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Summer is over and the days will begin to cool down now that autumn is here, but things 
are just beginning to heat up on investment markets. While the Reserve Bank’s decision to 
cut the cash rate to 2.25 per cent in February is a blow to anyone dependent on income 
from their investments, it has reignited local share and property markets.   
 
The residential property boom shows no sign of a slowdown, especially in metropolitan 
Sydney and Melbourne where investors continue to drive prices to new highs. And after a 
lacklustre 2014 Australia’s sharemarket is nudging 6000 points, a level not seen since 2007.  
 
After shares pulled back last year on the back of falling commodity prices, optimism 
appears to be building among local investors. The February company reporting season 
revealed no nasty surprises while in Europe tensions have eased after Greece was granted 
an extension of its debt bailout.  
 
Oil prices also appear to have established a new base at around US$50 a barrel. Any 
further falls would be a drag on inflation and the local oil and gas sector.  
 
In the US, Federal Reserve chairwoman Janet Yellen gave an upbeat account of the US 
economy to the Senate Banking Committee in the last week of February.  She hinted that 
US interest rates could be on the rise later this year if economic conditions continue to 
improve.  
Finally, In news closer to FM, we would like to congratulate Leanne Newman - the winner of 
our iPad referral competition!  
As always, if you would like to discuss the contents of this newsletter don’t hesitate to call 
our office.
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For many people, debt is a dirty word. But not all  
debt is created equal. There’s good debt and there’s  
bad debt, and then there’s the good debt that can get  
pretty ugly if it’s not managed properly. Learning to use  
debt intelligently could make all the difference to your  
personal bottom line. 

Good debt

D ebt is considered good  
when it helps you buy wealth 
building assets. That can be  

an asset that grows in value over time 
and/or provides you with income. 

Borrowing is often referred to as 
leverage because it helps you get more 
for your money. 

Shares and property are regarded  
as growth assets because, when 
chosen well, they should grow in value 
over time. Shares can also offer regular 
dividend income while investment 
property provides rental income. In 
both cases, the income you receive 
can be used to help meet your loan 
repayments. 

In many instances you can also claim 
a tax deduction on the interest paid on 
your investment loan. 

Bad debt
Debt is bad for your wealth when you 
borrow to buy assets that fall in value, 
don’t provide any income and are not 
tax deductible. 

Using a credit card or a personal loan to 
pay for holidays or expensive toys is an 
example of bad debt. 

The trouble with bad debt is that you 
can often be paying for it long after the 
holiday has worn off or that new car has 
halved in value. If your bad debt is on a 
credit card, then it can be all too easy to 
let the debt roll over each month.

When bad debt turns good
Used well, bad debt can be put to  
good use. If you are disciplined and  
pay off your credit card in full each 
month this can help you manage your 
cash flow. It might also allow you to 
leave money sitting longer in a high 
interest savings account.

Credit card debt turns ugly when you 
buy things you can’t afford and pay only 
the minimum repayment each month. 
Because of the high interest rates that 
apply to credit cards, your initial debt can 
balloon and take many years to clear.

When good debt goes sour
Using good debt to pay off bad debt 
could also cost you dearly. Say you 
consolidate your debts by increasing 
your mortgage. The end result could be 
that you spread the cost of that holiday 
over 20 years or more, dramatically 
increasing your total interest payments 
into the bargain.

The family home 
Buying a home to live in will not provide 
you with income but it can still be 
regarded as good debt. Not only is it 
a form of enforced saving but in time 
it may also be used as leverage to fast 
track your wealth creation.

Once you build up equity in your  
home you can use this as security to 
take out an investment loan. Any  
income you earn from your investments 
— your good debt — can be used 
to make extra repayments on your 
mortgage. This can accelerate paying 
off your home loan and free up cash  
for more investments.

A power of good
Whether debt is good or bad, it’s 
generally wise to clear it as quickly  
as possible. Pay off your bad debts  
first - beginning with the debt that  
has the highest interest rate - as you 
should be able to take advantage of  
the tax concessions available on your 
good debt.

In years gone by it was common to wait 
until you had saved up for what you 
wanted. Nowadays the ease of obtaining 
credit can lead to reckless behaviour. 
But there’s still an important place for 
good debt. 

Given most of us will spend many  
years in retirement and would like to  
be self-funded, borrowing to accelerate 
wealth can be a very successful 
investment strategy. It’s just important  
to remember to keep bad debt to  
a minimum and make sure you use  
good debt wisely — otherwise it can all 
turn a little ugly.




