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Economic update
The world economic outlook is improving, albeit slowly and it seems some
stability is returning at last.
Europe’s currency and debt issues remain, and much of the euro zone has
contracted. Crucial decisions affecting the giant US economy are on hold until
after November’s presidential election while China remains a positive, especially
for Asia and Australia. With this background, the International Monetary Fund is
forecasting world growth around 3.5 per cent for 2012, picking up next year.
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Recent months have seen a cautious rise in the overseas and local stock
markets, with the Dow in New York up more than 4 per cent since mid-year lows.
The ASX 200 is around 7 per cent higher since early June but on a par with this
time last year. The August reporting season shows companies remain cautious
about future prospects.
Figures for the local economy show moderate growth, low inflation, stable
employment, and signs of improvement in housing. However, the high Australian
dollar and consumer caution continue to pressure the retail, tourism and
manufacturing sectors.
After cuts in May and June the Reserve Bank may hold off any further moves on
interest rates until Europe shows progress.
Like the buds on the trees, the signs of growth may be small but they are still very
welcome.
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AUSTRALIA

CHANGING
WITH THE
TIMES
If variety is the spice of life,
then most Australian investors
have had their fill of excitement in
recent years. While our economy
has outperformed most of our
traditional trading partners since the
GFC took hold in 2009, Australians
have remained concerned that an
economic catastrophe is still lurking
around the corner.
Despite solid growth and some areas
of the economy shining, our outlook,
as measured by consumer sentiment,
has been in the doldrums. Positive
drivers such as low interest rates and
low unemployment were overshadowed
by negative news from Europe and
uncertainty about the future strength
of the local economy.
New realities
One reason for this uncertainty may be
the extensive change Australians have
been experiencing since 2009. With
new realities like a strong dollar and
dominant resource industries driving
major changes in the economy, for
some people the personal impact
has been significant.
This ‘structural economic adjustment’
is not new of course. Changes occur
to the structure of every economy
for different reasons. The days when
agriculture was our strongest sector
have long gone, as we have moved
towards an economy now dominated
by the services and resources sectors.
More and more Australians are
changing their lives – from where and
how they live to the type of work they
do – to be able to earn a living and
prosper from these adjustments.
Moving with the work:
the Foley family story
Jack Foley has worked in Geelong,
Victoria’s second largest city, as a
mechanical draftsman for many years
and most of his children have gone to
university and moved away. He had a
successful business but a downturn in
local manufacturing has meant no work
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since Christmas. Now in his 50s, he
has landed a job among the resourcedriven industries based in Perth so he
has moved across the country, with his
wife and a younger child to follow later
in the year.
As this story shows, ebbs and flows
in the economy can undoubtedly cause
individuals and families considerable
pain. People have their hours cut,
or find themselves out of work and
having to relocate or needing to reskill themselves to take advantage of
new opportunities. Any change can
be difficult, especially if you are not
prepared or lack the ability to adapt.
New opportunities
Similar adjustments are happening
in the retail sector, as spending and
buying habits change and increasing
numbers of people shop online. Retailer
and founder of Harvey Norman, Gerry
Harvey, spent years resisting the
online retail world before the opening
earlier this year of harveynorman.com.
au. But changes have also created
opportunities for innovation and new
ways of retailing, such as StyleTread.
Innovation: the way forward
While shoppers are turning from bricks
to clicks, they are helping grow new
online businesses like shoe retailer
StyleTread. The business is not alone in
competing for Australia’s $2 billion shoe
spend, but after less than two years

they now have a warehouse holding
100,000 pairs of shoes and employ 20
people. They also generate new work
for transport companies like Australian
Air Express who deliver the shoes and
pick up returns under StyleTread’s 100
day return policy.
Gaining from change
Many of the adjustments individuals
and businesses have already made,
as painful as they may have been on
a personal level, actually add resilience
in case of future economic shocks.
At an individual level, these changes
include saving more and being more
cautious about taking on high levels
of debt, as well as weaning ourselves
off easy capital gains from constantly
rising property prices. Together with
adjustments made by businesses such
as redirecting banks’ funding away from
short-term foreign borrowing, these
responses give the economy stamina
for the future.
One fact you can bank on — both the
local and global economies face further
change. While structural change is often
beyond our control, you can be sure
most well-managed businesses are
actively working to position themselves
for future growth.
It takes strength and stamina for
Australians and Australian businesses
to meet the challenges of our new
economy. Although sometimes painful,
the changes made today are designed
to strengthen our position for tomorrow
and for future generations to come.

Life insurance? Click. Trauma
insurance? Click. Income
Protection? Click. If the TV
commercials are to be believed,
Australians are just a few clicks
away from the peace of mind
insurance can bring.
But what is the cost of this
convenience? Is this really the most
cost effective insurance on offer? And
does it provide the protection you and
your family need?
What is life insurance?
There are variations of course, but in
essence there are four main types of life
insurance, and three main channels for
buying it.
Term life insurance pays a lump sum
on your death or the diagnosis of a
terminal illness. Total and Permanent
Disablement (TPD) insurance pays a
lump sum for either being incapacitated
or permanently unable to work. Trauma
insurance pays a lump sum if you
suffer a critical illness such as heart
attack, cancer or stroke. And Income
Protection insurance replaces part of
your income each month if you are
unable to work due to illness or injury.
You can purchase insurance
through your financial adviser, your
superannuation fund or direct from
the insurer.
Direct insurance
Direct life insurance is an off-the-shelf
product you can buy from an insurance
company or financial institution. If
you’ve seen the advertisements, you
know this insurance is sold without any

financial advice and often with little
in the way of medical checks
or disclosures.
With direct insurance the value of cover
is often limited and may drop sharply
as you age. Some direct mail offers pay
a maximum of only $50,000. And it is
important to understand what is ‘in’
and what is ‘out’, especially the policy
exclusions.
Direct life insurance may meet a need
for people who would not otherwise
bother; those who simply want to cover
the cost of their mortgage so the family
home is secure, or someone who wants
interim cover until they arrange a more
comprehensive policy.
But this convenience often comes
at a price.
Rice Warner Actuaries found insurance
products bought directly are between
85 and 125 per cent of the price of
policies sold through financial advisers.
In other words, some are cheaper and
some are up to 25 per cent dearer.
The importance of underwriting
While some direct life insurance policies
are fully underwritten and priced
similarly to products sold via brokers
and advisers, most direct insurance has
limited or zero underwriting.
Fully underwritten life insurance
generally requires consumers to fill in
a questionnaire and sometimes have
a blood test, doctor’s report or medical
assessment. This is a cost the insurer
covers to make sure they have a sound
understanding of each applicant’s
risk level.

Underwriting is important because
it puts insurers in the best position
to assess risk. Imagine how long an
insurer would stay in business if they
allowed high-risk applicants onto their
books, without knowing the risks they
were accepting! This is why direct
insurance generally delivers less
coverage and fewer policy options.
Premiums are then calculated according
to age, gender, the riskiness of your
occupation and leisure activities, your
smoking and health status, and the
dollar value of coverage you
are seeking.
The advice advantage
While most working Australians have
a basic level of life insurance through
their superannuation fund, Rice Warner
estimates life insurance through super
covers a mere 20 per cent of the
average 50-year-old’s life insurance
needs.
Working with your financial adviser
to assess your insurance needs gives
you a number of advantages. If you
have health issues, for example, a
fully underwritten policy may allow
exclusions for specific pre-existing
conditions while still giving you the
protection you need. If you don’t have
health issues, the insurer can give you
the best level of protection for the best
value.
Please give us a call if you want to
review your insurance requirements.
And avoid taking the short-cut of a few
clicks, no matter how tempting
it seems.
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Smiling faces, medal-winning local
heroes plus a sense of community
and camaraderie are instant images
of London during the Olympic
Games.
Clearly this year’s games were a
resounding success, but will they
provide the foundation for Britain’s
future happiness as it struggles with
recession and will that happiness
translate into growth? Perhaps
surprisingly the answer to these
questions may be yes.
Around the globe there is a growing
recognition of the importance of a
country’s happiness and wellbeing with
people beginning to question whether
Gross Domestic Product (GDP) is in
fact the best measure of a country’s
overall prosperity.
Measuring happiness
Some 2500 years ago Aristotle talked
about wellbeing as the highest good
for human beings. Fifty years ago the
tiny country of Bhutan abandoned
tracking GDP in favour of Gross
National Happiness (GNH). The GNH
index aims to orient people towards
happiness, primarily by improving the
conditions of not-yet-happy people. It
looks at nine domains — psychological
wellbeing, time use, vitality, cultural
diversity, ecological resilience, living
standard, health, education, and good
governance.
Other countries have also moved in
this direction. Our Australian Bureau of
Statistics has an index called Measures

of Australia’s Progress (MAP), which
began in 2002. It is designed to help
us figure out whether life in Australia is
getting better by measuring progress in
three key areas: society, economy and
environment.

the family home may mean it’s not
possible to travel or dine out quite as
often. We make these trade-offs every
day, sometimes without reflecting on the
impact they will have on our happiness
and wellbeing.

MAP was developed to create a
comprehensive picture of our progress
as more and more commentators were
asking for social and environmental
measures to be considered as well as
the traditional economic ones.

Nobel Prize winning economist Joseph
E. Stiglitz talks about rethinking our
measurement systems to focus on what
we care about. He urges us to think
about whether what we are striving for
is achieving what we care about, and if
this is reflected in how we measure it.

Similar to our own lives, there are
always trade-offs between competing
aspirations. Progress in one area
sometimes means going backwards
in another. In the case of MAP, there
are many trade-offs between progress
indicators such as the connection
between economic growth and
environmental sustainability.
Your personal index
Just as Australia is exploring new
ways, in addition to GDP, to measure
our nation’s success, you may be
looking at new ways to measure your
own happiness and wellbeing. Rather
than simply measuring the ‘GDP-type’
indicators in your life – such as your net
worth, income, postcode or the size
of your investment portfolio – are there
other factors that drive your happiness?
It could be time with friends and family,
achieving a work-life balance, travelling
or staying fit and healthy.
You may be making trade-offs in order
to achieve the ‘GDP-type’ indicators.
Prioritising a renovation or upgrading

Winning at what’s important
Happiness, or wellbeing, can be an
important indicator of success – at a
country level, at a community level and
on a personal level. While not a solution
to Britain’s economic woes, the feelgood factor of success at the Olympic
Games should not be underestimated.
In the words of social commentator
Bernard Salt, events such as the
Olympics galvanise a community,
making it strong and resilient. “The
worst thing is for a community to
be divided,” says Salt. “When they
are galvanised then this leads to a
preference for the greater good.”
As recognition grows that GDP is a
limited measuring stick, the benefits of
wellbeing and happiness could prove to
be the true medal-winning achievement
for many countries. And perhaps we’ll
all end up winning gold medals in the
important events in our lives.

General Advice Warning: This advice may not be suitable to you because it contains general advice that has not been tailored to your personal circumstances. Please seek personal financial advice
prior to acting on this information. Investment Performance: Past performance is not a reliable guide to future returns as future returns may differ from and be more or less volatile than past returns.
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