁ ĂƐ�Ă�ŬĞǇ�Ěƌŝǀ Ğƌ͘

�ŌĞƌ�ϭϮ�ůŽŶŐ�ǇĞĂƌƐ͕ �ƚŚĞ��ůů�KƌĚƐ�ŝƐ�ĂƉƉƌŽĂĐŚŝŶŐ�ŝƚƐ�ƉƌĞ�' &��ŚŝŐŚ�ŽĨ�ϲ ͕ ϴϱϯ�
ůĂƐƚ�ƌĞĂĐŚĞĚ�ŽŶ�ϭƐƚ�E Žǀ ĞŵďĞƌ�ϮϬϬϳ ͘ �/ŶƚĞƌƉƌĞƟŶŐ�ƚŚŝƐ�ĚĂƚĂ͕ �ƚŚŽƐĞ�ůŽǁ �
cost passive stock index investments you hear about, would have
earned a peak to peak compound return of 4.2% pa (the dividend rate
ŽĨ�ƚŚĞ�ŝŶĚĞǆͿ���&KZ��&��^͘ ��ĂŶĂĐŽƌƉ͛ Ɛ�ĂĐƟǀ Ğ�ĞƋƵŝƟĞƐ�ŵĂŶĂŐĞƌƐ͕ �Žǀ Ğƌ�
ƚŚĞ�ĞƋƵŝǀ ĂůĞŶƚ�ƟŵĞ�ƉĞƌŝŽĚ�ŚĂǀ Ğ�Ăǀ ĞƌĂŐĞĚ�Žǀ Ğƌ�6.3% pa AFTER FEES.
We believe good fund management, like good advice, pays for itself.

For the second year running, Australian shares returned over 10%.

ZĞƐŝĚĞŶƟĂů�WƌŽƉĞƌƚǇ

, Ăǀ ŝŶŐ�ďƌŝĞŇǇ�ĚŝƐĐƵƐƐĞĚ�ƚŚĞ�ƉŽƐƚ�ĞůĞĐƟŽŶ�ƌŝƐĞ�ŝŶ�ĐŽŶĮ ĚĞŶĐĞ͕�ůĞŶĚŝŶŐ�
and house prices, all property owners can breathe a sigh of relief, espe-
cially investors. But don’t imagine we are at the beginning of another
ďŽŽŵ͘ �dŚŽƐĞ�ĚĂǇƐ�ĂƌĞ�Žǀ Ğƌ͘�t ŚŝůĞ�ƉƌĞƐĞŶƚ�ĐŽŶĚŝƟŽŶƐ�ĂƌĞ�ďĞƩ Ğƌ�ĨŽƌ�
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 Mel-
ďŽƵƌŶĞ͛Ɛ�ŵŽƐƚ�ŐůŽƌŝŽƵƐ�ƌĞƐŝĚĞŶƟĂů�ĚĞǀ ĞůŽƉŵĞŶƚ͕ ��ƵƐƚƌĂůŝĂ�ϭϬϴ͘

Interest Rates

t Ğ�ĂƌĞ�ŵǇƐƟĮ ĞĚ�ĂƐ�ƚŽ�ǁ ŚǇ�ƚŚĞ�ZĞƐĞƌǀ Ğ��ĂŶŬ�ŝƐ�ŝŶƚĞŶƚ�ŽŶ�ůŽǁ ĞƌŝŶŐ�ŝŶͲ
terest rates when the economy is supposedly doing fairly well. Are they
keeping secrets? Or are they saving the property market? Our concern
ŝƐ�ƚŚĂƚ�ƐŚŽƵůĚ�ĐŽŶĚŝƟŽŶƐ�ƌĞĂůůǇ�ĚĞƚĞƌŝŽƌĂƚĞ͕�ƚŚĞ��ĂŶŬ�ŚĂƐ�ŶŽ�ǁ ŚĞƌĞ�ƚŽ�
go. The tax cuts to be received by all taxpayers will be a significant 
boost to the economy and support current rates. The challenge re-
ŵĂŝŶƐ�ĐŽŶƟŶƵĞĚ�ĐŽƐƚ�ŽĨ�ůŝǀ ŝŶŐ�ŝŶĐƌĞĂƐĞƐ�ŝŶ�ƚŚĞ�ĨĂĐĞ�ŽĨ�ůŝƩ ůĞ�ƚŽ�ŶŽ�ǁ ĂŐĞƐ�
Žƌ�ƉƌŽĚƵĐƟǀ ŝƚǇ�ŐƌŽǁ ƚŚ͘ �̂ ĂĚůǇ�ĨŽƌ�ƐĂǀ ĞƌƐ͕ �ĞǆƉĞĐƚ�ĚĞƉŽƐŝƚ�ƌĂƚĞƐ�ƚŽ�ŬĞĞƉ�
falling. Borrowers you are being protected, take advantage of it. But
keep spending, your country depends on it. Good luck to all.
�����������������������������������������������������������������������������������������ƌĂŝŶ�dĞĂƐĞƌ�̂ ŽůƵƟŽŶ͗ �ϱϬ�ĐĞŶƚƐ

Rare Earth Elements (REE) - The Next Gold Rush

Our rise of China discussion referenced
rare earth elements. These are 17 ele-
ments on the periodic table that have
ƵŶŝƋƵĞ�ƉƌŽƉĞƌƟĞƐ�ŶĞĐĞƐƐĂƌǇ�ƚŽ�ŽƵƌ�ƉƵƌͲ
suit of cleaner, more efficient energy and  
ĂƉƉĞƟƚĞ�ĨŽƌ�ĚŝŐŝƚĂůͬĞůĞĐƚƌŽŶŝĐ�ƉƌŽĚƵĐƚƐ͘

Despite its name, rare earths are not
rare, however they are extremely ineffi-
cient and costly to extract and process using chemical treatments. A
ƉĂƌĂĚŽǆ�ŽĨ�Ɛǁ ŝƚĐŚŝŶŐ�ĨƌŽŵ�ƉŽůůƵƟŶŐ�ĐĂƌďŽŶ�ďĂƐĞĚ�ĨƵĞůƐ�ƚŽ�ŐƌĞĞŶĞƌ�ĞůĞĐͲ
ƚƌŽŶ�ďĂƐĞĚ�ĨƵĞůƐ�ŝƐ�ŵĂŶĂŐŝŶŐ�ƌĂĚŝŽĂĐƟǀ Ğ�ǁ ĂƐƚĞ͘��Ŷǀ ŝƌŽŶŵĞŶƚĂů�ĐŽŶĐĞƌŶƐ�
may have held back the Western world but not China, prepared to dev-
astate large areas of land and exhaust local clean water in its pursuit of
ŐůŽďĂů�ŵĂŶƵĨĂĐƚƵƌŝŶŐ�ĚŽŵŝŶĂƟŽŶ͘ ���

Described as the “vitamins of industry” by Australian REE industry ex-
pert, 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 sys-
ƚĞŵƐ͘ �Z���ĂƌĞ�ĂůƐŽ�ƵƐĞĚ�ŝŶ�ŵŝŶƵƚĞ�ƋƵĂŶƟƟĞƐ͕ �ďƵƚ�ŝŶƚĞŐƌĂů�ƚŽ�ƚŚĞ�ĨƵŶĐƟŽŶ�
ŽĨ�ŵŽďŝůĞ�ƉŚŽŶĞƐ͕ �Į ďƌĞ�ŽƉƟĐƐ͕ �ds ͬ >���ƐĐƌĞĞŶƐ͕ �>���ůŝŐŚƚƐ͕ �ĐŽŵƉƵƚĞƌƐ͕ �
digital cameras, headphones, even MRI’s and the contrast injected into
ƉĂƟĞŶƚƐ�ƚŽ�ŽďƚĂŝŶ�ƚŚĞ�ĐůĞĂƌĞƐƚ�ŝŵĂŐĞƐ�ŽĨ�ŚƵŵĂŶ�ƟƐƐƵĞ�ĂŶĚ�ŽƌŐĂŶƐ͘ ���

/Ŷ�ƚŚĞ�Z���ŵĂƌŬĞƚ͕ ��ŚŝŶĂ�ŝƐ�ĞƐƐĞŶƟĂůůǇ�Ă�ŵŽŶŽƉŽůǇ�ƉůĂǇĞƌ�ƉƌŽĚƵĐŝŶŐ�ϴϬй �
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 ŶĚƐ�ŝƚƐĞůĨ�ƚŽ�ďĞ�Ă�ǀ ŝĐƟŵ�ŽĨ�ŝƚƐ�Žǁ Ŷ�ŵĂŬŝŶŐ͕�ŚĂǀ ŝŶŐ�ĂďĂŶĚŽŶĞĚ�ƉƌŽͲ
ĚƵĐƟŽŶ�ĚĞĐĂĚĞƐ�ĂŐŽ͕ �ŚĂŶĚŝŶŐ�ƚŚĞ�ĚŝƌƚǇ͕�ĐĂƉŝƚĂů�ŝŶƚĞŶƐŝǀ Ğ�ŝŶĚƵƐƚƌǇ�ŽŶ�Ă�
ƉůĂƩ Ğƌ�ƚŽ�ƚŚĞŝƌ�ŶŽǁ �EĞŵĞƐŝƐ͘ �:ĂƉĂŶ�ǁ ĂƐ�ƐŝŵŝůĂƌůǇ�ƉůĂĐĞĚ�Ă�ĚĞĐĂĚĞ�ĂŐŽ͕ �
ĂŶĚ�Į ŶĂŶĐŝĂůůǇ�ĂůŝŐŶĞĚ�ŝƚƐĞůĨ�ǁ ŝƚŚ�>ǇŶĂƐ�ƚŽ�ƐĞĐƵƌĞ�ĐŽŶƟŶƵŽƵƐ�ƐƵƉƉůǇ�
ĨƌŽŵ�ƚŚĞ�ŽŶůǇ�ĞǆŝƐƟŶŐ�ƐŝŐŶŝĮ ĐĂŶƚ�ŶŽŶ��ŚŝŶĞƐĞ�ƉƌŽĚƵĐĞƌ͘���ƐŵĂƌƚ�ŵŽǀ Ğ͘

Trump calling Australia... although it may take 2-5 years to generate
ƉƌŽĐĞƐƐĞĚ�ƉƌŽĚƵĐƚ͕ ��ƵƐƚƌĂůŝĂ�ŝƐ�ŝŶ�ƚŚĞ�ĞŶǀ ŝĂďůĞ�ƉŽƐŝƟŽŶ�ŽĨ�ŚĂǀ ŝŶŐ�͞ ƐŚŽǀ Ğů�
ready“ projects and able to build mines, subject only to finance. Let’s 
ŚŽƉĞ�ǁ Ğ�ĐĂŶ�ĐĂƉŝƚĂůŝƐĞ�ŽŶ�ƚŚŝƐ�ƐŝƚƵĂƟŽŶ�ƚŽ�ƉƌŽĮ ƚĂďůǇ�ĂƐƐŝƐƚ�ŽƵƌ�Žǁ Ŷ�
economy and protect the broader supply interests of the world.

Want to See the Future? - Study This

dŚĞ�ĂďŽǀ Ğ�ĐŚĂƌƚ�ŝůůƵƐƚƌĂƚĞƐ�ŚŽƵƐŝŶŐ�ĐŽŶƐƚƌƵĐƟŽŶ�ĂƉƉƌŽǀ ĂůƐ�- a lead indi-
ĐĂƚŽƌ�ŽĨ�ĂĐƚƵĂů�ĐŽŶƐƚƌƵĐƟŽŶ�ƚŽ�ďĞ�ĐŽŵŵĞŶĐĞĚ�Žǀ Ğƌ�ƚŚĞ�ŶĞǆƚ�ϭϮ�–18
months. Observe the orange tail. This indicates that while current con-
ƐƚƌƵĐƟŽŶ�ŝƐ�Ăƚ�Ăůů�ƟŵĞ�ŚŝŐŚƐ͕ �Ă�ƐĞƌŝŽƵƐ�ĚƌŽƉ�Žī �ŵĂǇ�ŽĐĐƵƌ�ϮϬϮϬͬ Ϯϭ͘ �


