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elf-funded retirees in self
managed superannuation
funds fear an income crisis
because of falling returns,
lower dividends and
interest rates, and uncer-
tainty over rental returns.
SMSF returns plunged by
nearly 10 per cent, or about twice the drop in
industry funds, in the three months ended
March 31, government statistics show.

“The coming together of falling markets,
low-interest rates and economic fallout
from COVID-19 is causing an income crisis
for retirees,” says Wayne Strandquist, presi-
dent of the Association of Independent
Retirees.

“Many selffunded retirees may have
assets but they cannot get sufficient return
to generate an income to live,” Strandquist
says.

“Most are relying on their reserves of
cash. But the financial pressure is growing
more desperate the longer it goes on.”

Alex Dunnin, director of research for
Rainmaker Information, which monitors
the performance of super funds, blames the
underperformance of SMSFs in the first
quarter on their high exp to Austra-
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the mix of retirement assets,” Ryan adds.
Thatincludes looking at the mix of invest-
ment income, some government support
and possibly drawing down capital from
assets, such as considering a reverse mort-

gage.

The equity in the family home for an
estimated 4.5 million retirees is on average
worth four to five times as much as their
superannuation savings, which for male
Baby Boomers equal about $150,000 and for
females about $80,000, according to House-

hold Capital, which specialises in the
products.

Itis pure luxury [for
the majority of
retirees| to think they
can live on

investment income.
Brendan Ryan, Later Life Advice

Paul Moran, principal of Moran Partners
Financial Planning, suggests avoiding

lian equities.

That period covers the initial slump in the
stock market as global markets reacted to
the economic and financial impact of
COVID-19.

Between February 21 and March 23, the
S&PJASX 200 Index plunged nearly 45 per
cent to 4546 points. It has since recovered
andwas this week trading around 5800.

Brendan Ryan, principal of Later Life
Advice, an independent financial adviser,
says it is time for SMSF members and other
self-funded retirees “to pause and rethink”.

“Itis pure luxury [for the majority of retir-
ees] to think they can live on investment
income,” he says.

“Now is the time to take a laser-like look at

risks and deferring significant
costs, such as overseas travel or renova-
tions. He adds: "Super strategies need to
robust. There are times to grow returns and
periods to preserve capital. This is a time to
preserve capital.”

Other options include considering semi-
retirement, which might involve working a
few days a week, or months a year, to sup-
plement income.

“That way you can use super to top up
your reduced work income,” Moran says.

“Two or three years of negative returns
and volatility will impact your funds in the
short term. But if you preserve as much cap-
ital as possible you'll get the benefit when
market strength returns.”

According to long-standing estimates

‘Thisis atime to

preserve capital,’
says Paul Moran of
Moran Partners
Financial Planning.
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THE LOOMING INCOME CRISIS

Retirement With the financial pressure growing for many. advisers outline a rethink of income strategies, writes Duncan Hughes.

from the Association of Superannuation
Funds of Australia, the average super bal-
ance required to achieve a comfortable
retirement is $640,000 for couples and
$545,000 for singles (assuming they with-
drew super as a lump sum and received a
part-age pension).

A comfortable retirement includes hav-
ing access to a range of recreational activit-
ies, paying top-level private health
insurance, owning a mid-range car and
occasional travel.
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Strandquist says these lump sums could
have provided a comfortable lifestyle five
years ago when bank term deposits paid
about 5 per cent, franked dividend income
from blue-chip bank stocks was about 7 per

cent and and small cc ial
real estate investment returns were com-
fortably above inflation.

But blue-chip companies have deferred
or slashed dividends, term deposits con-
tinue to fall and rental property income has
been hit by new government rules that
encourage rents to be renegotiated if ten-
ants are stood down from work.

Banks continue to chip away at deposit
rates. For example, CBA has reduced its
eight-month term deposit by 10 basis points
to 1 per cent, according to Canstar, which
monitors rates and fees. Rates on more than
300 term deposits were cut in May, with
average decreases ranging from 13 to 26
basis points.

Global investment bank Morgan Stanley
is warning property investors to expect a
“rental-led downturn”,

House prices fell 0.5 per cent in May, the
first fall in a year. “We expect softness to
continue, with turnover and rents more sig-
nificantly impacted,” the bank warns.

Specialist fixed income fund managers,
such as Cameron Harrison, warn that cash
rates, currently at 0.25 per cent, could take
many years to start incre

According to the SMSF Association, there
are about 560,000 selfmanaged super
schemes and more than 1 million members.
More than one in three members, or more
than 400,000 individuals, are of retirement
age, according to the Australian Taxation
Office.

Overall, the nation’s $2.9 trillion pool of
super savings has weathered the worst of
COVID-19's financial impact “remarkably
well”, falling just 0.3 per cent in the 12
months to the end of March, says Rain-
maker’s Dunnin. 5
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How success can ruin portfolios

Strategy

Managing financial market traders is
C Thevery that
make them good traders, such as
independent thinking and high self-
confidence, can make them hard to
direct.

Issuing orders to them can,
fore, be ¢ ,and

many managers usea lighttouch. But
there are two moments when traders

intuitive. Traders are alsoa threat to
the bottom line after a bigwin, asitcan
erode their appreciation of risk.

This second threat has meaning for
investors, especially those who are
newer to the sharemarket. The 34 per
centjump in the S&P/ASX 200 Index
from the lows of March to lastweek
took many professional investors by
surprise. By contrast, Australian

TOC with mainly
investors as clients saw net buying
through March and April. In most
cases, those buyers are sittingon
substantial gains.

They're nothard to find. In chat

aremostin ec 18
require close supervision.

The first is obvious. Any time a trader
suffersalargeloss, they are in danger.
Some lose their confidence while others
become reckless. Neither is likely to lead
to success in the markets.

and

in tweets, there isalotof T
toldyou so” going around.

Perhaps the most mentioned stock is
Afterpay Touch (APT). Initially, the
retail payments provider fell harder
than the broader market, dropping
from higher than $40 to touch $8. The
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