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Is Australia the next Argentina? 

Bob Cunneen, Senior Economist and Portfolio Specialist, 
MLC looks at the impact political instability can have on 
the sharemarket.

“Politics is the art of looking for trouble, finding it everywhere, diagnosing it incorrectly  
and applying the wrong remedies.”
Groucho Marx

“One of Australia’s most important national assets is our institutional arrangements: things 
like the rule of law, our strong and credible institutions, and our stable political system.” 1

Reserve Bank of Australia Deputy Governor, Dr Philip Lowe, 12 August 2015.

The winners curse

Australian investors have been historically blessed with good fortune compared to 
others. Australian shares have delivered strong returns in terms of capital growth and 
dividends over the past century. Over the 115 years since 1900, Australia has been the 
second-best performing equity market with a real return of 7.3% per year.2

For the past 25 years, Australia has seen continuous economic growth and a solid 
financial system. Australia’s population is growing and the labour force is highly 
skilled. Australia’s natural resources – iron ore, coal, industrial metals and land – have 
been key sources of export income. While there has been some sharp setbacks in 
the recent past – the Asian Financial Crisis (1997-98) and the Global Financial Crisis 
(2007-09) being notable – Australia has managed to come through these events with 
remarkable resilience. This past success reflects both individuals and institutions that 
have proven flexible and policymakers who were agile.

The leadership revolving door

Yet Australia’s prosperity is now being challenged by increasing political risk. Political 
risk can come in various forms. These political risks can range from sudden leadership 
switches and significant policy changes to the more extreme examples of conflict and 
revolutions that dramatically alter the political order. Fortunately in Australia’s case, 
we are not considering the dramatic political risk that involves violence. Here the more 
modest form of political risk in leadership and policy changes are considered. Australia 
has been prominent in this moderate political risk spectrum.
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Welcome to Financial 
Focus. I hope you enjoy 
the articles and find 
them interesting and 
informative. If you have 
any feedback, questions, 
or would like to review 
your financial plan,  
please feel free to  
contact me.

1   National wealth, land values and monetary policy’ speech, Reserve Bank  
of Australia Deputy Governor, Dr Philip Lowe, 12 August 2015.

2   ‘Credit Suisse global investment returns yearbook 2015’, Credit Suisse, February 2015. Past 
performance is not a reliable indicator of future performance. The value of an investment may 
rise or fall with the changes in the market.
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The clearest example of Australia’s 
political risk is the revolving door of the 
Prime Minister’s office. For the period 
2010 to 2015, Australia had five Prime 
Ministers in the poetic sequence of: 
Rudd, Gillard, Rudd, Abbott, Turnbull. 
Australia rivals Italy and Greece in terms 
of political turnover at the top.

Considering that both Italy and Greece 
have struggled over the past decade 
with stagnating economies and high 
unemployment, Australia has achieved 
a remarkable place on this leadership 
instability podium.

With sharper swings in policy 
uncertainty

Political risk is also evident with the 
increasing uncertainty over Australia’s 
economic and regulatory policy. Investors 
face considerable challenges in assessing 
the likely policy agenda of governments 
when the willingness to implement their 
policy agenda is hostage to opinion polls 
and media commentators.

A notable measure of this is the 
‘Economic Policy Uncertainty Index’ 
(EPU) which counts newspaper 
articles which include words such as 
“uncertainty”, “economy”, “regulation” 
and “taxation”.3 Occasional spikes in 
the EPU Index for Australia may be in 
response to a major global crisis, such 
as the GFC, or a specific domestic event, 
such as the federal election which is held 
in Australia every three years. However 
the more ominous signal is not these 
temporary spikes in “uncertainty”, but 
rather that the average level of the EPU 
has risen since 2008. This suggests that 
Australia’s “policy uncertainty” has 
increased materially.

Should investors worry about this 
heightened “policy uncertainty”? 
Yes. A ‘Working Paper’ released by the 
International Monetary Fund (IMF) 
looked at 169 countries over the period 
1960 to 2004 and found that “higher 
degrees of political instability are 
associated with lower growth rates of 
GDP per capita”.4 This same research 
also highlighted that political instability 
affects economic growth “by lowering 
the rates of productivity growth and, to 
a smaller degree, physical and human 
capital accumulation”.
3   ‘Economic Policy Uncertainty Index for Australia’, Economic Policy Uncertainty.
4   ‘How does political instability affect economic growth?’, Aisen A and Veiga F, IMF Working Paper, January 2011. Note the views 

expressed in this Working Paper are those of the authors and do not necessarily represent those of the IMF or IMF policy. 
Working Papers describe research in progress by the authors and are published to elicit comments and to further debate.

5  ‘A tragedy of Argentina: A century of decline’, The Economist, 17 February 2014.
6  ‘Patriotism is the last refuge of the scoundrel’, Pronouncement, Johnson S (1709-1784).

But not quite yet Argentina

Argentina is a prime example of how 
political instability can play havoc 
with economic prosperity. Argentina 
has had a “century of decline” relative 
to other countries according to The 
Economist.5 Various reasons are given 
for Argentina’s demise – the "pendulum” 
of policy changes from intervention 
to liberalisation, the prevalence of 
“short-termism” as well as the high 
dependence on commodity exports. 
Interestingly, The Economist compared 
Argentina’s historical woes to Australia’s 
achievements over the past century 
and complimented Australia for having 
“institutions to balance competing 
interests”. Yet this charitable assessment 
of Australian politics in 2014 is now 
difficult to reconcile with the inability to 
achieve federal budget repair, the focus 
on opinion polls and the pantomime of 
Parliament’s question time. Australia 
is certainly not yet Argentina, but the 
symptoms of political risk are emerging.

Australia’s political fragility may 
only become evident over an 
extended period. Australian asset 
classes could face the “boiling frog” 
scenario – when the political temperature 
becomes progressively warmer until 
consciousness is completely lost and 
investment returns become terminal. 
Australian investors need to consider 
global diversification given this increasing 
political risk. Essentially “patriotism is 
the last refuge of the scoundrel” as well 
as the prudent investor.6

Important changes 
to Transition to 
Retirement  
(TTR) strategy 
Getting ready to retire? New super rules 
impact the benefit of using the transition 
to retirement (TTR) strategy – which 
could affect your retirement savings.

If you’re approaching retirement, you may 
have heard about a transition to retirement 
(TTR) strategy as a tax-effective way to 
ease into retirement, or give your super 
savings a last minute boost. 

But, from 1 July the rules have changed 
– so you need to know how this could 
affect your retirement plans. 

How a TTR strategy works

TTR enables pre-retirees who have 
reached their preservation age, to access 
some of their super while they are still 
working. Depending on your date of 
birth, your preservation age will be 
between 55 and 60.

Until 30 June, TTR could also be used to 
give your super a boost, while you’re still 
earning an income. 

Here’s how this works: you arrange with 
your employer to contribute part of your 
pre-tax salary directly into super (via 
salary sacrifice) or you make personal 
deductible super contributions. 

At the same time, you transfer some of 
your existing super into a TTR pension 
and use the regular payments to replace 
the cashflow used to make extra super 
contributions. 

Changes to TTR from 1 July

From 1 July 2017, the tax paid on 
earnings from investments held in 
TTR pensions increased from 0% to 
a maximum of 15%. 

Also, the annual cap on concessional 
super contributions has reduced from 
$30,000 or $35,000 pa (depending on 
your age) to $25,000 pa. 

Depending on your financial situation, 
this could make a TTR strategy less 
appealing to you. So if you’re already 
using TTR, you may need to review it 
to make sure it’s still worthwhile for you.
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Talk to your adviser

The best person to talk to about your 
retirement strategy is your financial 
adviser. They’ll look at your entire 
financial situation and consider factors 
such as your overall retirement strategy 
and its tax implications, as well as your 
retirement income needs. 

They can then help you develop a 
strategy that takes these new laws into 
account – and if necessary, help you find 
other ways to ease into retirement.

Unlocking 
your wealth 
opportunities 
outside of super
We all have dreams of what we want to 
achieve now and in retirement. Super is 
a big part of your wealth story, but it’s not 
the whole story and growing your wealth 
outside super is becoming more and more 
important, especially with the changes 
coming to super this year. Did you know 
there are a variety of solutions available 
to you to help you reach your financial 
goals in the short to medium term? 

Inside versus outside super

Putting money into super is a tax 
effective way of saving for retirement. 
Super is important, especially if you 
consider that for many of us, super 
could be our biggest investment after 
our family home. There are many 
benefits to investing in super, because 
it’s the wealth your building to enjoy 
your retirement, and to help you 
achieve your longer-term aspirations. 

But life is about more than retirement. 
What about your short to medium 
term goals? Having savings outside of 
super gives you more flexibility, and 
the freedom to take that extended trip 
overseas, buy the sports car you’ve 
always dreamed of, have the ability to 
send your children to private school or 
even be able to put down a deposit on 
your first house. 

Benefits of investing outside 
super

When you invest outside super, you 
have more flexibility as you can exit at 
any time. Your money isn’t locked away 
until you retire, which means you can 
manage your investment to meet your 
goals. Investing outside super may be tax 
effective as well, because the cost of loans 
taken for investment purposes may have 
the benefit of being tax deductible. Also, 
at any time, you can see all or part of your 
investment or add more money. It’s up to 
you, giving you far greater control. 

What are my options? 

There are many options available to 
you to grow your wealth outside of 
super and most people will be familiar 
with borrowing to invest, which is why 
investment property in Australia is so 
popular. What most people don’t know 
is that you can borrow to invest in non-
property assets, and that there are now 
lending solutions in this space that are 
not margin loans. 

This may allow you to turn your small 
investment into a larger balance and 
invest this in a variety of investment 
options around the world. With interest 
rates at an all-time low, borrowing may 
be a cost effective strategy for investors 
who are looking to increase their 
exposure to other investment options.

For more information, please speak 
with your financial adviser or visit  
nab.com.au/unlocking for more 
information.

Insights from a 
Fund Manager
Foreign investment can sometimes get a 
bad rap – especially given the current mood 
of uncertainty in global markets. But with 
access to a diverse range of sectors and 
industries, investing overseas can also open 
up a world of possibility for Australians 
looking to diversify their portfolios. 

Fund manager Intermede Investment 
Partners specialises in global equity 
investments. We spoke to Intermede’s 
Head of Distribution, Mike Gallagher to 
learn more about the opportunities foreign 
markets have to offer. 

FF: Australian investors have 
long had a love affair with 
domestic shares – why do you 
think that’s the case? 

Mike Gallagher: ‘Home bias’ is when 
investors disproportionately invest in 
their domestic equity markets, despite 
other options being readily available. 

This instinct to ‘stick with what 
you know’ is not just an Australian 
behaviour – research shows that it is a 
pervasive factor in markets all around 
the world. In fact, in 2015, Anil Mishra, 
of the University of Western Sydney, 
identified dozens of studies revealing the 
prevalence of this homing instinct.1

For Australian investors, home bias  
has worked out well in recent years.  
For example, a dollar invested in 2002 in 
the MSCI Australia Index, which tracks 
Australia’s large cap companies, would 
now be worth A$3.05.2 Whereas, if you 
had invested the same dollar in the 
MSCI All Countries World Index (MSCI 
ACWI) it would only be worth A$1.88. 

On this basis, domestically focused 
Australian investors could be justified 
in scoffing at advice to abandon the 
comforts of home base for distant shores. 
Their attitude is, basically, if it ain’t broke, 
don’t fix it.

1  ‘Measures of equity home bias puzzle’, Mishra AV, Journal of Empirical Finance, 34, December 2015.

2  ‘MSCI Australia Index (AUD) (net) fact sheet’, MSCI, as at 31 March 2017. Past performance is not a reliable 
indicator of future performance. The value of an investment may rise or fall with the changes in the market.

http://www.nab.com.au/unlocking
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Important information and disclaimer

This Financial Focus newsletter has been 
prepared by GWM Adviser Services Limited 
(ABN 96 002 071 749, ASFL 230692) (‘GWMAS’), 
a member of the National Australia Bank group 
of companies (‘NAB Group’), Registered office 
105–153 Miller Street, North Sydney 2060, for use 
and distribution by its authorised representatives 
and the representatives or authorised 
representatives of National Australia Bank 
Limited, Godfrey Pembroke Limited, Apogee 
Financial Planning Limited, Meritum Financial 
Group Pty Ltd and Australian Financial Services 
Licensees with whom it has a commercial 
services agreement.

Any advice in this publication is of a general 
nature only and has not been tailored to your 
personal circumstances. Please seek personal 
financial and/or legal advice prior to acting on 
this information. Any general tax information 
provided in this publication is intended as a 
guide only and is based on our general 
understanding of taxation laws. It is not intended 
to be a substitute for specialised taxation advice 
or an assessment of your liabilities, obligations or 
claim entitlements that arise, or could arise, 
under taxation law, and we recommend you 
consult with a registered tax agent. 

Information in this publication reflects our 
understanding as at the date of issue. In some 
cases the information has been provided to us by 
third parties. While it is believed the information 
is accurate and reliable, the accuracy of that 
information is not guaranteed in any way. 
Opinions constitute our judgement at the time of 
issue and are subject to change. Neither GWMAS 
nor any member of the NAB Group, nor their 
employees or directors give any warranty of 
accuracy, nor accept any responsibility for errors 
or omissions in this document.  A126772-0517
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FF: Given the long-term 
outperformance of local 
markets, why should investors 
consider diversifying with 
international shares? 

MG: No matter how well a domestically-
focused approach has worked for 
Australian investors in the past, today 
it presents significant risks relative to 
a more globally diversified approach. 

By focusing solely on the Australian equity 
market, investors are limiting themselves 
to a tiny subset of the opportunities that 
are available worldwide. To put this into 
perspective: the market cap of the MSCI 
Australia index is US$991 billion, just 2.4% 
of the market cap of US$40.0 trillion for 
MSCI ACWI.3

The Australian market also presents 
significant concentration risk, at both 
the stock and industry sector level. The 
top ten companies by market cap make 
up 55% of the MSCI Australia Index, 
and features five banks and two mining 
companies. This concentration is also 
a factor across the broader Australian 
market, with financials and materials 
companies making up around 56% of 
the market.

This concentration introduces substantial 
risk into domestically focused Australian 
equity portfolios. For example, if the 
financials and materials sectors were 
to experience headwinds, the effect on 
portfolio performance could be profound.

FF: What opportunities are 
domestic investors potentially 
missing out on?

MG: Without international investments, 
Australians risk missing out on 
exposure to the fastest growing, most 
dynamic sectors of the global economy, 
including information technology (IT) 
and healthcare. 

To illustrate, IT and healthcare stocks 
represent 28% of the MSCI ACWI 

market cap, but only around 7% of the 
MSCI Australia Index (with information 
technology at a paltry 0.5%).

As such, emphasising an allocation to 
Australian stocks at the expense of 
global diversification will mean that 
Australian investors won’t enjoy the 
potential benefit of gains made by these 
dynamic companies.

And the impact of this can be significant  
- in 2015, the so called `FANG' companies 
(Facebook, Amazon, Netflix, Google) rose 
an average of 83% in US dollar terms, 
during a year in which the S&P 500 index 
was approximately flat.4

FF: Can you give an example 
of an international stock which 
illustrates the opportunities in 
foreign investment?

MG: A stock we hold which helps 
highlight the scale of the potential 
opportunity away from Australian shores 
is Alibaba Group, the leading internet/ 
e-commerce business in China. 

Alibaba operates consumer-to-consumer 
(Taobao), business-to-consumer (Tmall), 
and business-to-business (alibaba.com) 
web portals, which collectively capture 
approximately 77% of online revenues 
in China.5 

Alibaba Group also owns and operates 
a rapidly growing cloud computing 
business, and is entitled to 37.5%6  
of the pre-tax profits of Ant Financial, 
the private entity controlled by Alibaba 
founder, Jack Ma, which owns China’s 
leading online payments platform, Alipay.

The financial characteristics of the 
business are formidable when measured 
on revenue growth (54% in 2016), 
cash flow (US$4.9 billion in Q4 2016), 
and margins (64% for ecommerce 
operations, Q4 2016).7 

Alibaba is also the leading e-commerce 
play in south-east Asia through its 
holding in Lazada. We see a continued 

multiyear growth opportunity for 
Alibaba, and believe the valuation is 
compelling, given the potential for 
substantial profit growth and abundant 
free cash flow generation.8

If you’re an Australian seeking out 
investment opportunities abroad, 
remember that your financial 
situation is unique – and there’s 
no one-size-fits-all solution. 
Your financial adviser can help you 
tailor a portfolio to meet your needs. 

3 ‘MSCI ACWI Index (USD) (net) factsheet’, MSCI, as at 31 March 2017. 
4 ‘How FANG stocks could bite Wall Street’, Wieczner J, Time Inc, 12 January 2016. 
5 ‘‘Alibaba beats earnings and revenue estimates in Q3’, Nasdaq, 25 January 2017. 
6 ‘The strength of Alibaba Group Holding Ltd’, InvestorPlace, 22 March 2017. 
7 ‘December quarter 2016 results’, Alibaba Group, 24 January 2017.  
8  Any projection or other forward looking statement (‘Projection’) in this document is provided for information purposes only. No representation is 

made as to the accuracy of any such Projection or that it will be met. Actual events may vary materially.
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