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Reach out if you
need some advice
on what to do.

So how low can interest rates go?

It wasn't that long ago when a mortgage interest rate
of 4% was considered very good, and a term deposit
rate of 1.75% was thought of as pretty ordinary.

Fast forward to September 2020, and a fixed rate in
the low 2%'s is on the cards, and a term deposit rate
of 0.75% is considered fortunate.

A hot topic any time, and especially so now.

Reach out if you need some advice on what to do.
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"Q‘_ How did interest rates get so low?

HOW DID INTEREST RATES HOW DO YOU SHELTER YOUR
GET SO LOW? ASSETS IN THE CURRENT
CLIMATE?
Bond yield 2%
- deflation - (-2%)
Bond yield 2%

- inflation - (2%)




Unlike the global financial crisis, the
coronavirus pandemic has been marked
by the sheer scale of government
spending taking us to the equivalent of
World War Il deficits in a matter of months.
This raises the prospect of an economic
recovery and inflation sooner than we
might have expected if the stimulus
spending had been of a similar scale to
past downturns. In addition, there are
several geopolitical risks lurking on the
horizon such as poor US-China relations
that could threaten rising inflation.

Gold is a potential solution to these risks
because it:

e Acts as a safe haven in times of crisis,
often rallying when geopolitical
tensions rise.

e Act as an inflation hedge. Gold has
a limited supply and has historically held
its value particularly in periods where
ordinary currencies are eroded
by inflation.

e Act as a diversifier. Gold has performed
well in moving differently to either share
or bond prices while also appreciating
over time. This has helped reduce overall
portfolio risk.

Gold is not without its risks, however, it is
a volatile asset class and the value of gold
can fluctuate substantially. In addition,

it has historically gone through long
periods of losing value before beginning
to recover. In US dollar terms for instance,

gold peaked at US$631 in February 1980.
It then proceeded to fall 58% over the
next 21 years, hitting a low of US$264 in
April 2001. It did not fully recover to its
1980 peak until September 2006. That

is a period of over 25 years until it broke
even. For context, shares have not seen a
similar “walking in the desert” moment.
Since January 1958, the longest it has ever
taken for the Australian share market to
regain its value on a price basis has been
approximately 12 years (from October
2007 to July 2019). If you reinvested
dividends received it was even less
(approximately seven years). This gives you
a sense of how much pain there has been
in holding gold for prolonged periods.
Hence it needs to be combined with other
assets in a diversified portfolio.

While gold has value as a diversifier it can
test your convictions with long periods of
underperformance as a “buy and hold”
investment. This is why our preference is
to limit the exposure to gold and combine
it with other asset classes. As well as
considering risks such as deflation and
inflation when constructing your overall
asset allocation to make your investments
as robust as possible to different kinds

of risks and maximise the chances of you
reaching your investment goals over time.

Speak to your financial adviser
to find out more about your
investment options.



':Q} Make technology work for you

SOLAR AND BATTERY PAYBACK
PERIOD FOR EACH CAPITAL CITY

POWERED BY SOLAR

GET (HOUSE) SMART
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These factors can change and this can affect the future outcomes. This newsletter contains some general tax information. While your Consultum financial adviser can advise you on
the tax implications of any recommended strategy, we are not accountants or tax advisers and are unable to provide tax advice as such. We therefore recommend you consult your
accountant to ensure that you understand the tax implications for you of any recommended strategies. While all care has been taken in preparing this newsletter, Consultum gives
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