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The US property billionaire Sam 
Zell once observed, “liquidity 
equals value”. You can own as 
many assets as you like, but if 
there’s no liquidity their value is a 
lot less than what you think.

(Liquidity is the ability to be 
able to sell an asset to raise cash 
whenever you want at a 
reasonable price.)

Another way to look at the 
issue of liquidity is that cash is 
most valuable when nobody else 
has any. Most investors have now 
migrated away from cash. 
Witness, for example, the 
revelation this week that self-
managed superannuation fund 
holdings of property have 
surpassed cash for the first time in 
at least 12 years. According to the 
ATO, nearly a quarter of SMSF 
net assets, or $162 billion, is held 
directly in commercial and 
residential property. The figure is 
considerably higher if 
investments in banks, REITS, 
unlisted property trusts and 
mezzanine debt is included.

Record aggregate cash 
balances in Australia may cause 
some to question the proposition 
that most investors are locked 
into illiquid assets. Keep in mind, 
however, that the cash is held by a 
relative few and certainly not by 
those holding the record levels of 
mortgage and credit card debt.

I have written here at length
about the dangers, and even the 
likelihood, of a property 
correction. As a value investor I 
tend to be early in my warnings 
however I have since been joined 
in these concerns by the IMF, 
APRA, the RBA, the OECD and 
even ASIC. And while my 
primary concern remains for 
those who have leveraged to pay 
an inflated price for a generic 
asset such as residential 
apartments there are reasons to 
be justifiably worried about the 
broader Australian economy and 
even our financial system.

In the US, the financial 
instability brought by two of the 
past three US recessions (1990 
and 2007) was due to declining 
real estate values.

In Australia our banks extend
loans to households and small 
businesses, typically taking 
property as collateral. While the 
economy is operating normally, 
and in the absence of significant 
increases in rates, debt payments 
are met and defaults are low. But 
conventional lending to 
households and SMEs puts added 
pressure on financial institutions 
when the economy slows and 
property values decline.

When recessions are 

accompanied by significant 
declines in real estate values 
pressures are brought to bear on 
the financial system because a 
loss of income is accompanied by 
a loss of home equity and the 
likelihood of default increases 
dramatically.

No more free money

We have seen the end of 
quantitative easing by the world’s 
largest central banks. Free 
money, zero interest policy and 
negative interest rate policy are 
all over and given the massive 
influence these policies had on 
flattening the yield curve and 
forcing savings towards asset 
speculation, the reversal of the 
former cannot occur without 
consequences for the latter.

This era of “free money” — 
was simply the source of liquidity 
supporting real estate values and 
development activity since the 
GFC. As interest rates begin to 
rise unhindered by central bank 
intervention demand for money 
declines as does demand for any 
assets it is used to purchase. 
Declining demand and tightening 
credit spells trouble for real estate.

Low short-term rates and flat
yield curves forced investors to 
look outside term deposits for a 
better yield. They migrated en-
masse to corporate debt, then 
high yield debt (a euphemism for 
junk bonds), then equities and 
infrastructure-backed securities, 
private equity, mezzanine debt 
and commercial, industrial and 
residential property. As a result 
yields and/or capitalisation rates 
have been pushed down to levels 
only seen before the GFC. 

These cash alternatives are 
very long-duration assets and 
buyers today are locking in 
unacceptably low rates of return 
for an extended period. If rates 
rise or incomes produced by these 
assets fall, their attractiveness to 
future buyers will fade and these 
“cash alternatives” do not enjoy 
the liquidity offered by cash. Any 
move towards the exit could 
therefore trigger a liquidity crisis 
that will impact not just 
individual investors but the entire 
financial system.

Low yields and capitalisation
rates have rendered the income 
being generated from those assets 
insufficient to meet the 
obligations of the debt used to 
finance them. This is a classic sign 
of the end of a boom. And when it 
coincides with the end of 
historically cheap interest rates, a 
slowing economy (thank the end 
of the residential high-rise 
construction boom for that) and 
declining incomes, as well as 
ridiculously poor levels of 
productivity and possibly a strain 
on our financial system, the 
reversion to the mean could be 
painful. That pain will be a lot 
more acute than accepting a 2.5 
per cent yield on your term 
deposit. 

Cash crunch is coming 
for property investors 

ROGER MONTGOMERY

The perks of being predictable

Brian Benari is the managing di-
rector of Challenger Limited, an
investment management com-
pany that has led the revival of an-
nuity products in Australia.

How do you explain an annuity
to someone who has no idea
what it is? 

There’s nothing complicated
about annuities. Put simply, it’s
like a pay cheque in retirement.
Retirees invest a portion of their
retirement savings and, in return,
an annuity will pay you an agreed
income every month, linked to in-
flation if you like, either for a fixed
term or for the rest of your life.
This means you don’t have to
worry about running out of
money. 

Challenger is now Australia’s
largest provider of annuities.
How has the market for annui-
ties changed in the past few years
and what sort of annuities are
people buying? 

Every day 700 Australians
turn 65 and, as the baby boomer
generation moves into retire-
ment, demand for annuities is in-
creasing very rapidly. Annuities
are now very much in the main-
stream for retirees. In fact the
growth in annuities sales has been
dramatic. In 2010 53 lifetime an-
nuities were sold in Australia. Last
year that number was over 9000.
Retirees are sending a clear mess-
age that ensuring secure, predict-
able income for life is now a top
priority. 

Some advisers are still reluctant
to sell annuities. They say they
don’t provide return for money.
Do they have a point? 

There are pockets of people
who don’t realise the benefits that
today’s annuities provide. Inno-
vations in recent years mean
there is now a range of products
available that enable retirees to
choose what’s most important to
them, such as level of income pro-
vided, a need to access capital or

ensuring a portion of capital is re-
turned to your estate if you don’t
live as long as expected. Today’s
annuities can balance these prior-
ities to meet the needs of retirees. 

As an example, for $100,000 in
a flexible lifetime annuity, a 65-
year-old male will get $6280 a
year for the rest of his life. And the
annuity would give 100 per cent of
your capital back to your estate if
you died in the first nine years.
Annuities are a form of insurance.

There are changes to legislation
on annuities coming up in July.
What impact will they have? 

In last year’s budget the gov-
ernment announced changes that
will allow for a broader range of
retirement income products, in-
cluding deferred lifetime annui-
ties. Legislation on this has
progressed and we are expecting
it to come into effect from July.
This is good news for the ever in-
creasing number of retirees as it
will give them more options and
more flexibility as they prepare
for retirement. 

Any personal investment gurus
you admire? 

Who wouldn’t like an investor

with a long-term outlook like
Warren Buffett? Some of his top
tips for investing are to focus on
cash and cash flow

What are your personal invest-
ment philosophies? 

At times when investing looks
easiest and everyone is claiming
to be an expert, that’s when you
need to be most wary! 

What was your first or most im-
portant investment? Any lessons
you have learned on your per-
sonal investing side? 

It was a modest rental property

in Perth which I bought with a
small deposit and sold relatively
soon after as the market turned. I
learned that being able to hold as-
sets during cycles is crucial.
Therefore having assets that pro-
duce reasonable income and are
not encumbered with excessive
debt is key. 

Challenger is also a big investor
— where are you putting your
money these days? How does the
global market look to you? 

Our investment goal is to
match our long-term commit-
ments to our annuitants with de-
pendable income from long-term
assets. We take a conservative
view and invest in assets including
government and corporate bonds
and other fixed income, as well as
other longer-term assets such as
infrastructure and properties with
long-term leases to tenants in-
cluding state and federal govern-
ment. 

Are you expecting any changes
from the budget? 

I’ve learned over time not to
predict what’s in the budget. Last
year’s budget was very much fo-
cused on superannuation so you
would think that would be less of a
focus this year.

What sort of mix would you
think the average retired person
would put into annuities? 

It changes depending on the
needs of every individual but we
find that generally retirees will put
about 25 per cent of their savings
into an annuity with the remain-
der of their super invested in other
growth assets like equities and in-
frastructure. 

They look to the income from
an annuity to pay for essential
needs in retirement, like what you
need to keep a roof over your head
and healthcare costs, while
money from the gradual sale of
their growth assets goes towards
paying for discretionary needs,
like holidays or home improve-
ments. 

It’s not a single investment that
solves all problems for retirees but
a combination of income assets
like annuities and growth assets
such as shares that work together
to achieve the best outcome in re-
tirement.

Annuities are back in 
vogue, underpinning
Challenger’s success

GLENDA KORPORAAL

‘Retirees are sending a 
clear message that 
ensuring secure, 
predictable income for 
life is now a top 
priority’ 

BRIAN BENARI
MANAGING DIRECTOR, 
CHALLENGER 

RENEE NOWYTARGER
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The residential construction boom 

Last chance to salary sacrifice or unlock home equity under ‘old super’ 

Have you ever missed out on
something that was on sale and
thought that the next time it goes
back on sale you will grab it?
There are similarities here with
the superannuation changes due
to close on June 30. 

Back in 2007 under the regime
of treasurer Peter Costello there
was a window of opportunity to
contribute up to $1 million into
superannuation before the new
“simple super” rules were applied.
Today, a similar but slightly less
attractive opportunity is in play.

We are waiting for the follow-
ing rules to come into play on
July 1:
● Pre-tax superannuation caps
will be $25,000 a year whereas in
FY2017 they were $50,000 a year.
● Post-tax superannuation caps
will be $100,000 a year whereas in
2017 they were $150,000 a year.
● The three-year bring-forward

rule on post-tax superannuation
contributions will be $300,000
whereas in 2017 it was $450,000.

In relation to the funds which
support your tax-free pension: 

If you have more than $1.6m in
superannuation you will not be
able to make any after-tax contri-
butions and if you have more than
$1.5m you will not be able to take
advantage of the bring-forward
provisions.

Now, much of the attention
surrounding the new super rules
has been negative — but here’s
another way to look at it … here’s a
very last chance to do yourself a
favour 

Until June 30, the current,
more generous rules apply:
● Pre-tax superannuation caps
are $30,000 a year for those under
50 and $35,000 a year for those
over 50.
● Post-tax superannuation caps
are $180,000 a year.
● The three-year bring-forward
rule on post-tax superannuation

contribution is $540,000 for those
under the age of 65.

Superannuation is a conces-
sionally taxed environment and
the preferred asset holding struc-
ture for most people in retirement.

So pumping as much money as
possible into super is generally a
good idea from a tax perspective.
But what if you do not have
$540,000 or $1.08m per couple
(remember all the rules relating to
the new super regime are per per-
son) laying around in cash avail-
able to be stashed into
superannuation? 

If you have been thinking
about putting more money into
super for some time, do not think
for too much longer.

There are a few options worth
considering:
● The first option is to increase
salary sacrifice contributions until
the end of this financial year. As
the current limit of $35,000 per
annum for over 50s or $30,000 for
under 50s reduces to $25,000

from July 1, why not use it up in the
pay periods left this financial
year? One important note is that
both employer superannuation
guarantee contributions and sal-
ary sacrifice amounts count to-
wards the $35,000 pre-tax super
contribution limit.
● The second option is to redraw
equity from your home by way of
a loan and contribute the loan
money into superannuation. The
money borrowed is not tax de-
ductible to you and unless you
meet a condition of release, you
will not be able to access funds
from super to pay the principal or
interest on the borrowed funds.
Consideration also needs to be
given to interest rates. Assuming a
4 per cent interest rate for a loan
against the family home, the net
return from your superannuation
account must be higher than 4 per
cent in order to make it worth-
while.

Such a move is strictly for
those with healthy balance sheets

but low liquid assets. This ap-
proach may suit as a short-term
bridging option to get the money
into super before June 30. 
● The third — and most extreme
choice — is downsizing your
home and using the freed-up cash
to make a superannuation contri-
bution. The main issue with this
approach is timing. 

The typical property auction
campaign runs for four weeks fol-
lowed by a six-week settlement
period. 

Assuming that you sell and set-
tle before June 30, another com-
plication is that the cash
contribution to super needs to be
receipted by your superannuation
fund usually a week before the
end of the financial year to meet
the end of financial year cut-offs
and processing times. 

One other point is that the
government is still toying with the
idea of some form of tax assist-
ance on “downsizing” but we will
not know the final shape of things

until the release of the federal
budget on Tuesday, May 9 

If you have been thinking
about putting more money into
super for some time now, do not
think for too much longer other-
wise the opportunity may pass
and you may not have an option at
all to contribute substantial
money into superannuation.

Whether we see substantial
changes in the May budget re-
mains to be seen. Certainly, Trea-
surer Scott Morrison has left open
the possibility of both housing and
capital gains tax changes. 

If there are further changes to
superannuation they are most
likely to be clarifications rather
than anything else. This is cer-
tainly the main hope of the finan-
cial adviser community in
Australia.

James Gerrard is the principal and 
director of independently owned 
Sydney financial planning firm 
FinancialAdvisor.com.au

JAMES GERRARD
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Renaissance Tours Pty Ltd. (License number 2TA4526) is the tour organiser. Neither News Limited, nor any of  its subsidiaries nor any of  their newspapers have any involvement in the tour, and have no liability of  any kind to any person in relation to the tour.

Reader Offer from Renaissance Tours

The Foodies’ Tour of Korea

Sharpen your tastebuds for a gastronomic sensation as you immerse yourself in 
South Korea’s vibrant culinary culture and discover the country’s rich cultural 
heritage. With exotic tastes and smells to whet your appetite, let Korean 
Australian chef and passionate ‘foodie’ Heather Jeong lead you on an exploration 
of some of Korea’s most vibrant food markets, street food and eateries. 

In between the gastronomic delights, marvel at beautiful natural scenery, and 
explore museums, palaces and temples for an insight into one of Asia’s most 
exciting cultural destinations.

A CULINARY, CULTURAL AND HISTORICAL EXPLORATION 
with Heather Jeong  |  05–15 October 2017 (11 days)

For detailed information call 1300 727 095, 
visit www.renaissancetours.com.au or 
contact your travel agent.

Heather Jeong

Kimchi Making © Korea.net; Chandeokgung Palace © dconvertini/Flickr; Gwangjang Market seller © Evan Petrelis

*Conditions apply; ask for details.


