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informed investor

In this issue:

 ▪ Economic update

 ▪ How to overcome a financial 
setback

 ▪ Will I pay Capital Gains tax on 
my inheritance

Economic update
Australia

• Headline inflation rose slightly more than expected in the December 
quarter. Prices rose 0.7% over the three-month period, the fastest 
quarterly increase in three years. This took the annual inflation rate to 
1.8%.

• The increase was partly due to higher food prices, affected by 
disruptions to transportation owing to bush fires in November and 
December. Fruit prices rose nearly 7%, for example. 

• Employment data for December was again strong, following a better-
than-expected result in November. 

• A further 28,900 new jobs were added, almost three times the 10,000 
estimate. This lowered the unemployment rate to 5.1%.

• New jobs were again dominated by part-time positions, but the 
improvement was nonetheless quite pleasing for policymakers. 

• Together, the stronger inflation and labour market data prompted 
the Reserve Bank of Australia to leave interest rates unchanged at 
0.75% at its meeting in early February. 

United States

• The pace of GDP growth in the US was unchanged in the December 
quarter. The world’s largest economy expanded at an annual pace of 
2.1%; the same as in the third quarter of 2019. 

• There was a slowdown in consumer spending, however, which may 
be cause for concern given services sectors account for around three 
quarters of the overall economy.

• Policymakers will be hoping to see a rebound in discretionary 
spending in early 2020. It appears that Americans can afford it – wage 
growth continues to outpace inflation, meaning consumers have 
greater purchasing power.
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• More than two million new jobs were also created 
in 2019, which took the unemployment rate to a 
50-year low of just 3.5%. 

• Interest rates were unchanged, with the target 
Federal Funds rate remaining between 1.5% and 
1.75%.

Europe

• The UK’s withdrawal from the European Union 
occurred as planned, finalising the Brexit process 
that had been three and a half years in the making.

• UK policy makers can now focus on the domestic 
economy, which remains subdued. 

• Consumer confidence has improved slightly 
following the recent general election, but remains 
fragile. 

• Despite speculation regarding a possible cut, UK 
interest rates were left unchanged at 0.75% at Bank 
of England Governor Carney’s last meeting. 

• At the same time, officials lowered their GDP growth 
forecast for 2020, to 0.75% from 1.25% previously. 

• Meanwhile, German inflation continued to pick 
up, indicating that activity levels in the Eurozone’s 
largest economy may be improving.

New Zealand

• Inflation also picked up in New Zealand. Consumer 
prices rose at an annual pace of 1.9% in the fourth 
quarter of 2019, compared with 1.5% in the prior 
three-month period and ahead of consensus 
forecasts. 

• According to a Reserve Bank spokesperson, the 
weaker NZ dollar is helping to moderate the impact 
of global headwinds. 

• The kiwi economy should also be supported by a 
NZ$12 billion infrastructure spending program. 
More than half of the expenditure is being brought 
forward, with various road and rail works set to 
commence later this year. 

Asia 

• Coronavirus-related news dominated attention in 
Asia. Several airlines have suspended services to 
and from mainland China. This could affect tourism-
related sectors worldwide, as Chinese tourists are 
estimated to account for around 30% of holiday 
spending globally. 

• Official GDP data showed the Chinese economy 
grew at an annual pace of 6.0% in the December 
quarter, the same as in the September quarter. 
Growth is being supported by buoyant consumer 
spending domestically. 

Australian dollar

The Australian dollar depreciated quite sharply in 
January, recording its worst monthly performance for 
more than two years.

The currency lost nearly 5% against the US dollar, 
battered by coronavirus-related concerns. Australia’s 
close ties with China means ‘risk off’ sentiment around 
the virus is affecting the Australian dollar more than 
most other currencies. 

A weaker currency may prove beneficial for Australian 
manufacturers, as it makes locally produced goods more 
competitively priced internationally. 

Commodities

Optimism following the agreement of a ‘phase one’ 
trade deal between the US and China quickly gave way 
to demand and economic growth concerns stemming 
from the rapid spread of the coronavirus. 

Oil (Brent -13.3%) felt the uncertainty sharply, while 
industrial metals were also lower; copper (-9.5%), nickel 
(-8.4%) and aluminium (-4.8%) all posted sizeable losses 
by end January. Iron ore (-10.1%) also fell on China-
related demand concerns. 

Unsurprisingly, gold (+4.7%) posted solid gains on ‘safe 
haven’ demand amid the uncertainty. 

Australian equities

The S&P/ASX 100 Accumulation Index delivered an 
impressive +5.1% return for the month of January, its 
best return in 26 years. This helped the Index set new 
all-time highs in terms of price and total return.

All Information Technology constituents helped push 
the sector +12.8% higher. Given their bond-proxy 
nature, the Utilities sector lagged the market and 
provided a modest +0.6% return. 

Although Australia’s small companies underperformed 
their large cap peers, the S&P/ASX Small Ordinaries 
Accumulation Index still delivered a solid +3.4% return. 

Listed property

Global listed property kicked off the calendar year 
with solid gains in January. The FTSE EPRA/NAREIT 
Developed Index returned 2.2% in local currency terms 
and a more impressive 5.9% in AUD terms, reflecting the 
weaker Australian dollar.  

The Australian property sector led the charge as A-REITs 
returned 6.4% during the month. Hong Kong (-7.8%) 
was by far the worst performing market. Sentiment 
towards equities in the region plunged, as concerns 
around the coronavirus outbreak intensified in China 
and surrounding regions. 
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Global equities

Momentum in global equities continued from 2019, 
with the MSCI World Index establishing new highs in 
the first 20 days of January. 

The signing of the ‘phase one’ trade deal between the 
US and China, combined with increasing conviction of 
a gradual recovery in global growth helped support 
global share markets. 

That optimism was quickly snuffed out, however, on 
mounting fears over the coronavirus and its impact on 
Chinese, and hence global, growth. 

From 20 January, the MSCI World dropped -3.1% in local 
currencies, to end the month down -0.2%. The AUD’s 
associated plunge helped insulate Australian investors 
in global shares from negative returns. 

In fact the Index ended the month up 4.4% in AUD 
terms, the strongest January return since 2013.

Global and Australian Fixed Income

The risk that coronavirus results in a prolonged 
economic slowdown was reflected in fixed income 
markets worldwide. 

Government bond yields were pushed sharply lower in 
all key regions. US and Australian 10-year yields closed 
the month 42 and 41 bps lower, respectively, resulting 
in positive returns from overseas and domestic bond 
markets. 

Moves in Europe were a little more modest, but were 
substantial nonetheless. In the UK, 10-year gilt yields 
dropped 30 bps, while German Bund yields closed 
January 25 bps lower. Japanese JGB yields also fell 5 
bps. 

Global credit

Credit spreads had tightened sharply in late 2019, 
resulting in favourable returns from both investment 
grade and high yield corporate bonds. 

In January, however, concerns associated with the virus 
outbreak – specifically how a slowdown in activity levels 
might affect corporate earnings – saw spreads retrace 
some of this earlier movement. 

A slowdown in China could have broader reaching 
implications for companies in other regions. Remember, 
China now accounts for around 16% of global GDP. 

Unsurprisingly, issuers in Asia were among the worst 
performers. Chinese property companies with exposure 
to Wuhan, for example, fared particularly poorly. 

Source: Colonial First State

How to overcome a financial 
setback
When considering the financial position they’ve 
achieved in retirement, many Australian retirees share 
the same opinion: “I wish I’d saved more.”

For some people, keeping up with day-to-day living 
expenses and staying on top of debts is challenging 
enough, and investing for the future can seem out of 
reach. Meanwhile, others are better at sticking to a 
budget and putting aside money on a regular basis so 
they can build wealth over time. 

But even with a retirement plan in place, what happens 
when someone’s life takes an unexpected turn that 
changes their financial position? For instance, if they or 
their partner became seriously ill or injured. 

While some people would still be able to keep up with 
their living expenses while investing for the future at 
the same time, others would struggle to make ends 
meet – putting them on the back foot financially for 
years to come.

Life is nothing if not unpredictable, so the best thing 
to do is put measures in place that will minimise the 
impact of unexpected financial shocks before they 
happen.

How can you improve your financial wellbeing?

Review your Insurance

Consider taking out personal insurance such as life, 
disability, trauma and/or income protection cover, in 
addition to private health insurance. With personal 
insurance, you can receive either a lump sum or regular 
payments to cover your living and medical expenses if 
you have to stop working due to illness or injury. 

We can help you choose the right level of insurance for 
your needs and advise whether to take out your cover 
through your super fund.
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Understand your entitlements

If you or your partner has to stop working due to illness 
or injury, you may be eligible for government assistance 
in the form of a sickness allowance or carer payment. 
We can help ensure you receive all the financial support 
you’re entitled to.

Put some money aside

If you’re suddenly faced with a financial setback, it 
helps to have a safety net. If you’re not already saving 
regularly, review your household budget to see if you 
can afford to put some money from each paycheque 
into a separate savings account. Then, if you get 
seriously ill or injured, this money can help tide you 
over while you’re making an insurance claim.

Create an estate plan

A strong estate plan is the best way to protect your 
family’s finances if the worst happens to you. It’s 
important to get legal advice when building your estate 
plan and to update your will whenever your personal or 
financial circumstances change. 

We can help you to create a binding death nomination 
with your super fund so your super balance and 
insurance benefits are distributed according to your 
wishes when you pass away.

Maximise your super

While you’re healthy and working, it might be worth 
putting extra money into your super. That way, your 
retirement savings don’t suffer if you’re off work for 
an extended period or you need to retire sooner than 
planned. Salary sacrificing is a tax-effective way to boost 
your super, allowing your nest egg to grow faster.

Source: Colonial First State

Will I pay Capital gains Tax on my 
Inheritance?
In Australia, special capital gains tax rules apply when 
dealing with assets of a deceased estate. 

The most common types of assets inherited by a 
beneficiary that could be subject to a capital gain are 
property, shares and managed funds. 

You may have just received (or are about to receive) 
an inheritance. While this article isn’t a substitute for 
specialist tax advice it considers some of the capital 
gains tax implications should you ultimately choose to 
sell an inherited asset of this nature.

Implications for Australian tax residents

Where you’re an Australian resident for tax purposes 
and you inherit assets from the deceased estate of an 
individual who was also an Australian tax resident, the 
transfer of these assets from the deceased estate is 
not a capital gains tax (CGT) event, in and of itself. This 
means that only if you decide to sell the asset at a later 
point in time, then the normal CGT rules apply.

In this scenario, CGT outcomes are an important aspect 
to consider when selling inherited investments like 
shares, managed funds and investment properties. 

The sale of the family home may receive the ‘main 
residence exemption’ which means that CGT will not 
apply. However, this an area where advice is best 
sought.

Note: where a family home was used for investment 
(income producing) purposes at some stage, only a 
partial main residence exemption will occur. We discuss 
this in a little more detail below.

Implications for non-Australian tax residents

Where the deceased individual was an Australian 
resident for tax purposes, if you’re a non-Australian tax 
resident CGT may be applicable.



5

Depending on the type of asset inherited and the 
circumstances involved, this can be an especially 
complex area, so specialist advice is key.

Other Capital Gains Tax considerations

Generally speaking, if the asset is:

• a collectable asset, such as rare stamps, then CGT 
may apply depending on a host of circumstances

• a personal-use asset such as jewellery, a car or boat 
CGT will typically not apply.

Capital gain (or losses) on an inherited asset

There are several considerations involved in calculating 
a capital gain or loss. Some of these can include:

• the type of asset, and how it was used prior to the 
deceased’s passing;

• the deceased’s date of death;

• the date the asset was inherited;

• your ownership period, prior to selling the asset;

• whether you are selling the asset as an individual 
Australian tax resident, or not.

Did you know:

Inheriting a family home may involve CGT when it is 
sold. This depends on a few factors, such as when it 
was bought, when it was sold and if it was used for 
investment purposes at any time during the ownership 
period.

You should keep detailed financial records related to an 
inherited asset. This information is needed to determine 
if there’s any CGT payable later when the asset is sold.

Source: Perpetual

Element Wealth Solutions Pty Ltd is a Corporate Authorised Representative (No. 1269095) of Capstone Financial Planning Pty Ltd. ABN 24 
093 733 969. Australian Financial Services Licence No. 223135. Information contained in this document is of a general nature only. It does not 
constitute financial or taxation advice. The information does not take into account your objectives, needs and circumstances. We recommend 
that you obtain investment and taxation advice specific to your investment objectives, financial situation and particular needs before making 
any investment decision or acting on any of the information contained in this document. Subject to law, Capstone Financial Planning nor their 
directors, employees or authorised representatives, do not give any representation or warranty as to the reliability, accuracy or completeness 
of the information; or accepts any responsibility for any person acting, or refraining from acting, on the basis of the information contained in 
this document.

For further information please contact Tracy Dyer on (02) 4312 8119 or email tracy@elementwealthsolutions.com.au


