
BEFORE YOU GET STARTED
 This Wealth Adviser publication is published by Wealth Today Pty Ltd 

(AFSL 340289), Sentry Advice Pty Ltd (AFSL 227748), Synchron Advice 
Pty Ltd (AFSL 243313) and Millennium3 Financial Services Pty Ltd (AFSL 
244252) and contains general and factual information only.

Before acting on any information contained herein you should consider if 
it is suitable for you. You should also consider consulting a suitably qualified 
financial, tax and/or legal adviser.

Information in this document is no substitute for professional financial 
advice.

We encourage you to seek professional financial advice before making any 
investment or financial decisions.

In any circumstance, before investing in any financial product you should 
obtain and read a Product Disclosure Statement and consider whether it is 
appropriate for your objectives, situation and needs.
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The Richest Man in Babylon

What’s driven the fall in the $A?

Retirement, Dividends, and 
Economic Shocks: Planning for 
a Secure Financial Future

Q&A: Ask a Question

 BY GEORGE S. CLASON
Book Summary by Wealth Adviser

“Advice is one thing that is freely given away, but watch that you only take what is worth 
having.”
- George Clason, The Richest Man in Babylon

“The Richest Man in Babylon” by George S. Clason is a classic personal finance book that 
was first published in 1926. It is a collection of parables set in ancient Babylon, which teach 
simple yet powerful financial lessons that are still relevant today. The book’s first section 
discusses the importance of saving money and the power of compound interest. It empha-
sises the idea of “paying yourself first” by setting aside a portion of your monthly income 
before spending it on other things. It also highlights the importance of seeking advice from 
those who are knowledgeable and experienced in financial matters.

The second section of the book focuses on building wealth through investing. It dis-
cusses various investment opportunities, such as real estate and business ownership, 
and emphasises the importance of diversifying one’s investments. It also stresses the 

THE RICHEST MAN IN 
BABYLON



importance of taking calculated risks and being patient to 
achieve long-term financial success.

1What are the Seven Cures for a Lean Purse and 
why were they created?
King Sargon, concerned about the poverty in Babylon 

after the great works were completed, summoned Arkad to 
teach his methods to others. Arkad taught seven remedies: 
Start thy purse to fattening by saving one-tenth of earnings; 
Control expenditures through budgeting; Make thy gold 
multiply through wise investments; Guard thy treasures 
against loss; Make thy dwelling a profitable investment; 
Insure future income; and Increase thy ability to earn. These 
cures were created to help citizens build wealth during a 
time when, despite the city’s prosperity, 
many struggled with empty purses.

2How does Arkad define the 
fundamental principle “a part of 

all you earn is yours to keep”?
Arkad learned this principle from 

Algamish, who taught that no matter how lit-
tle one earns, a minimum of one-tenth must 
be set aside for oneself first. This portion is 
not for spending but for generating future 
wealth. He emphasises that paying oneself 
first is as critical as paying other obligations, 
and this habit becomes the foundation of 
building wealth. The principle works because 
those who save can accumulate resources to 
invest, while those who spend everything 
remain trapped in poverty.

3What distinguishes between 
good luck and opportunity 

according to the story of the 
Goddess of Good Luck?

Good luck comes to those who seize 
opportunities through action, rather than waiting passively 
for fortune. The tale shows that missed opportunities - like 
the merchant who delayed buying sheep and the buyer who 
hesitated on a good deal - represent self-inflicted misfor-
tune. The Goddess of Good Luck favors those who respond 
quickly and decisively to opportunities, rather than those 
who procrastinate or wait for perfect conditions.

4What are the Five Laws of Gold and how do 
they complement the Seven Cures?

The Five Laws of Gold state that: Gold comes gladly to 
those who save one-tenth of earnings; Gold labors diligently 
for wise owners; Gold clings to cautious investors; Gold slips 
away from inexperienced investors; and Gold flees from 

impractical schemes. These laws complement the Seven 
Cures by providing specific guidelines for managing and 
investing saved money, while the Cures provide the broader 
framework for wealth creation and maintenance.

5How did Dabasir transform from a slave to a 
successful camel trader?
Dabasir’s transformation began when he questioned 

whether he had the soul of a slave or a free man while in 
captivity. Upon escaping slavery, he returned to Babylon 
to face his debts honorably, developed a systematic repay-
ment plan, and applied his knowledge of camels to build a 
successful trading business. His story demonstrates how 
determination, honesty, and specialised knowledge combine 

to create success.

6What role does procrastination 
play in financial failure 

according to the merchant’s tale?
Procrastination emerges as a primary 

enemy of financial success, illustrated by the 
merchant who delayed investing in profitable 
ventures. The Syrian trader labels it as the 
thief of opportunity, demonstrating how 
hesitation causes promising chances to disap-
pear. Those who succeed act promptly when 
opportunities arise, while procrastinators find 
endless reasons to delay, ultimately watching 
their potential fortune pass to others.

7Why does Mathon keep a token 
box, and what does it teach about 

lending?
Mathon’s token box serves as both a prac-

tical record-keeping system and a teaching 
tool about lending wisdom. Each token rep-
resents a loan and its story, demonstrating 
different types of borrowers and risks. The 

collection teaches that successful lending requires careful 
evaluation of the borrower’s character, ability to repay, and 
the loan’s purpose, while also serving as a reminder of both 
successful and failed loans.

8How did the walls of Babylon symbolise more 
than physical protection?

The walls of Babylon symbolise the principle of protect-
ing one’s wealth and future through solid defenses. Just as 
the walls sheltered citizens from external threats, financial 
walls - including insurance, savings, and wise investments - 
protect against life’s uncertainties. The story demonstrates 
that security comes from building strong defenses before 
they are needed, not after threats appear.

Good luck comes 
to those who seize 

opportunities 
through action, 

rather than waiting 
passively for 

fortune. The tale 
shows that missed 
opportunities - like 
the merchant who 

delayed buying 
sheep and the buyer 

who hesitated 
on a good deal 

- represent self-
inflicted misfortune.
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9What transformation occurs in Hadan Gula’s 
understanding of work through Sharru 

Nada’s story?
Hadan Gula transforms from viewing work as beneath 

his dignity to understanding it as the foundation of suc-
cess and honor. Through Sharru Nada’s tale of rising from 
slavery through dedicated work, Hadan Gula realises that 
his grandfather’s success came from embracing labor rather 
than avoiding it. This revelation changes his perspective 
from shame about work to pride in honest effort.

10How did Babylon’s irrigation systems 
contribute to its wealth despite natural 

limitations?
Babylon’s irrigation systems transformed an arid valley 

into an agricultural paradise through human ingenuity 
and engineering. Despite lacking natural resources, the 
Babylonians created massive canals and water manage-
ment systems that produced unprecedented crop yields. 
This achievement demonstrates how determination and 
intelligent application of knowledge can overcome natural 
limitations to create prosperity.

11What criteria does Mathon use to evaluate 
loan requests?

Mathon evaluates loans based on three primary catego-
ries: those secured by property worth more than the loan, 
those backed by the earning capacity of reliable workers, 
and those made purely on character. He looks for borrowers 
who understand their trade, have clear plans for the money, 
and possess the ability to repay. His most valued criteria 
include the borrower’s experience in their intended venture 
and their history of honoring obligations.

12How does the concept of “living below your 
means” manifest in various stories?

Living below means manifests through the 70/20/10 
principle, where successful characters spend less than they 
earn and avoid unnecessary luxuries. Arkad demonstrates 
this by maintaining modest living expenses even as his 
wealth grows. Dabasir achieves debt repayment by living on 
seven-tenths of his earnings, while both successful mer-
chants and former slaves credit their prosperity to mastering 
their expenses rather than expanding them with income.

13What methods of protecting wealth are 
demonstrated throughout the narratives?

Protection of wealth comes through diversification, seek-
ing counsel from experts, avoiding speculative ventures, 
and maintaining emergency reserves. Successful characters 
consistently verify the safety of their principal before 
seeking profits, invest only in familiar enterprises, and seek 
the advice of those experienced in handling gold. They also 
maintain strong defenses against both external threats and 
their own impulsive desires.

14How do the clay tablets reveal Dabasir’s 
systematic approach to debt repayment?

Dabasir’s tablets document his structured approach to 
debt repayment through careful record-keeping and consis-
tent allocation of income. He dedicates two-tenths of earn-
ings to creditors, dividing it proportionally among them, 
while maintaining one-tenth for savings and seven-tenths 
for living expenses. His systematic recording of progress and 
commitments demonstrates the power of organised finan-
cial management and transparent dealings with creditors.

15What role does seeking wise counsel play 
in financial success?

Seeking wise counsel emerges as a crucial element 
in financial success through multiple stories. Successful 
characters consistently consult those experienced in their 
intended ventures, whether in trade, property, or lending. 
They seek advice before making investments, learn from 
those who have mastered their craft, and value the wisdom 
of experienced practitioners over the allure of quick profits.

16How does the book differentiate between 
gambling and legitimate investment?

Legitimate investment involves knowledge of the ven-
ture, control over the investment, and reasonable expecta-
tions for returns. Gambling, illustrated through horse races 
and gaming houses, relies on chance and offers no control 
over outcomes. The book emphasises that true investment 
requires understanding the business, having expertise or 
trusted counsel, and maintaining principle safety.

17 What qualities make work “the best friend” 
according to Megiddo?

Megiddo portrays work as a faithful friend that provides 
reliable rewards, builds character, and creates opportunities 
for advancement. He emphasises that work performed with 
enthusiasm and skill naturally leads to recognition and 
increased earnings. Unlike schemes or speculation, work 

Protection of wealth comes through diversification, seeking counsel from 
experts, avoiding speculative ventures, and maintaining emergency reserves. 
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consistently delivers returns proportional to effort and 
develops valuable skills and reputation.

18 How does the budget system of 70/20/10 
function in practice?

The 70/20/10 system allocates seven-tenths for neces-
sary expenses and modest comforts, two-tenths for debt 
repayment or investment, and one-tenth for savings. This 
system provides structure for both wealth building and 
daily living, ensuring that necessary expenses are met while 
steadily building wealth. It creates discipline in spending 
while maintaining a practical balance between current needs 
and future security.

19 What role does written record-keeping 
play in financial success?

Written records serve as both practical 
tools and sources of wisdom throughout the 
narratives. From Dabasir’s clay tablets to 
Mathon’s token box, successful characters 
maintain detailed records of their financial 
dealings. These records track progress, doc-
ument agreements, provide accountability, 
and serve as references for future decisions. 
They transform financial management from 
memory-based to systematic.

20 How does the book address 
the relationship between 

character and wealth?
Character and wealth are inseparably 

linked throughout the narratives, with person-
al integrity, discipline, and wisdom preceding 
material success. Those who build lasting 
wealth demonstrate honesty in their dealings, 
courage in facing obligations, and discipline in 
managing their resources. The book empha-
sises that character defects like procrastination, dishonesty, or 
impulsiveness inevitably lead to financial failure.

21What principles guide the selection of 
investments according to the wealthy 

characters?
Successful investors select ventures within their realm 

of understanding, seek counsel from experts in that field, 
and ensure the safety of their principal. They invest where 
they can exert some control or have specialised knowl-
edge, like Arkad’s partnership with the shield maker. The 
wealthy consistently reject schemes promising unrealistic 
returns, maintain diversification through multiple sound 
investments, and prioritise the preservation of capital over 
speculation.

22 How does the concept of compound 
growth appear in various stories?

Compound growth appears most clearly in the tale of 
the farmer who invested ten pieces of silver for his son. 
Over fifty years, this sum multiplied to one hundred and 
sixty-seven pieces through consistent reinvestment of 
earnings. Similar principles emerge in Arkad’s lessons about 
making gold work and multiply, where each profit creates 
additional earning power, like the flocks of the field multi-
plying naturally.

23 What distinguishes a wise borrower from a 
foolish one?

Wise borrowers borrow for productive purposes with 
clear plans for repayment, understand their intended 
venture thoroughly, and seek loans within their means to 

repay. They provide security when possi-
ble, maintain honest communication with 
lenders, and use borrowed money to create 
value. Foolish borrowers seek loans for con-
sumption, lack expertise in their proposed 
ventures, and overestimate their ability to 
repay.

24 How do successful 
merchants protect 

themselves from loss?
Successful merchants maintain reserves 

against unexpected events, diversify their 
ventures, seek reliable partners, and verify 
all aspects of their transactions. They avoid 
risks outside their expertise, maintain de-
tailed records, and build relationships with 
trustworthy trading partners. Protection 
comes through knowledge, caution, and sys-
tematic evaluation of opportunities rather 
than impulse or greed.

25What role does family responsibility play 
in financial planning?

Family responsibility serves as a primary motivation for 
proper financial planning. Characters consistently empha-
sise providing for family needs, ensuring future security, 
and creating lasting estates. This includes protecting against 
premature death through savings, teaching children sound 
financial principles, and maintaining honest reputations 
that benefit future generations.

26How does the book address the transition 
from poverty to wealth?

The transition from poverty to wealth begins with sys-
tematic saving, regardless of current circumstances. Every 

Family 
responsibility 

serves as a primary 
motivation for 

proper financial 
planning. 

Characters 
consistently 

emphasise 
providing for family 

needs, ensuring 
future security, 

and creating 
lasting estates.
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successful character starts by setting aside a portion of 
earnings, then gradually builds knowledge and opportuni-
ties. The path requires patience, discipline, and continuous 
learning, with wealth growing slowly at first but accelerating 
as knowledge and capital accumulate.

27 What methods are suggested for 
increasing one’s earning ability?

Increasing earning ability comes through mastering one’s 
craft, developing new skills, seeking additional opportuni-
ties to serve, and maintaining a reputation for excellence. 
The book emphasises continuous learning, exceeding 
expectations in current work, and developing expertise 
that others value. Success comes from making oneself more 
valuable through knowledge and reliable performance.

28How does the book define true wealth 
beyond gold?

True wealth encompasses not only gold but wisdom, good 
character, and the ability to create value for others. It includes 
family harmony, community respect, and the capacity to live 
without financial anxiety. The truly wealthy possess not just 

material resources but the knowledge to maintain and grow 
them, combined with wisdom in their use.

29 What role does determination play in 
financial success?

Determination appears as the crucial factor separating 
successful characters from failures. Those who succeed 
maintain unwavering commitment to their financial goals 
despite setbacks, consistently applying sound principles 
through difficulties. The book emphasises that determi-
nation must be coupled with wisdom, but without firm 
resolve, even the wisest plans fail.

30 How does Babylon’s financial system 
demonstrate early banking principles?

Babylon’s financial system included lending at interest, 
secured transactions, partnership agreements, and property 
titles. Money lenders evaluated credit risks, maintained 
records of transactions, and provided capital for business 
ventures. These practices established foundations for mod-
ern banking, demonstrating sophisticated understanding of 
finance in ancient times.

Babylon’s financial system included lending at interest, secured transactions, 
partnership agreements, and property titles. Money lenders evaluated credit risks, 

maintained records of transactions, and provided capital for business ventures.
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What’s driven the fall in the $A?

• The $A has been hit since September by the return of 
Trump, a hawkish pivot by the Fed versus the RBA and 
concerns about the outlook for iron ore prices.

• We doubt the fall is significant enough to boost inflation 
much and shouldn’t stop the RBA easing in February if 
underlying (or trimmed mean) inflation falls as expected. 

• In any case, it’s now had a bit of a bounce from over-
sold levels as Trump refrained from Day One tariffs 

opting for government agencies to investigate unfair 
trade & tariffs and reportedly more of a negotiating 
approach.

• The $A could be stuck between $US0.60 and $US0.70, 
but with the risk skewed to the downside if Trump acts 
more aggressively on tariffs in the months ahead. Note, 
Trump still said in his inaugural speech that tariffs are 
coming.

KEY POINTS

BY DR SHANE OLIVER 
Reprinted from amp.com.au

Introduction
Currency markets are well known to be volatile – as there 

is no clear agreement on how to value them and they are 
vulnerable to international shocks and shifts in investor 
sentiment. Changes in the value of the $A are important as 
they impact Australia’s export competitiveness and the cost 
of imports, including that of overseas holidays. For investors 
they directly impact the value of international investments 
and indirectly impact the performance of domestic assets 
via the impact on competitiveness.

Unfortunately, currency forecasting is a bit of a mugs 
game to which John Kenneth Galbraith’s observation in rela-
tion to economic forecasters that there are “those who don’t 

know and those who don’t know that they don’t know” may 
apply. So, it should not be surprising the value of the $A 
continues to surprise. Six months ago, when the $A rose to 
$US0.67 we thought it would go higher for various reasons 
including that it was slightly undervalued and interest rate 
differentials looked likely to shift in favour of Australia. As it 
turns out it did go higher, rising above $0.69 in September. 
But then it fell sharply, recently reaching a low of $US0.615. 
This in turn has led to concern about a boost to inflation and 
the RBA being less able to cut interest rates and possibly 
having to raise rates. This note looks at what’s driven the 
fall, the outlook and its implications.
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Why has the $A fallen since September?
The fall in the value of the $A reflects a combination of 

three things:
• The return of Trump – support for the Democrats peak-

ed around late September/early October and so markets 
moved to price in the rising probability and then reality 
of his return to the presidency. Since his policies – tax 
cuts and deregulation which could boost US productivity, 
tax cuts which could add to the US budget deficit and re-
sult in tighter Fed policy, and tariffs – all imply a stronger 
US dollar this is what we have seen with the $US rising 
around 9% against a basket of major currencies from its 
September low.

Source: Bloomberg, AMP

• A hawkish pivot by the Fed versus the RBA – whereas the 
Fed cut rates in December to 4.25-4.5% it signalled less 
cuts than previously expected through 2025 whereas 
confidence has grown that the RBA will start to cut rates. 
As a result, the interest rate gap between the Australia 
and the US is expected to deteriorate in contrast to previ-
ous expectations for an improvement. Historically the $A 
goes up when the Australian interest rates rise versus US 
rates and vice versa.

The dashed part of the rate gap line reflects money mkt expectations. 

Source: Bloomberg, AMP

• Finally, concerns about the outlook for the iron ore price, 
Australia’s biggest export, rose after disappointing stim-
ulus announcements in China and fears that US tariffs on 
China could reduce demand for Australian commodities 
– that said iron ore prices and wider commodity price 
indexes are above their September lows suggesting com-
modities have not really been a major driver of the fall in 
the $A.
So, the fall since September is mainly a strong US dollar 

story rather than a week $A story as since September the $A 
fell around 10% but the $US rose around 9% as other major 
currencies also fell against the $US.

Will the fall add to inflation & hamper RBA rate 
cuts?

It’s not the RBA’s role to defend the $A or maintain it at 
a particular level -otherwise it would defeat the whole pur-
pose of having a flexible exchange rate which is to provide a 
shock absorber to events that threaten our growth outlook 
– like less demand for our exports. But it’s fall will be of 
some concern to the RBA in terms of the risk that it poses 
to inflation as a fall in the value of the Australian dollar by 
boosting import prices could add to inflation. However, 
there are several reasons why the RBA is unlikely to be too 
concerned.
• Firstly, while the $A has had roughly a 10% fall from 

September against the $US, other countries’ currencies 
have also had sharp falls against the $US so the value of 
the $A on a trade weighted basis is only down by around 
5% over the same period which is neither here nor there 
in terms of the impact on in inflation.

• Secondly, on a trade weighted basis the $A is in basically 
the same range it’s been in for the last four year now. And 
with President Trump holding off from Day One tariffs 
and opting instead for a US government review of them 
and a “more negotiating approach” with China (according 
to a Bloomberg report) the range appears to be holding 
with the $A bouncing slightly from oversold levels.

Source: Bloomberg, AMP
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• Thirdly, with consumer spending depressed it’s hard to 
see businesses being able to pass on higher import prices 
anyway – beyond higher petrol prices and international 
travel – without depressing demand.
So, it’s hard to see a significant boost to the inflation 

outlook from the fall in the Australian dollar so far and so 
the RBA shouldn’t be too concerned - albeit I have no doubt 
it will mention it in upcoming communications.

It’s worth noting that the $A plunged in 2001 (to 
$US0.48); 2008 (from $US0.98 to $US0.60 in 3 months) and 
in the pandemic (to $US0.57) and yet the RBA eased on each 
occasion with other factors dominating!

Source: Bloomberg, AMP

In short, while the fall in the $A will concern the RBA we 
don’t see it as being enough to stop the RBA from cutting 
rates ahead. Ultimately, the rates decision next month 
will come down to December quarter inflation data to be 
released next week. If trimmed mean inflation comes in 
at 0.6%qoq or less as looks likely as against implied RBA 
expectations for a 0.7%qoq rise it will be very hard for the 
RBA not to cut in February.

Despite the slide there are several positives for 
the $A
• Firstly, from a long-term perspective the $A remains 

cheap. The best guide to this is what is called purchas-
ing power parity (PPP) according to which exchange 
rates should equalise the price of a basket of goods and 
services across countries (the red line in the next chart). 
If over time Australian prices and costs rise relative to 
the US, then the value of the $A should fall to maintain 
its real purchasing power. And vice versa if Australian 
prices fall versus the US. Consistent with this the $A 
tends to move in line with relative price differentials over 
the long-term. Right now, it’s cheap at around $US0.63 
compared to fair value around $US0.72 on a purchasing 
power parity basis.

Source: RBA, ABS, AMP

• Second, sentiment towards the $A is negative, reflect-
ed in short or underweight positions. Many of those 
who want to sell the $A may have already done so and 
Trump’s return may already be factored in, and this 
leaves it susceptible to a rally if there is any good news.

Source: Bloomberg, AMP

• Finally, commodity prices look to be embarking on a new 
super cycle. The key drivers are the trend to onshoring 
reflecting a desire to avoid a rerun of pandemic supply 
disruptions and increased nationalism, the demand for 
clean energy and increasing global defence spending all 
of which require new metal intensive investment com-
pounded by global underinvestment in new commodity 
supply.

Where to from here?
In the short term the $A is bouncing from oversold levels 

(and the $US falling from overbought levels) as Trump’s 
return was largely factored and so far his bite has been 
less than his bark. Over the next 12 months it’s likely to 

ISSUE 104
JANUARY 2025

8



be buffeted between changing views as to how much the 
Fed will cut relative to the RBA and how far Trump goes on 
tariffs (so far so good – but there is a way to go yet as Trump 
is still saying tariffs are coming) versus potential positives 
of undervaluation, negative sentiment and maybe more 
decisive stimulus in China. This could leave it stuck between 
$US0.60 and $US0.70, but with the risk skewed to the down-
side if Trump acts more aggressively on tariffs.

Implications for investors?
While the fall in the value of the $A will add to the cost 

of petrol and overseas travel (mostly to the US) and could 
constrain the RBA in cutting rates, although we don’t think 
this will be significant, there is a silver lining to the cloud in 
that the fall has boosted the value of (unhedged) interna-
tional assets so it has enhanced returns in global shares. This 
highlights the benefits of having a well-diversified invest-
ment portfolio across both assets and also across currencies.

AMP Limited provides banking, super, retirement and advice services in Australia and 
New Zealand, supporting over one million customers and employing approximately 
3,000 people.

Important note: While every care has been taken in the preparation of this 
document, neither National Mutual Funds Management Ltd (ABN 32 006 787 720, 
AFSL 234652) (NMFM), AMP Limited ABN 49 079 354 519 nor any other member 
of the AMP Group (AMP) makes any representations or warranties as to the 
accuracy or completeness of any statement in it including, without limitation, any 
forecasts. Past performance is not a reliable indicator of future performance. This 
document has been prepared for the purpose of providing general information, 
without taking account of any particular investor’s objectives, financial situation 
or needs. An investor should, before making any investment decisions, consider 
the appropriateness of the information in this document, and seek professional 
advice, having regard to the investor’s objectives, financial situation and needs. This 
document is solely for the use of the party to whom it is provided. This document is 
not intended for distribution or use in any jurisdiction where it would be contrary to 
applicable laws, regulations or directives and does not constitute a recommendation, 
offer, solicitation or invitation to invest.
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BY WEALTH ADVISER

Introduction: The Need for a Holistic Financial 
Strategy

In an increasingly uncertain economic climate, indi-
viduals face growing challenges in securing their financial 
futures. From volatile markets and systemic risks to the 
ever-present need to plan for a comfortable retirement, the 
complexity of wealth management has never been greater. 
Added to this is the potential for deflationary shocks, which 
can drastically alter investment strategies and erode wealth.

To navigate these uncertainties, it is essential to adopt a 

holistic approach that integrates retirement planning, divi-
dend-focused investing, and resilience against deflationary 
pressures. By addressing these interconnected aspects of 
financial planning, individuals can build a robust strategy that 
ensures security and adaptability across varying economic 
conditions. As highlighted in the Firstlinks article, “How Much 
Do You Need to Retire?”, aligning financial goals with life 
expectancy, spending patterns, and inflation expectations is 
a cornerstone of effective retirement planning. This founda-
tional perspective is complemented by insights into dividend 
investing and deflation preparedness, which together provide 
a comprehensive framework for long-term financial stability.

Retirement, Dividends, 
and Economic Shocks: 

Planning for a Secure Financial Future
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Retirement Planning: Striking the Balance 
Between Lifestyle and Longevity

Retirement planning is fundamentally about balance—
balancing current lifestyle desires with the need to ensure 
financial security in later years. Several critical factors must 
be considered to calculate how much is truly “enough” for 
retirement. These include inflation, life expectancy, health-
care costs, and maintaining a desired quality of life.

A key takeaway from “How Much Do You Need to 
Retire?” is that people often underestimate the impact of 
inflation over long periods. For example, an annual inflation 
rate of 2.5% may seem modest, but over a 30-year retire-
ment horizon, it can significantly erode purchasing power. 
To counteract this, it’s essential to invest in assets that 
provide growth above inflation, such as equities and proper-
ty, while maintaining a diversified portfolio.

Another critical consideration is life expectancy. 
Advances in healthcare mean people are living longer, 
increasing the need for a larger retirement corpus. The 
article suggests recalibrating financial goals by focusing on a 
realistic estimate of annual expenses and incorporating buf-
fer amounts for unexpected costs, particularly healthcare. 
External references, such as data from the Australian Bureau 
of Statistics, support this point, showing that the average 
life expectancy in Australia continues to rise.

Moreover, superannuation plays a pivotal role in retire-
ment planning. By maximising contributions and taking 
advantage of government incentives, individuals can 
significantly enhance their retirement savings. For those 
nearing retirement, transitioning to income streams such as 
account-based pensions can provide tax-effective income 
while preserving capital. Diversification remains key, 
ensuring a balance between growth-oriented investments 
and defensive assets like bonds.

 
The Challenges of Building a Sustainable 
Dividend Portfolio

Dividend investing is often seen as a reliable strategy for 
generating passive income, especially for retirees seeking 
to replace employment income. However, as outlined in 
“The Challenges with Building a Dividend Portfolio”, this 
approach comes with its own set of risks and limitations.

One major challenge is over-reliance on specific indus-
tries. Dividend-focused portfolios often lean heavily on 
sectors like banking, utilities, and telecommunications, 
which traditionally offer high yields. While these industries 
may provide steady income, they also expose investors to 
sector-specific risks. For instance, regulatory changes or 
economic downturns can disproportionately affect banks, 
leading to dividend cuts or cancellations.

Another pitfall is the sustainability of dividends. 
Companies facing declining profits or economic pressures 

may reduce or eliminate dividend payouts, leaving investors 
with reduced income streams. The article emphasises the 
importance of assessing dividend sustainability by exam-
ining payout ratios, earnings growth, and the company’s 
financial health.

To mitigate these risks, diversification is crucial. A 
balanced portfolio should include a mix of dividend-paying 
stocks, growth-oriented equities, and defensive assets such 
as bonds. Furthermore, reinvesting dividends during the 
accumulation phase can compound growth, while main-
taining a cash buffer provides flexibility during periods of 
market volatility.

External data reinforces these strategies. Research by 
Morningstar indicates that dividend-focused funds often 
underperform during bear markets due to their concentra-
tion in high-yield sectors. Incorporating international equi-
ties and exchange-traded funds (ETFs) can further enhance 
diversification, providing exposure to broader markets and 
reducing dependency on domestic economic conditions.

 
Preparing for Deflationary Shocks: A Hidden 
Threat to Wealth

Deflation—a sustained decline in prices—is often over-
shadowed by concerns about inflation but poses equally sig-
nificant risks to wealth. As discussed in “Why a Deflationary 
Shock is Near”, several factors make deflation a potential 
threat, including central bank policies, slowing economic 
growth, and systemic vulnerabilities in financial systems.

Deflation erodes corporate profits, leading to falling asset 
prices and reduced consumer spending. For investors, this 
can translate to lower returns on equities and increased risks 
in leveraged investments. To safeguard wealth in such scenar-
ios, adopting a defensive investment strategy is imperative.

Holding cash reserves is one of the most effective 
strategies during deflationary periods. Cash not only 
preserves capital but also provides opportunities to invest 
in undervalued assets when markets recover. High-quality 
bonds, particularly government bonds, are another safe 
haven, offering stability and consistent returns when equity 
markets decline.

Reducing leverage is equally important. In deflationary 
environments, the real value of debt increases, placing a 
greater burden on borrowers. By minimising debt and main-
taining liquidity, individuals can avoid financial strain and 
position themselves to capitalise on future opportunities.

Historical examples provide valuable lessons. During 
the Great Depression, deflation led to widespread financial 
distress, but those who held cash and high-quality bonds 
emerged relatively unscathed. Incorporating insights from 
economic historians and modern analyses strengthens the 
case for a cautious, defensive approach in times of deflation-
ary risk.
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Conclusion: The Intersection of Wealth, 
Resilience, and Adaptability

The themes of retirement planning, dividend investing, 
and preparing for deflationary shocks are deeply intercon-
nected, each contributing to the broader goal of financial 
resilience. By striking a balance between lifestyle needs and 
long-term security, diversifying investments, and adopting 
defensive strategies, individuals can navigate economic 
uncertainties with confidence.

As the articles from Firstlinks demonstrate, the key to 
a secure financial future lies in adaptability. Markets and 
economies are inherently unpredictable, but a well-consid-
ered strategy can mitigate risks and maximise opportunities. 

Whether planning for retirement, building a dividend port-
folio, or preparing for deflation, the principles of diversifica-
tion, discipline, and resilience remain timeless.

In the words of the authors, “Financial security is not 
about predicting the future but preparing for it.” By inte-
grating these insights into a cohesive plan, individuals can 
achieve peace of mind and ensure a stable financial future, 
regardless of the challenges ahead.

References: 
How much do you need to retire? (firstlinks.com.au) 
The challenges with building a dividend portfolio (firstlinks.com.au) 
Why a deflationary shock is near (firstlinks.com.au)

Markets and economies are inherently unpredictable, but a well-
considered strategy can mitigate risks and maximise opportunities.
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If you have a question that you would like to see answered in Wealth Adviser, please 
send it through to centraladvice@wtfglimited.com.

Question 1:
I want to leave money to fund my grandchildren’s 
education. What are the best ways to do this?

When considering how to fund your grandchildren’s 
education, there are a few strategies you can explore. One 
common option is to contribute to a family trust, which 
allows you to invest funds on behalf of your grandchildren. 
The trust can be tailored to distribute income for education 
costs, with the benefit of tax advantages depending on its 
structure. 

Additionally, education bonds can be another effective 
vehicle, offering tax-free earnings if the funds are used 
for qualifying education expenses. While these bonds do 
require careful planning, they allow for controlled invest-
ments that grow without tax being deducted, so long as the 
funds are used for educational purposes.

Another approach could be direct gifting into a designat-
ed bank account or investment account in your grandchild’s 
name, which can be used to accumulate savings for their 
future education costs. 

It’s important to consult with your financial adviser to 
determine the most tax-efficient and suitable method, as 
well as any potential implications for Centrelink or other 
government benefits.

Question 2:
I’ve heard about pension phase super being tax-free—
does that mean I should transfer my super into a pension 
account as soon as I am eligible?

The pension phase of superannuation is appealing 
because any investment earnings, such as interest or 
dividends, are tax-free within the fund, and withdrawals 
are tax-free if you’re aged 60 or older. However, transferring 
your super into a pension account isn’t automatically the 

best option for everyone. It’s essential to consider your 
financial needs, overall goals, and cash flow requirements 
before making this decision.

Once your super is in pension phase, you’ll be required 
to withdraw a minimum percentage of your account balance 
each year (starting at 4% for those under 65). If you don’t 
need to access your super right away, keeping it in accumu-
lation phase may allow you to defer drawing on it while still 
benefiting from its concessional tax environment (15% tax 
on earnings). A financial adviser can help you assess your 
situation to determine the best timing for transitioning to 
pension phase.

Question 3:
I’ve heard that investing in certain sectors, like banking, is 
considered much safer than others. Should I focus on these 
when building my portfolio?

Investing in well-established sectors, such as banking, 
can offer relative stability due to their track record of con-
sistent performance and income generation. These sectors 
are often popular with conservative investors, as companies 
in these industries tend to have more predictable earnings 
and may pay regular dividends. However, no investment is 
entirely without risk. Economic downturns, changing in-
terest rates, or industry-specific regulations can still impact 
performance.

Additionally, focusing solely on one sector might limit 
your portfolio’s potential for growth. Other sectors, such as 
healthcare or technology, often provide more opportunities 
for capital growth, though they may come with higher 
volatility. Building a diversified portfolio that balances more 
stable investments with growth-oriented ones can help 
manage risk while targeting long-term returns.

Your financial adviser can help you create a portfolio 
aligned with your goals and risk tolerance, ensuring a diver-
sified approach to managing your investments.

Q&A: Ask a 
Question
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