
have enjoyed above market returns whilst taking below market risks. As
ǁ Ğ�ĂƉƉƌŽĂĐŚ�ƚŚĞ�ĐůŝŵĂǆ�ŽĨ�ƚŚŝƐ�ƵŶŝƋƵĞ�ƉŽƐƚ�' &��ĐǇĐůĞ͕�ŽƵƌ�ĐŽŵƉĂƐƐ�ƐŚŝŌƐ�
from return on capital to return of capital, presently a lonely place to be.
>ŝŬĞ�ŵĂƌŬĞƚƐ͕ �ŽƵƌ�ŐĂǌĞ�ŝƐ�ŽŶ�ůĞĂĚŝŶŐ�ĞĐŽŶŽŵŝĐ�ŝŶĚŝĐĂƚŽƌƐ�ŽĨ�ĐŽŶĚŝƟŽŶƐ�ϭϮ�
months out, not on what is visible today. The global collapse in new car
sales and tepid consumer spending look like canaries in the coal mine.

Asset Prices, Debt and Spending

dŚĞ�ĐŽŶũƵŶĐƟŽŶ�ŽĨ�ĞůĞǀ ĂƚĞĚ�ŐůŽďĂů�ĂƐƐĞƚ�ƉƌŝĐĞƐ͕ �ŝŶĚĞďƚĞĚŶĞƐƐ͕ �ƚƌĂĚĞ�ŝŵͲ
balances and excess spending go to the core of the economic cancer that
is not and will not be correctly reported. Having discussed this repeat-
edly in recent years, all readers will be well aware of our concerns. Like
the Venezuelans, we have been led to believe that the world’s “brains
trust” has got our backs and our economy is fine. There is nothing to see 
here, look elsewhere. Yeah right. Australia, look outside right now.

It is unlikely that any Australian is unaware of the modest house price
ĚĞĐůŝŶĞ�ŝŶ�ďŽƚŚ�̂ ǇĚŶĞǇ�ĂŶĚ�D ĞůďŽƵƌŶĞ�ǁ ŝƚŚ�ƉƌŝĐĞƐ�ĚƌŝŌŝŶŐ�ĚŽǁ Ŷ�ďĞƚǁ ĞĞŶ�
ϳ й �ĂŶĚ�ϭϯй �ƐŝŶĐĞ�ƚŚĞŝƌ�ϮϬϭϳ �ƉĞĂŬ͘�dŚŝƐ�ŝƐ�ŶŽƚ�ŶĞǁ Ɛ͕ �ĂƐ�ƉƌŝĐĞƐ�ƐƟůů�ƌĞŵĂŝŶ�
extraordinarily high. The real news is radical monetary measures being
considered behind closed doors to keep prices high and avoid meltdown.

RBA, APRA & Josh Frydenberg – The Official View

Despite every person knowing someone in too much debt, RBA Governor
Lowe, following the release of the latest quarter GDP, an anaemic 0.2%
proclaimed “house prices won’t derail growth”. This is untrue. An inter-
nal RBA report by analysts (Saunders and Tulip) suggests that REDUCING
INTEREST RATES was the primary driver of increased housing prices.
Economic growth, ƉŽƉƵůĂƟŽŶ�ŐƌŽǁ ƚŚ͕ �ĐŽŶƐƚƌƵĐƟŽŶ�ĐŽƐƚƐ͕ �Ăǀ ĂŝůĂďŝůŝƚǇ�ŽĨ�
land and rents have a smaller effect. Ignoring the significant “China im-
ƉĂĐƚ͟ �ŽŶ�ŽƵƌ�ŚŽƵƐŝŶŐ�ŵĂƌŬĞƚ͕ �ŝƚ�ĚŝƐƉĞůƐ�ĞŶƟƌĞůǇ�ƚŚĞ�urban myth that pric-
es were high because of a shortage of supply. There are empty houses
and apartments everywhere, with plenty more in the pipeline, the con-
cern now is how many new projects are being shelved and jobs to be lost.

As for Dr Lowe’s 3% pa GDP growth? “Tell him he’s dreaming”. The cur-
rent per capita GDP recession, means Australia would already be in reces-
sion͕ �ǁ ĞƌĞ�ŝƚ�ŶŽƚ�ĨŽƌ�ŝŵŵŝŐƌĂƟŽŶ�ĂŶĚ�ŵĂƐƐŝǀ Ğ�ŝŶĨƌĂƐƚƌƵĐƚƵƌĞ�ƐƉĞŶĚŝŶŐ͘�

RBA members have publicly stated they are ready to decrease rates and
ĂĚŽƉƚ�ƵŶĐŽŶǀ ĞŶƟŽŶĂů�ƉŽůŝĐŝĞƐ�;ŝ͘ Ğ͘�ƉƌŝŶƚ�ŵŽŶĞǇͿ͕ �ŝĨ�ƌĞƋƵŝƌĞĚ�ƚŽ�ƐĂǀ Ğ�ƚŚĞ�
economy. Does that sound like we have nothing to worry about? Expect
official interest rates closer to 1% by Xmas, 2019. APRA too is also pan-
icking having recently reversed the cap on interest only lending. Oh dear.

In December 2018 Australia’s Treasurer, Josh Frydenberg, explicitly put
the blame on banks for the fall in property prices. He said “banks need to
keep credit flowing” and “we do not want to see a spill over impact on 
ƚŚĞ�ƌĞĂů�ĞĐŽŶŽŵǇ͟ ͕ �ƐƉĞĐŝĮ ĐĂůůǇ�ĚŝƌĞĐƟŶŐ�ƚŚĞŵ�ƚŽ�ůĞŶĚ�ĂŶĚ�ƚĂŬĞ�ŵŽƌĞ�ƌŝƐŬ͘

^Ž�ĂƐ�ƚŽ�ĐŽŶĐĞŶƚƌĂƚĞ�ŽŶ�ĨĂĐƚƐ�ƌĂƚŚĞƌ�ƚŚĂŶ�ƉĞƌĐĞƉƟŽŶƐ͕ �Australia’s total
ŚŽƵƐĞŚŽůĚ�ĚĞďƚ�ĐŽŶƟŶƵĞƐ�ƚŽ�ƌŝƐĞ�Ğǀ ĞƌǇ�ƐŝŶŐůĞ�ŵŽŶƚŚ͘ �The only thing
that has changed is its rate of increase, as a result of a more responsible
assessment of borrowers’ capacity to service debt. This is not a credit
crunch. It is what normal lending looked like before we lost our minds.

/Ŷ�ƌĞĐĞŶƚ�ǇĞĂƌƐ͕ �ŝŶĨŽƌŵĂƟŽŶ͕ �ƚŚĞ�ůŝĨĞ-blood of coherent thought, has
ĐŽŵĞ�ƵŶĚĞƌ�ĂƩ ĂĐŬ�ǁ ŝƚŚ�ĞŶŐŝŶĞĞƌĞĚ�ƌĞƉŽƌƟŶŐ�ŽĨ�ďŽƚŚ�ƐŽĐŝĂů�ĂŶĚ�ĞĐŽͲ
ŶŽŵŝĐ�Ğǀ ĞŶƚƐ͘ �' Žǀ ĞƌŶŵĞŶƚ�ĂŶĚ�ƚŚĞ�ŵĞĚŝĂ͕ �ŝŶ�Ăůů�ŝƚƐ�ŝŶĐĂƌŶĂƟŽŶƐ�ĐĂŶ�ŶŽ�
ůŽŶŐĞƌ�ďĞ�ƚƌƵƐƚĞĚ�ƚŽ�ƉƌĞƐĞŶƚ�ĐŽŵƉůĞƚĞ�ĂŶĚ�ŽďũĞĐƟǀ Ğ�ƌĞƉŽƌƟŶŐ�ŽĨ�Ăůů�
ƌĞůĞǀ ĂŶƚ�ĨĂĐƚƐ͘ �/Ŷ�Ă�ǁ ŽƌůĚ�ŽĨ�ƚŽŽ�ŵƵĐŚ�ĚĂƚĂ͕ �ŵŝƐŝŶĨŽƌŵĂƟŽŶ�ŶŽǁ �ƌĞŝŐŶƐ͘ �
, ĞĂĚůŝŶĞƐ�ŵŽŵĞŶƚĂƌŝůǇ�ĐĂƉƚƵƌĞ�ŽƵƌ�ĂƩ ĞŶƟŽŶ�ǁ ŚŝůƐƚ�Ăůů�ŝŵƉŽƌƚĂŶƚ�ĚĞƚĂŝůƐ�
ĂŶĚ�ĨŽůůŽǁ �ƵƉ�ĂƌĞ�ŽŌĞŶ�Žǀ ĞƌůŽŽŬĞĚ�Žƌ�ŝŐŶŽƌĞĚ�ďǇ�ŽƵƌ�ƟŵĞ-poor society.

KƵƌ�ƉƌŽĨĞƐƐŝŽŶĂů�ĐŽŶĐĞƌŶ�ŝƐ�ǁ ŝƚŚ�ƚŚĞ�ŵŝƐƌĞƉŽƌƟŶŐ�ŽĨ�ƚŚĞ�ĐƵƌƌĞŶƚ�ĞĐŽͲ
nomic state of affairs and the mind numbing proposals put forward by 
ƉŽůŝƟĐĂů�ŝŶƚĞƌĞƐƚƐ�ƚŽ�ĞǆƚĞŶĚ�ƚŚĞ�ĐƵƌƌĞŶƚ�ŝůůƵƐŝŽŶĂƌǇ�ǇĞůůŽǁ �ďƌŝĐŬ�ƌŽĂĚ͘ �

Lessons From Venezuela

Our November 2018 Insight reported that the people of Venezuela were
not told by the reigning Maduro regime of their imminent economic
risks. They were betrayed by socialists who promised too much, to too
many, for too long, all funded by the proceeds of the most abundant
oil reserves on earth. Successive regimes created a welfare state where
ƉĞŽƉůĞ�ŐƌĞǁ �ƚŽ�ƌĞůǇ�ŽŶ�ŐŽǀ ĞƌŶŵĞŶƚ�ƌĞĚŝƐƚƌŝďƵƟŽŶ�ŽĨ�ŝŶĐŽŵĞ͕�ƌĂƚŚĞƌ�ƚŚĂŶ�
ŝŶĚŝǀ ŝĚƵĂů�ŝŶŝƟĂƟǀ Ğ�Žƌ�Ğī ŽƌƚƐ͘ �The state now lies in turmoil�ĂŵŝĚ�ŶĂƟŽŶ-
wide food, health and power shortages. Businesses large and small, the
ĞŵƉůŽǇĞƌƐ͕ �ĂƌĞ�Ğǀ ĂĐƵĂƟŶŐ�ƚŽ�ďŽƌĚĞƌŝŶŐ�ĐŽƵŶƚƌŝĞƐ͕ �ĂůŽŶŐ�ǁ ŝƚŚ�ƚŚĞŝƌ�ĐĂƉŝͲ
tal. So too are many workers, determined to back themselves in to eke
ŽƵƚ�Ă�ŶĞǁ �ůŝĨĞ͕�ŚĂƌĚ�ĂƐ�ƚŚĂƚ�ŵĂǇ�ďĞ͕�ĨƌĞĞ�ŽĨ�ŐŽǀ ĞƌŶŵĞŶƚ�ŝŶƚĞƌǀ ĞŶƟŽŶ͘ �

Despite this, state propagan-
da has deflected responsibil-
ity at the feet of those now
providing humanitarian aid
and many believe it. So much
ĨŽƌ�ƚŚĞ�ŝŶĨŽƌŵĂƟŽŶ�ĂŐĞ͘

“It’s easier to fool people
than convince them they
have been fooled” - Mark
Twain, 1835-1910.

Risk versus Return
t Ğ�ĂƌĞ�ŽĐĐĂƐŝŽŶĂůůǇ�ĐƌŝƟĐŝƐĞĚ�ĨŽƌ�ƐĞĞŝŶŐ�ƌŝƐŬ͕�ǁ ŚĞƌĞ�ŶŽŶĞ�ĂƉƉĂƌĞŶƚůǇ�
exists. Of jumping off a wave too soon, missing the “rush” of spectacular 
returns. To that claim we may be guilty as charged, but so too have we
avoided being wiped out when that wave inevitably crashes, destroy-
ŝŶŐ�ĐĂƉŝƚĂů͘�dŚŝƐ�ĞƐƐĞŶƟĂůůǇ�ĚĞĮ ŶĞƐ�ŝŶǀ ĞƐƚŵĞŶƚ�ƌŝƐŬ�ĂŶĚ�Ăůǁ ĂǇƐ�ŚĂƐ͘

Accessing a comprehensive suite of paywall investment research and
ŽƉŝŶŝŽŶ͕ �ǁ Ğ�ƌĞƐƉĞĐƚ�Ăůů�ŝŶĨŽƌŵĞĚ�ǇĞƚ�ĐŽŶƚƌĂƐƟŶŐ�ǀ ŝĞǁ Ɛ͘ �, Žǁ Ğǀ Ğƌ͕�ǁ Ğ�
ŵƵƐƚ�ƵůƟŵĂƚĞůǇ�ĨŽƌŵ�ŽƵƌ�Žǁ Ŷ�ŽƉŝŶŝŽŶ�ĂƐ�ƚŽ�ƚŚĞ�ƐƚƌĂƚĞŐŝĞƐ�ĂŶĚ�ĂƐƐĞƚ�
ĂůůŽĐĂƟŽŶ�ƚŚĂƚ�ǁ ŝůů�ŽƉƟŵŝƐĞ�ƚŚĞ�ůŽŶŐ�ƚĞƌŵ�ƌĞƚƵƌŶƐ�ŽŶ�ŽƵƌ�ĐůŝĞŶƚƐ͛ �ĐĂƉŝƚĂů͘�

�Ɛ�ƚŚĞ�ĐĂƌĞƚĂŬĞƌƐ�ŽĨ�ƉĞŽƉůĞ͛Ɛ�ůŝĨĞƟŵĞ�ĂƐƐĞƚƐ�ĂŶĚ�ƌĞƟƌĞŵĞŶƚ�ƐĂǀ ŝŶŐƐ͕ �
ŽŌĞŶ�ĨŽƌ�ĚĞĐĂĚĞƐ͕ �ǁ Ğ�ŬŶŽǁ �Ăůů�ƚŽŽ�ǁ Ğůů�ƚŚĂƚ�it is far easier to lose money
by ignoring risks, than it is to make money, being unaware of risks.

Recent years have been challenging for value investors with red lights
ŇĂƐŚŝŶŐ�ŝŶ�Ăůů�ĚŝƌĞĐƟŽŶƐ͘ ��ĞƐƉŝƚĞ�ƚŚŝƐ͕ �ǁ Ğ�ĂƌĞ�ƉůĞĂƐĞĚ�ƚŚĂƚ�ǀ ŝĂ�dĂĐƟĐĂů�
�ƐƐĞƚ��ůůŽĐĂƟŽŶ�;d��Ϳ�ĂŶĚ�ĚŽůůĂƌ�ĐŽƐƚ�Ăǀ ĞƌĂŐŝŶŐ�;���Ϳ͕ ���ĂŶĂĐŽƌƉ�ĐůŝĞŶƚƐ�
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Nothing To See Here, Look Elsewhere

Investment Insight
Like a real world version of the movie Groundhog Day, the post GFC problems of the past remain the problems of today and seem des-

ƟŶĞĚ�ƚŽ�ďĞ�ƚŚĞ�ƉƌŽďůĞŵƐ�ŽĨ�ƚŽŵŽƌƌŽǁ ͘ ��ĞƐƉŝƚĞ�ƚŚĞ�ŶĞĞĚ�ĨŽƌ�ƐƚƌƵĐƚƵƌĂů�ĐŚĂŶŐĞ͕�ƚŚĞ�ƐĂŵĞ�ĨĂŝůĞĚ�͞ ƐŽŌ͟ �ƌĞŵĞĚŝĞƐ�ĂƌĞ�ďĞŝŶŐ�ĂŐĂŝŶ�ĞŵƉůŽǇĞĚ�

ĞǆƉĞĐƟŶŐ�Ă�Ěŝī ĞƌĞŶƚ�ŽƵƚĐŽŵĞ͘��ŶũŽǇŝŶŐ�ƚŚĞ�ŚŝŐŚĞƐƚ�ƐƚĂŶĚĂƌĚ�ŽĨ�ůŝǀ ŝŶŐ�ŝŶ�ŚƵŵĂŶ�ŚŝƐƚŽƌǇ�Ăƚ�Ă�ƟŵĞ�ŽĨ�ƚŚĞ�ůŽǁ ĞƐƚ�ŝŶƚĞƌĞƐƚ�ƌĂƚĞƐ�ŝŶ�ŚŝƐƚŽƌǇ�

ĂŶĚ�ĞŵƉůŽǇŵĞŶƚ�ƌĂƚĞƐ�ĐůŽƐĞ�ƚŽ�ƚŚĞ�ŚŝŐŚĞƐƚ�Ğǀ Ğƌ͕�Ăůů�ĂďƐĞŶƚ�ŝŶŇĂƟŽŶ͕ �ŝƚ�ƐĞĞŵƐ�ŝŶĐŽŶĐĞŝǀ ĂďůĞ�ƚŚĂƚ�ƚŚĞ�ŵĂƐƐĞƐ�ĂƌĞ�ĚŝƐƐĂƟƐĮ ĞĚ͘ �zĞƚ�ŚĞƌĞ�ǁ Ğ�

ĂƌĞ͕�ďŽƚŚ�ǇŽƵŶŐ�ĂŶĚ�ŽůĚ͕ �ĨĞĞůŝŶŐ�Į ŶĂŶĐŝĂůůǇ�ŝŶƐĞĐƵƌĞ�ĂŶĚ�ĚŝƐĞŶĨƌĂŶĐŚŝƐĞĚ�ďǇ�ŐŽǀ ĞƌŶŵĞŶƚƐ͘ �dŚĞ�ϵϵй �ŶŽǁ �ƐĞĞŬ�ƚŽ�ŇĞǆ�ƚŚĞŝƌ�ĚĞŵŽĐƌĂƟĐ�

muscles to restore equity. That pursuit presents itself in the form of ever bigger government promises and the rise of socialism. We rest

uneasily with the increasing belief that individual discontent is cured by passing costs onto society. We’ve seen all this before and it fails.
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In a series of perceptual experiments, first completed by Solomon Asch in 
ϭϵϱϭ�ĂŶĚ�ƌĞƉůŝĐĂƚĞĚ�ƵŶĚĞƌ�ǀ ĂƌŝŽƵƐ�ĐŽŶĚŝƟŽŶƐ�ƚŽ�ƚŚŝƐ�ĚĂǇ͕�most of us are not
free thinkers at all. This is so, even though we individually believe we are.

hƐŝŶŐ�ƚŚĞ�ŝůůƵƐƚƌĂƟŽŶ�ďĞůŽǁ ͕ �ƚĞƐƚ�ƐƵďũĞĐƚƐ�;ĂŵŽŶŐƐƚ�Ă�ĐŽŶƚƌŽů�ŐƌŽƵƉ�ŽĨ�ŶŽŶ�
subjects) were asked to match the length of the first line with either A,B or 
C. Simple enough, and no prize or punishment was involved or pressure to
ĐŽŶĨŽƌŵ͘ ��ŌĞƌ�Ă�ƐĞƌŝĞƐ�ŽĨ�ĐŽƌƌĞĐƚ�ĂŶƐǁ ĞƌƐ�ŽŶ�ŽƚŚĞƌ�ƐůŝĚĞƐ͕ �ƚŚĞ�ĐŽŶƚƌŽů�
group all chose “A” in this example and 75% of test subjects agreed, many
knowing it to be clearly wrong. Why would they do that, one may ask?

These results demonstrate that people generally seek the self assurance of
being in a group and not standing out or made to look foolish. 75% of the
ƟŵĞ͕�ǁ Ğ�ĐŽŶĨŽƌŵ�ƚŽ�ŐƌŽƵƉ�ƚŚŝŶŬ͕�ďĞŚĂǀ ŝŽƵƌƐ�ŬŶŽǁ Ŷ�ĂƐ�ŶŽƌŵĂƟǀ Ğ�ƐŽĐŝĂů�
ŝŶŇƵĞŶĐĞ�;Į ƫ ŶŐ�ŝŶͿ�ĂŶĚ�ŝŶĨŽƌŵĂƟǀ Ğ�ƐŽĐŝĂů�ŝŶŇƵĞŶĐĞ�;ďĞůŝĞǀ ŝŶŐ�ƚŚĞ�ŐƌŽƵƉ�
ŬŶŽǁ Ɛ�ƐŽŵĞƚŚŝŶŐ�ǁ Ğ�ĚŽŶ͛ ƚͿ͘ �dŚĞƐĞ�ƚĞŶĚĞŶĐŝĞƐ�ĂƌĞ�ƟŵĞůĞƐƐ͕ �ƉŽǁ ĞƌĨƵů�ďĞͲ
havioural influences, partly explaining why and how seemingly inexplicable 
things happen over and over again, including booms that bust. (Bitcoin?)

What we draw from social conformity studies, is that individual and social
ďĞŚĂǀ ŝŽƵƌƐ�ŵƵƐƚ�ďĞ�ƵŶĚĞƌƐƚŽŽĚ�ŝŶ�ƚŚĞŝƌ�ĐŽŶƚĞǆƚ�ĂŶĚ�ƐĞƫ ŶŐ͘�, ŝŶĚƐŝŐŚƚ�ŚĂƐ�
us all appear smarter than we really are. Presently, the we have been lulled
into a false sense security by the cloak of soothing talk from all knowing
ďĂŶŬĞƌƐ�ĂŶĚ�ƉŽůŝƟĐŝĂŶƐ͘ �t Ğ�ďĞůŝĞǀ Ğ�ƚŚĂƚ�ŝŶ�ƚŚĞ�ůŽŶŐ�ƌƵŶ͕ �ŵĞĂŶ�ƌĞǀ ĞƌƐŝŽŶ�
dictates all asset prices. So, we worry about flat household income, high 
household debt, elevated asset prices, slowing growth and the propensity
ŽĨ�ƉĞŽƉůĞ�ƚŽ�ƌƵƐŚ�ƚŽ�ƚŚĞ�Ğǆŝƚ�ĚŽŽƌ�Ăƚ�ƚŚĞ�ƐĂŵĞ�ƟŵĞ͘�Amongst many other
things, history teaches that us ƉĂŶŝĐ�ƚĂŬĞƐ�ŚŽůĚ�Ɛǁ ŝŌůǇ�ĂŶĚ�ŬŶŽǁ Ɛ�ŶŽ�ĚĂƚĞ͘

2019 Australian Federal Election

D ŝƐŝŶĨŽƌŵĂƟŽŶ�ŝƐ�Ă�ƉĞƌǀ ĂƐŝǀ Ğ�ƚŽŽů�ĨƌŝĞŶĚůǇ�ƚŽ�Ăůů͘�/ƚ�ĚŽĞƐ�ŶŽƚ�ĂůŝŐŶ�ŝƚƐĞůĨ�ƚŽ�
ƚŚĞ�ůĞŌ�Žƌ�ƌŝŐŚƚ͕ �ƚŽ�ƚŚŽƐĞ�ŝŶ�ƉŽǁ Ğƌ�Žƌ�ƚŚŽƐĞ�ƐĞĞŬŝŶŐ�ŝƚ͘ �dǇƉŝĐĂů�ŽĨ�ƚŚĞ�ĐůŝŵĂǆ�
of all booms, surpluses seem to arrive right on cue to perpetuate the belief
ƚŚĂƚ�ŐŽŽĚ�ƟŵĞƐ�ǁ ŝůů�ůĂƐƚ͘ �t Ğ�ĞǆƉĞĐƚ�ďŽƚŚ�ƚŚĞ�ĐŽŵŝŶŐ�ďƵĚŐĞƚ�ĂŶĚ�ĞůĞĐƟŽŶ�
to be full of “freebies” and false hope, just like the 2007 Federal budget and
ĞůĞĐƟŽŶ͘ �dŚĞŶ�ĂƐ�ŶŽǁ ͕ �ƚŚĞ�ƌĞƐŽƵƌĐĞ�ďŽŽŵ�ĂŶĚ�ƉĞĂŬŝŶŐ�ĞĐŽŶŽŵǇ�ƚŽƉƉĞĚ�ƵƉ�
government coffers. To be followed by the GFC that no one saw coming.

t Ğ�ƵŶĚĞƌƐƚĂŶĚ�ĂŶĚ�ƌĞƐƉĞĐƚ�ŝĚĞŽůŽŐǇ�ǁ ŝůů�ƉůĂǇ�Ă�ďŝŐ�ƌŽůĞ�ŝŶ�ƚŚĞ�ĞůĞĐƟŽŶ�ĂŶĚ�
revenue measures are needed to fund ALP promises, like CGT changes and
Trust taxes. However, we must say poor policy is being considered, causing
ŵƵĐŚ�ĂŶŐƐƚ�ƚŽ�ƐĞůĨ�ĨƵŶĚĞĚ�ƌĞƟƌĞĞƐ�ďŽƚŚ�ĐƵƌƌĞŶƚ�ĂŶĚ�ĨƵƚƵƌĞ͘�/Ĩ�ĨƌĂŶŬŝŶŐ�ĐƌĞĚͲ
ŝƚƐ�ĂƌĞ�ƐŽ�ĐŽƐƚůǇ�ƚŽ�ƚŚĞ�ĐŽƵŶƚƌǇ͕�ǁ ŚǇ�ŶŽƚ�ƌĂƟŽŶ�ƚŚĞŵ�ƚŽ�ƚĂƌŐĞƚ�ƚŚĞ�ďĞŶĞĮ ƚ�ƚŽ�
those who most need it? Here’s a crazy idea – restrict refunds of franking
credits only to people over 65, up to a maximum of $5,000? It seems ineq-
uitable to punish and estrange our oldest and usually highest taxpayers.

^ŝŵŝůĂƌůǇ͕�ǁ ŚŝůƐƚ�ǁ Ğ�ŚĂƚĞ�ĚĞďƚ͕ �ŝƚ�ƐĞĞŵƐ�Ă�ŵŽƐƚ�ŝƌƌĂƟŽŶĂů�ƟŵĞ�ƚŽ�ƉƌŽƉŽƐĞ�ƚŽ�
ĞůŝŵŝŶĂƚĞ�ŶĞŐĂƟǀ Ğ�ŐĞĂƌŝŶŐ͘�t ŝƚŚ�ďŽƚŚ�̂ ǇĚŶĞǇ�ĂŶĚ�D ĞůďŽƵƌŶĞ�ŚŽƵƐĞ�ƉƌŝĐĞƐ�
ĂůƌĞĂĚǇ�ƐŽŌ͕ �ǁ Ğ�ďĞůŝĞǀ Ğ�ƚŚŝƐ�ŵĞĂƐƵƌĞ�ĐŽƵůĚ�;Žƌ�ƐŚŽƵůĚͿ�ďĞ�ŬĞƉƚ�ŽŶ�ŝĐĞ͘�t Ğ�
ĨĞĂƌ�ďŽƚŚ�ƚŚĞ�ĞĐŽŶŽŵǇ�ĂŶĚ�Ăůů�ŚŽŵĞ�Žǁ ŶĞƌƐ�ŵĂǇ�ƵŶŝŶƚĞŶƟŽŶĂůůǇ�ƐƵī Ğƌ͕�
ƐŚŽƵůĚ�ƚŚĞ�ƟŵŝŶŐ�ŽĨ�ƚŚŝƐ�ŵĞĂƐƵƌĞ�ďĞ�ŝŶĐŽŶƐŝƐƚĞŶƚ�ǁ ŝƚŚ�ƚŚĞ�ƐƚĂƚĞ�ŽĨ�ƚŚĞ�
economy. Whichever party assumes office, we can only hope any policy 
change measures will be carefully considered for the greater good.

Both the Treasurer and RBA have been reduced to speak economic and
banking nonsense to keep the property balloon in the air. Make no mis-
take debt has metastasised onto the Australian economy. Property prices
affect everything and everyone, if not economically, then psychologically 
since it represents over 60% of Australian household net worth. Although
it won’t be said in these words, the RBA knows high house prices rely on
high debt. To stop prices falling ǁ Ğ�ŵƵƐƚ�ĐŽŶƟŶƵĂůůǇ�ŝŶĚƵĐĞ�ŵŽƌĞ�ƉĞŽƉůĞ�
into borrowing more money then to keep on spending all their income.

Looking abroad, both the US and now China have reverted to old fiscal 
tools to support growth. Japanese and European growth has all but
stalled and emerging markets are struggling with excess debt. While Deal
or No Deal Brexit is on the nose, watch out for QUITALY, it’s coming soon.

Zanacorp - Fee for Service Changes

Many changes recommended by the Hayne Royal Commission resulted
from unscrupulous fees for no service ĐŚĂƌŐĞĚ�ďǇ�ŵĂŶǇ�ůĂƌŐĞƌ�ŝŶƐƟƚƵͲ
ƟŽŶƐ͕ �ŝŶĐůƵĚŝŶŐ�ĨĞĞƐ�ƚŽ�ĚĞĂĚ�ƉĞŽƉůĞ͘�dŽ�ŽďůŝƚĞƌĂƚĞ�ƚŚŝƐ�ƉƌĂĐƟĐĞ͕�ĐŚĂŶŐĞƐ�
will be made to many investment funds and the manner in which advisers
are remunerated from them. Some Zanacorp clients will be impacted,
ƉĂƌƟĐƵůĂƌůǇ�ƚŚŽƐĞ�ǁ ŝƚŚ�ŝŶǀ ĞƐƚŵĞŶƚƐ�ŚĞůĚ�ǁ ŝƚŚ�ƵƐ�ƉƌŝŽƌ�ƚŽ�ϮϬϭϯ ͕ �ŵĂŶǇ�ďĞͲ
ŝŶŐ�ƚŚĞ�ďĞƐƚ�ŝŶǀ ĞƐƚŵĞŶƚƐ�ŝŶ�ƚŚĞ�ŵĂƌŬĞƚ͘ �t Ğ�ǁ ŝůů�ďĞ�ĐŽŶƚĂĐƟŶŐ�ĐůŝĞŶƚƐ�Žǀ Ğƌ�
coming months to inform and advise them of the proposed changes. For
Ăůů�ĐůŝĞŶƚƐ͕ �ŽƵƌ�ĂďƐŽůƵƚĞůǇ�ŶŽŶ�ŶĞŐŽƟĂďůĞ�ƵŶĚĞƌƚĂŬŝŶŐ�ŝƐ�ƚŚĂƚ�ŶŽ�ĐůŝĞŶƚ�
will be adversely impacted, nor will our client service be compromised.

For over 30 years, Zanacorp is proud of its record of delivering clients high
quality personal investment advice and strong investment returns. This
has been achieved by diligently seeking the best fund managers for clients
at the most economic cost. Many clients holding assets with Colonial,
Perpetual, OnePath (formerly ING) and Macquarie Bank have prospered
from the combined ongoing efforts of all Zanacorp staff, the investment 
ŵĂŶĂŐĞƌƐ�ǁ Ğ�ŚĂǀ Ğ�ĂĐĐĞƐƐĞĚ�ŽŶ�ƚŚĞƐĞ�ŝŶǀ ĞƐƚŵĞŶƚ�ƉůĂƞŽƌŵƐ�ĂŶĚ�ďǇ�ƚŚĞ�
independent research, paid by us, to meet our clients’ goals and needs.

, Ăǀ ŝŶŐ�ĂĚŽƉƚĞĚ�ŝŶĚƵƐƚƌǇ�ďĞƐƚ�ƉƌĂĐƟĐĞ�ĨŽƌ�Žǀ Ğƌ�ϯϬ�ǇĞĂƌƐ͕ ��ĂŶĂĐŽƌƉ�ŚĂƐ�
ƉƌŽǀ ŝĚĞĚ�ǁ ƌŝƩ ĞŶ�ĂĚǀ ŝĐĞ�ŽĨ�ŽƵƌ�ƌĞĐŽŵŵĞŶĚĂƟŽŶƐ͕ �ƚŚĞ�ƵŶĐŽŵƉƌŽŵŝƐĞĚ�
ďĂƐŝƐ�ŽĨ�ŽƵƌ�ƌĞĐŽŵŵĞŶĚĂƟŽŶƐ�ĂŶĚ�ĨƵůů�ĚŝƐĐůŽƐƵƌĞ�ŽĨ�Ăůů�ĐŽƐƚƐ͕ �ŝŶĐůƵĚŝŶŐ�
any ongoing commissions received as a result of the advice. The ongoing
fees we have received from our investment providers has funded our
investment in staff and technology to deliver highly skilled personal client 
service, meet ever increasing costs and provide ongoing services to moni-
ƚŽƌ�ĂŶĚ�ŝŵƉůĞŵĞŶƚ�ƟŵĞůǇ�ƉŽƌƞŽůŝŽ�ĂƐƐĞƚ�ĂůůŽĐĂƟŽŶ�Ɛǁ ŝƚĐŚĞƐ͕ �ĞŶŚĂŶĐŝŶŐ�
returns. We believe all stakeholders, most of all our clients, have bene-
Į Ʃ ĞĚ�ĨƌŽŵ�ŽƵƌ�ĐŽůůĂďŽƌĂƟŽŶ�ƚŽŐĞƚŚĞƌ͘�Client success has been the core of
our success, just as it should. We would hope that no amount of govern-
ŵĞŶƚ�ƌĞŐƵůĂƟŽŶ�ǁ ŝůů�ŝŵƉĂŝƌ�ŽƵƌ�ĐŽŶƟŶƵĞĚ�ƌĞůĂƟŽŶƐŚŝƉƐ�Žƌ�ŚŝŐŚ�ƐĞƌǀ ŝĐĞ�
ƐƚĂŶĚĂƌĚƐ͘ �hůƟŵĂƚĞůǇ͕�ŵŽƐƚ�ƉĞŽƉůĞ�ŬŶŽǁ �ǇŽƵ�ŐĞƚ�ǁ ŚĂƚ�ǇŽƵ�ƉĂǇ�ĨŽƌ͘�/Ŷ�ŽƵƌ�
ĞǆƉĞƌŝĞŶĐĞ͕�ŽƵƌ�ƉĞƌƐŽŶĂůŝƐĞĚ�ĂĐƟǀ Ğ�ĂƐƐĞƚ�ĂůůŽĐĂƟŽŶ�ŵŽĚĞů�ŐĞŶĞƌĂƚĞƐ�ĂŶ�
ĂĚĚŝƟŽŶĂů�ƌŝƐŬ�ĂĚũƵƐƚĞĚ�ƌĞƚƵƌŶ�ŽĨ�Ϯй �- 4% p.a. by sidestepping disasters.
&ƵŶĚƐ�ŽŌĞŶ�ĂĚǀ ĞƌƟƐĞĚ�ŽŶ�ds ͕ �ƌĂƌĞůǇ�ŵĂƚĐŚ�ƚŚĂƚ͕ �ĚĞƐƉŝƚĞ�ƚŚĞŝƌ�ĐůĂŝŵƐ͘ ��

Social Conformity - Have We Really Changed?

D ŽƐƚ�ƉĞŽƉůĞ�ƚŽĚĂǇ�ďĞůŝĞǀ Ğ�ƚŚĂƚ�ƚŚƌŽƵŐŚ�ĞĚƵĐĂƟŽŶ�ĂŶĚ�ŝŶĨŽƌŵĂƟŽŶ�ƚŚĞǇ��
are somewhat ƐŵĂƌƚĞƌ�ƚŚĂŶ�Ăůů�ƉƌĞǀ ŝŽƵƐ�ŐĞŶĞƌĂƟŽŶƐ. Faith in science (and
' ŽŽŐůĞͿ�ŚĂƐ�ĂƉƉĂƌĞŶƚůǇ�ĐƌĞĂƚĞĚ�Ă�ŶĞǁ �ƵŶŝǀ ĞƌƐĂů�ŬŶŽǁ ůĞĚŐĞ�ĂŶĚ�ŽďũĞĐƟǀ Ğ��
ƚŚŽƵŐŚƚ͕ �ĐƌƵƐŚŝŶŐ�ƚŚĞ�͞ ŽůĚ�ǁ ŽƌůĚ͟ �ƉŝůůĂƌƐ�ďƵŝůƚ�ŽŶ�ƚŚĞ�ƚƌƵƐƚ�ŝŶ�ŝŶƐƟƚƵƟŽŶƐ͕ �
government and religiosity. Many may wonder how the Venezuelans
could have been so easily deceived by state propaganda, dismissing the
people as uneducated. Paradoxically, possibly naively, many first world 
ĐŝƟǌĞŶƐ�ƚŽĚĂǇ�ĚŽ�ŶŽƚ�ďĞůŝĞǀ Ğ�ĂŶŽƚŚĞƌ�ƚƵůŝƉ�ďƵďďůĞ͕�ƐŽĐŝĂů�ƵƉƌŝƐŝŶŐ�Žƌ�Ğǀ ĞŶ�
economic depression is possible. We wish we could share that view.

�ĐŽŶŽŵŝĐƐ�ĂŶĚ�ƐŽĐŝĞƚǇ͕�ĂƌĞ�ŐƌŽƵŶĚĞĚ�ŝŶ�ƉƌĞĚŝĐƟŶŐ�ďŽƚŚ�ŝŶĚŝǀ ŝĚƵĂů�ĂŶĚ�
ĐŽůůĞĐƟǀ Ğ�ďĞŚĂǀ ŝŽƵƌƐ�ŝŶƚŽ�ĐŽŚĞƐŝǀ Ğ�ƐƚƌƵĐƚƵƌĞƐ͘ ��zĞƚ�ŶŽ�ŵĂƩ Ğƌ�ŚŽǁ �ƐŵĂƌƚ�
ǁ Ğ�ŵĂǇ�ďĞůŝĞǀ Ğ�ŽƵƌƐĞůǀ ĞƐ�ƚŽ�ďĞ͕�ǁ Ğ�ƌĞŵĂŝŶ�ĂƐ�ƐƵƐĐĞƉƟďůĞ�ĂƐ�Ğǀ Ğƌ�ƚŽ�ƚŚĞ��
ĂĐƟŽŶƐ�ŽĨ�ŽƚŚĞƌƐ�ĂƐ�ǁ Ğůů�ĂƐ�ƚŽ�ƚŚĞ�ŵŝŶĚ�ďĞŶĚŝŶŐ�ŝŶŇƵĞŶĐĞ�ŽĨ�ŐƌŽƵƉƐ͘


