


ffirs.indd   1 10/05/13   9:27 AM



P R O P E R T Y
Vs

S H A R E S

PETER KOULIZOS
& ZAC ZACHARIA

DISCOVER YOUR KNOCKOUT
INVESTMENT STRATEGY

P R O P E R T Y
Vs

S H A R E S

PETER KOULIZOS
& ZAC ZACHARIA

DISCOVER YOUR KNOCKOUT
INVESTMENT STRATEGY

ffirs.indd   1 10/05/13   9:27 AM



Zac would like to dedicate this book to his wonderful wife, Kelly, for 
her incredible encouragement, love and support, and also to his late 
father and mother, who have inspired him to become the best he can 
be — and also taught him the importance of helping others to change 

their lives for the better.

First published in 2013 by Wrightbooks,  
an imprint of John Wiley & Sons Australia, Ltd  
42 McDougall St, Milton Qld 4064

Office also in Melbourne

Typeset in 11/13.5 pt Bembo Std

© Petraki Pty Ltd and ZIZ International Pty Ltd 2013

The moral rights of the authors have been asserted

National Library of Australia Cataloguing-in-Publication data:

Author:	 Koulizos, Peter, author. 
Title:	� Property Vs Shares: discover your knockout 

investment strategy / Peter Koulizos and Zac 
Zacharia. 

ISBN: 	 9781118613139 (paperback) 
Notes:	 Includes index. 
Subjects:	 Real estate investment. 
	 Stocks. 
	 Investments. 
Other authors/contributors	 Zac Zacharia, author.
Dewey Number:	 332.6 

All rights reserved. Except as permitted under the Australian Copyright Act 1968 
(for example, a fair dealing for the purposes of study, research, criticism or 
review), no part of this book may be reproduced, stored in a retrieval system, 
communicated or transmitted in any form or by any means without prior written 
permission. All inquiries should be made to the publisher at the address above.

Cover design by Paul McCarthy

Cover image: © iStockphoto.com/Viktor Kitaykin

Printed in Singapore by C.O.S Printers Pte Ltd

10 9 8 7 6 5 4 3 2 1

ffirs.indd   2 10/05/13   9:27 AM



iii

C O N T E N T S

About the authors iv
Acknowledgements v
Introduction vi
Disclaimer viii

Round  1 The basics of investment 1
Round  2 Why invest? 9
Round  3 History of the property and share markets 23
Round  4 Investment cycles 39
Round  5 Where to do your research 52
Round  6 Understanding the tables and statistics 64
Round  7 The ri sks of investment 79
Round  8 Return on investments 90
Round  9 Costs of investing 101
Round 10 Market participants and facilitators 111
Round 11 Managed investments 124
Round 12 Trading vs investing 134
Round 13 Financing your investment 149
Round 14 Investment structures 161
Round 15  Self managed superannuation funds 172
Round 16 Tax and investments 184
Round 17 Legal issues 195
Round 18 Overseas investments 206
Round 19 Schemes and scams 216
Round 20 Top questions to ask 231
Round 21 Case studies 242
Round 22 Advanced investment opportunities 254
Round 23 Conclusion: and the winner is . . .  271

Glossary 281
Index 288

ftoc.indd   3 10/05/13   9:27 AM



iv

A b o u t  t h e  a u t h o r s

Peter Koulizos
Peter ‘The Property Professor’ Koulizos is coordinator 
of the property and share investment courses for 
TAFE SA. He also teaches in the Victoria University 
property investment workshop in Melbourne, Sydney 
and Brisbane. In addition to his teaching in property 
investment, he teaches property, valuation and property 
economics at the University of South Australia. Peter 
holds a teaching degree, a graduate diploma in property 
and a master of business (property). Peter also personally invests in property 
and currently holds several investment properties. Peter’s previous book is 
entitled The Property Professor’s Top Australian Suburbs.

Zac Zacharia
Zac Zacharia is founder and managing director of a 
financial services business, the Centra Wealth Group, 
through which he provides financial planning, 
investment advice and education services to his clients. 
Before founding Centra Wealth, Zac had worked as a 
senior private client adviser at one of Australia’s most 
respected financial services businesses. He lectures to 
students of the share investment course at TAFE SA as well as providing 
training services to students and members of Kaplan. He is a sought-
after speaker and regularly contributes articles and investment opinions 
to numerous publications.

Zac’s qualifications, together with his personal investment and trading 
experience have provided him with the street smarts and intuition to 
understand how global investment markets interact, so as to provide 
dynamic investment strategies for his clients and fulfil his passion for 
helping people change their lives financially for the better.

flast.indd   4 10/05/13   9:27 AM



v

A c k n o w l e d g e m e n t s

This book would not have been possible without the help of a number 
of specialists that we consulted. A big thank you to:

■■ Dom Cosentino, Partner, Kennedy & Co Chartered Accountants, 
for his contribution to the chapters on tax.

■■ Matt Davis, licensed mortgage broker, Property Planning Australia, 
for his input into the property finance section.

■■ Steve Russo, Partner, Kennedy & Co Chartered Accountants, for 
his specialist knowledge of self managed superannuation funds.

■■ Sean Ryan, Director, FBR Law, for his contribution to the 
discussion of legal issues in relation to property and the advanced 
property investment strategies.

flast.indd   5 10/05/13   9:27 AM



vi

I n t r o d u c t i o n

Finally, here is one comprehensive book that covers both property and 
share investment! Many books deal with property or shares, but this is 
the first to provide the facts about both of these asset classes, side by 
side, in a tell-all, no-holds-barred style.

Is one kind of investment better than the other? Does one provide 
more capital growth? Is one better for income? What about the risks? 
This book will dispel the myths and break through the misinformation 
about both of these asset classes. You will learn the facts, benefits, risks 
and much more about each of these investments so that you can decide 
for yourself which, if not both, is good for you.

Our motivation behind writing the book is to help answer the endless 
stream of questions we are asked regularly that boil down to: Which is 
the better investment — property or shares?

We believe that a lot of people have a vested interest in promoting 
either property or shares — but we would like to present the facts on 
both so that people can formulate their own opinions.

This book:

■■ is set out in an easy-to-read format

■■ is divided into succinct chapters, covering issues related to both 
property and shares 

■■ is written by professionals who not only teach but also 
personally invest

■■ provides helpful tips on what to buy, and when to buy

■■ includes details on what to look out for, such as property and share 
investment scams

■■ provides an unbiased point of view on both asset classes
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Introduction

■■ includes case studies that aim to provide guidance to readers on 
their investment strategies

■■ is supported by our website at www.propertyvsshares.com.au.

Property Vs Shares is intended to serve as a reference guide to potential 
and existing investors in each asset class. Whether you have already 
invested in shares or property, or you are just starting to consider 
investing in these assets and want to find out about the risks and 
benefits of each, this book provides the necessary information to help 
you make an educated and informed decision based on your own 
investment goals.

Our website
We have created an exclusive website for readers of Property Vs Shares 
to supplement your learning beyond your reading and study of this 
book. The website address is www.propertyvsshares.com.au.

It includes a bonus chapter available for you to download that contains 
our top picks for property and shares until 2020. Through our website 
we will keep the material in this book up to date and relevant — and 
continue the debate about which is best: property or shares!

Our website will also keep you updated as to our current opinions on 
the property and sharemarket, as well as provide you with a wealth of 
resources and helpful hints and tips.

flast.indd   7 10/05/13   9:27 AM



viii

Di  s c l ai  m e r

The information presented in this work is general in nature and of an educational 
and informative nature. It has been prepared without taking into account your 
objectives, financial situation or needs; therefore, before you decide to act on any of 
the suggestions and strategies that are contained in this book, you should consider 
their appropriateness having regard to your objectives, financial situation and needs. 
This work is sold with the understanding that neither the authors nor the publisher 
are engaged in rendering legal, financial, accounting, tax, or other professional services. 
If professional assistance is required, the services of a competent professional person 
should be sought.

The authors certify that all of the views expressed in this book accurately reflect 
their personal views about any and all of the subject securities or issuers. Although 
the authors believe that the information contained in this book is accurate and 
reliable and is based on their skills, knowledge and experience and obtained from 
reputable websites, research organisations and published works, neither the authors 
nor the publisher make any representations or warranties with respect to the accuracy 
or completeness of the contents of this work and specifically disclaim all warranties, 
including without limitation warranties of fitness for a particular purpose. The advice 
and strategies contained herein may not be suitable for every situation. The fact that 
an organisation or Website is referred to in this work as a citation and/or a potential 
source of further information does not mean that the authors or the publisher endorses 
the information the organisation or Website may provide or recommendations it may 
make. Further, readers should be aware that Internet Websites listed in this work may 
have changed or disappeared between when this work was written and when it is 
read. Except to the extent that liability cannot be excluded, neither authors nor the 
publisher nor contributing writers nor any associated entities, shall be liable for any loss 
or damage arising from this here Work for any reason including if caused by any error 
in, or omission from the material presented in the work.

Please remember that past performance is not a reliable indicator of future results. The 
forecasts used in this work are intended as a guide only. They are predictive in character 
and as such may be affected by inaccurate or incomplete assumptions or by known or 
unknown risks and uncertainties and therefore may differ materially from the results 
that individual investors ultimately achieve.

Information concerning taxation is of a general nature and does not constitute advice. 
Please consult a qualified accountant or financial adviser who will be able to provide 
you with reliable advice for your individual situation.
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Round 1

T H E  B A S I C S  O F  I N V E S T M E N T
Investing requires you to give up the opportunity to spend money you 
have today in order to earn more money (that will be available for you 
to spend) in the future. In other words, you are making a sacrifi ce of 
a certain amount today for the potential to receive an uncertain amount 
and benefi t from the investment at some point in  the future. An 
investment in a growth asset does not carry a guarantee of how much 
money you will receive in the future, but you can expect that it will be 
more than you initially invested.

When you make an investment, you do so because you expect the 
investment to grow in value, or to provide you with a regular income, 
or both.

Asset classes
Investors can generally choose to allocate their money to any of four 
types of investments, or asset classes. Two of these have defensive 
characteristics, which means that they provide guaranteed and virtually 
certain returns, but they do not provide you with opportunities for 
growth, or increase in the capital value of the investment. The other 
two types of asset have growth characteristics: they do not provide a 
guarantee of what your return will be, but they do off er the potential 
for capital growth. Each asset class therefore has unique advantages 
and disadvantages for the investor, and also unique characteristics and 
infl uences. Importantly, each type of investment also has a diff erent 
risk–return profi le — in other words, a diff erent level of potential 
return on your investment that rises as the level of risk rises. This is 
shown in fi gure 1.1 (overleaf).

T H E  B A S I C S  O F  I N V E S T M E N TT H E  B A S I C S  O F  I N V E S T M E N TT H E  B A S I C S  O F  I N V E S T M E N TT H E  B A S I C S  O F  I N V E S T M E N T
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Figure 1.1: the different types of investments and their risk–return profiles
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The four asset classes and their characteristics are as follows.

Cash
This asset class includes any investment that is essentially cash-based or 
that can easily be converted to cash. It has the lowest risk of a capital 
loss. Cash includes physical notes and coins, but more commonly 
the term is used to refer to short-term interest-bearing investments, 
such as bank bills, commercial bills and fixed term deposits and cash 
management accounts.

The most common way for people to invest in this asset class is to put 
money away in a bank account. Compared with the other asset classes, 
you will receive a relatively low return (currently around 3 per cent per 
year), but cash is considered to be a very low risk investment: you are 
virtually guaranteed that not only will you get your money back but 
you will also earn 3 per cent interest on the money you invested. Your 
cash deposit won’t grow in value: you’ll just receive the income based 
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Round 1:  The basics of investment

on how much you invested, how long you invested for, and the interest 
rate. You have very good access to your money, as you can generally 
walk into a bank or make a phone call or access your account on the 
internet and have your money in a matter of minutes.

Fixed interest (including bonds)
This asset class is also defensive and includes securities such as 
bonds. Bonds are like an IOU. You are in effect lending money to a 
government or corporation such as a bank (also known as the issuer). 
In return for your money, the issuer promises to pay you a fixed rate 
of interest for the life of the bond and pay back the original amount, 
known as principal. 

The returns you receive will be relatively low (currently around 4.5 per 
cent per year). Fixed interest is also considered a low risk investment: 
your money is guaranteed by the government or corporation issuing 
the bond. You should get all your money back in addition to receiving 
interest earned at periodic intervals. But the safety of your investment 
will always depend on who the issuer is: your money is safer in a 
government bond or bank term deposit than it is in a corporate bond 
issued by a small company. Your initial investment might not grow in 
value (if you hold it to maturity) but you will receive income from the 
interest earned. You have reasonably good access to your money, as you 
should be able sell your bond on the market within a day.

Property
This asset class is a growth asset, just like shares. However, it carries a 
lower level of investment risk than shares, as you will see in Round 
7. Property investment can be direct — which means that you buy 
the investment yourself (such as houses, offices or factories) — or 
indirect — which means that you buy an investment in an entity, such as 
a property trust, which in turn buys and holds one or more properties. 
These property trusts can be listed on a stock exchange or unlisted.

Compared with the other asset classes, property has a moderate return, 
which is accompanied by a moderate risk. Historically it has been shown 
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that the capital growth in property (about 9 per cent per year) is slightly 
less than the capital growth from shares, but so is the associated risk. 
Investors and owner-occupiers are often attracted to property because 
of the security it offers. People can make a profit from holding property 
if it is well located and they are willing to hold onto it for a period 
of time. However, some people have lost money on property; this is 
generally because they bought the wrong type of property, at the wrong 
time, in a poor location. Property buyers generally find that the value 
of their property increases over time and, if they are investors, they also 
receive income in the form of rent. On the negative side, property has 
low liquidity, meaning that you can’t sell it and access the funds quickly 
as you can with the other asset classes, and you have to sell the whole 
investment, even if you only need a smaller amount of cash.

Shares
This asset class is also a growth asset, but depending on the shares 
you invest in, carries the highest level of investment risk. When you 
buy shares in a company, you become a part-owner of that company. 
As a part-owner, you are eligible to a proportionate share in the 
company’s performance. This includes a share in profits (that you 
take as dividends) as well as capital growth (that you earn through 
the value of your shares increasing). Shares can be bought as a direct 
investment in companies listed on the Australian Securities Exchange 
and international sharemarkets, or as an indirect investment through a 
managed fund that invests in shares.

People are attracted to the sharemarket because of the relatively high 
returns. Compared with the other asset classes, shares have the highest 
potential to provide you with capital growth (on average investors can 
expect growth of 7–10 per cent per year from a portfolio of blue 
chip shares), but they are also accompanied by the highest level of 
investment risk. Share investors expect their shares to grow in value 
(capital growth) and they will earn a dividend (income) while they 
hold onto the shares. While this is the case most of the time, it is not a 
certainty. People can lose money on the sharemarket when the value 
of their shares drops or dividends are reduced or no longer paid. On 
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Round 1:  The basics of investment

some occasions, companies go broke and investors can lose most, if not 
all, of their money. On the positive side, you have very good access to 
your assets, as you can generally sell all or just some of the shares on the 
sharemarket within a day. This makes shares more liquid than property.

Why does the sharemarket exist?
Sharemarkets exist to provide businesses with a source of funds (called 
capital) with which they can expand and grow their business. It 
also exists to facilitate a way for existing owners of the business (the 
shareholders) to sell their shares to new buyers, and vice versa.

One of the ways that a company can raise money to finance its business 
is to ‘go public’ — that is, to become listed on a stock exchange. It does 
this by issuing shares in the company to the general public. Investors 
receive shares in the company in exchange for their money, effectively 
becoming part-owners, or shareholders, of the company. Money raised 
in this way is called equity capital. This differs from debt capital (such 
as corporate bonds), which is borrowed money — equity capital does 
not need to be repaid to the investor, while debt capital (raised through 
bonds, for instance) does have to be repaid. Equity capital represents 
continuous ownership of the company. 

In return for the funds investors provide, the business issues shares in 
the business. As shareholders, investors effectively become a part-owner 
of the business — and they can share in the benefits of being an owner 
of the company, including distributions of profits (through dividends), 
and of course through the increase in the value of the company 
(through the share price of the company increasing). 

It is important for an investor to understand the difference between 
the primary market and the secondary market (see figure 1.2, overleaf  ).

The primary market facilitates the raising of capital for a company — for 
example, through the issue of shares directly to shareholders. This is 
during the IPO (initial public offering) phase, where a company lists 
on the market for the first time; or after a listing, where a company goes 
to the market again to raise funds (for example, through share purchase 
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plans, rights issues and other forms of equity issues, such as bond or 
preference share issues). Funds raised in the primary market go directly to 
the company, where they are used by the company according to the plans 
the company set out in the prospectus issued for the capital raising.

The secondary market is where most people buy and sell shares, and it 
is the market that facilitates the buying and selling of shares between 
shareholders. As a general rule, investors are trading with each other in 
this market, rather than providing funds for the benefit of the company. 

Figure 1.2: the primary and secondary markets

Stock market

Primary
market

Listing of companies by issuing
shares though initial public offers

The marketplace where you can buy
and sell shares with other investors

Secondary
market

Before you make the decision to invest, you also need to consider 
the  following points, and this is where a good financial adviser can 
help you. 

■■ Why are you investing — what are your investment goals?

■■ What types of investments should you consider?
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 ■ What is your investment time frame — when will you require the 
use of your investment funds?

 ■ How much money (capital) can you aff ord to invest?

 ■ How much risk are you willing to take with your investment — 
how much can you aff ord to lose without the loss aff ecting 
your lifestyle?

 ■ How will you diversify your investments to minimise your 
risk — will you allocate your investment funds across diff erent 
asset classes?

 ■ Will you use the concept of compound interest — will you add 
to your investments regularly and also reinvest your income or 
dividends from your investment?

 ■ What investment structure will you use for your investments — 
your own name, a partnership, a trust, a company, a super fund?

 ■ Should you consider borrowing funds to use for investment?

                  

Peter’s property insights
Property has proven to be a relatively safe way of making money 
in the long term. The threat that the value of your property will 
plummet overnight is minimal, and you will receive frequent and 
regular income through rental payments.

Zac’s share insights
There is no doubt that you can make more money by investing 
in shares than any other asset class — but with higher potential 
returns comes higher risk (or volatility). You can also lose much 
more money if you invest in the wrong shares at the wrong time.

Property has proven to be a relatively safe way of making money 
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Conclusion
Table 1.1 summarises the relationship between the asset 
classes — including their similarities and differences in terms of 
return, risk, capital growth, income and liquidity.

Table 1.1: the asset classes and their characteristics

Asset Return Risk
Capital 
growth Income Liquidity

Cash Very low Very low No Yes Excellent

Fixed interest Low Low No Yes Good

Property Moderate Moderate Yes Yes Poor

Shares High High Yes Yes Good

To be a smart investor you need to create wealth, but also to 
minimise the associated risk.

 So far as property is concerned, success is about buying the right 
type of property in the right location in order to maximise your pro� ts. 

When it comes to shares, success is about buying the right share 
at the right time — and, importantly, selling it at the right time. 
Ultimately, an investor should hold a diversi� ed investment portfolio 
that is allocated across all asset classes in accordance with their 
investment pro� le, needs and tolerance for risk. Therefore, holding 
some shares, some property and some cash in a portfolio is the 
formula for successful investment.
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Round 2

W H y  I N V e S t ?
Do you dream of becoming fi nancially independent? That is, to reach a 
point in your life when your lifestyle and living expenses are more than 
covered by the income you earn, without you having to physically work 
for it. 

A few people may be lucky enough to achieve fi nancial independence 
by receiving an inheritance, others from winning the lottery — but for 
most of us, the only way to achieve fi nancial independence is through 
saving as much of our income as we can, and investing it in growth assets 
that will signifi cantly increase in value over a long period of time.

Investing can therefore be thought of as the process of making your 
money work for you, rather than you having to work for your money. 
There are two ways to make your money work for you:

 ■ Make your money earn money and provide you with income.

 ■ Use your money to buy something that should increase in value, 
providing you with capital growth.

One secret to investing successfully is compound interest. Compound 
interest is where you earn interest on the money you save or invest, and 
then when that interest is paid to you, it is added to the amount you 
reinvest, and it earns interest too. This results in you earning interest 
on a higher amount of money which includes interest already earned, 
so the interest compounds and increases exponentially instead of at a 
fi xed rate over time. 

Reasons for investing
People invest their money for many reasons. These include:

 ■ to retire richer

 ■ to retire earlier
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■■ to supplement their income

■■ for lifestyle reasons — so they can just work part time

■■ to give up their day job.

Retire richer
Most investments are targeted at retirement. This includes contributing 
to superannuation and buying property or shares. This is a passive 
strategy with minimum risk, which basically involves buying assets and 
holding onto them until retirement when they can be used to finance 
your lifestyle in lieu of your salary.

Retire earlier
This is a more aggressive strategy than just buying and holding for the 
long term. Being able to retire earlier can be achieved using a number 
of strategies, including trading property or shares or both, rather than 
simply holding them.

Supplement income
To be able to make some extra income will generally require the investor 
to sell part or all of their assets from time to time. In property, this is most 
commonly achieved through renovating property. In the sharemarket, 
this can done by periodically selling a portion of your portfolio.

Work part time
This is an extension of the previous strategy. This requires making 
enough extra income so you can cut back from full-time employment 
to working two, three or four days per week. Most people will use the 
same strategy outlined for supplementing your income, but will need 
to do it on a consistent or regular basis.

Give up your day job
This is the most aggressive and riskiest strategy of all. Investing in 
property to achieve this goal will require people to renovate or develop 
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property on a regular basis. In the sharemarket, some people have given 
up their daytime employment as they have been able to successfully 
trade shares or derivatives. Share traders watch the market closely, and 
buy and sell on a short-term basis to generate income. 

Investment options
As outlined in Round 1, there are really only four areas to invest 
your money: 

■■ save it in cash

■■ invest it in fixed interest products such as term deposits or bonds

■■ invest it in property

■■ invest it in shares.

Cash and fixed interest won’t grow in value. At best, they will earn you 
interest — or income.

Property and shares can and do grow in value, over time. These 
investments will often also provide you with regular income while you 
are invested in them. So, which is better? Let’s look at the benefits of 
investing in each of these growth assets.

        P r o p e r t y         

Why invest in property?
Property is a very popular investment as it is familiar to everyone: 
everyone lives in one! But how does property perform as an investment?

Potential for significant capital growth
Putting your money in the bank or investing in fixed interest doesn’t 
provide you with any capital growth. If you purchase property, 
however, you are anticipating that your property will grow in value. 
While this happens in most cases, you need to ensure that you buy 
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property in the right location to maximise your capital growth. For 
example, a $400 000 brand new house bought on the outskirts of 
the metropolitan area might grow at 5 per cent per year whereas a 
period or character-style property in a top suburb, bought for the 
same price, could grow at 10 per cent per year. In ten years’ time, the 
property on the outskirts won’t even have doubled in value, whereas 
the older style, well-located property is worth over $1 million! If you 
had bought the well-located property, you could possibly retire in 12 
years’ time, based on your increased net wealth. There is less chance 
of being able to retire using the funds from the poorer performing, 
outer suburban property. Even though properties increase in value 
over time, it is crucial that you buy the right property in the right 
location so as to maximise your returns.

Regular rental income
One of the benefits of being the owner of investment property is that 
you can collect an income almost straight away. You can often settle on 
a property during the week and by the weekend have a tenant who has 
paid you some rent in advance. With other assets, you often have to wait 
for the end of the term of the investment (for example, in the case of 
a term deposit) or when your periodic payments or dividends are due, 
which is commonly only twice a year.

Secure hedge against inflation
An inevitable part of modern day life is inflation. Inflation means that 
the prices of goods and services increase over time. The rate of inflation 
varies according to the strength of the economy. One great advantage 
of holding property is that property values increase at a greater rate than 
inflation. In other words, property prices increase at a greater rate than 
most other goods and services. This is great news if you already own 
property, but not such great news if you are looking to buy property. 
The important thing to keep in mind is to buy the right property in 
the right location sooner rather than later.
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Numerous tax benefits
Many tax benefits may be available for property investors, in particular 
tax deductions and depreciation (both on the building itself, and on 
the fixtures and fittings within the building).

Any legitimate expense incurred in running your investment property 
should be tax deductible. For example, if you travel to the property to 
collect the rent, you are able to claim a deduction. Money paid to a 
property manager to manage your property is also a tax deduction.

Depreciation of the building may be claimed as a tax deduction 
(whether you built it or not). The age of the building or item will 
determine if you can claim any depreciation and at what rate you 
can depreciate it. Buying a new or relatively new property (built after 
17 July 1985) allows for the highest level of depreciation. Claiming 
building depreciation is a smart way to increase your cash flow.

It should be noted that you should never buy property just for tax 
purposes. Getting a tax benefit should be an added benefit to investing 
in property, not the only benefit.

Greater degree of control
Owning property allows for a greater degree of control than if you 
owned shares. For example, as an individual shareholder you cannot 
do anything to improve the value of your shares. However, if you own 
property, you can add value by painting, landscaping or upgrading. For 
a few thousand dollars, you can get much more than that in return in 
added capital value or rent or both.

Lower volatility
As property doesn’t fluctuate in price as much as shares, there is greater 
security in purchasing property. You can sleep well at night knowing 
that your property won’t plummet in price in a day, which can happen 
to shares, especially in a bear market (a bear market is where share prices 
fall significantly, by around 20 per cent or more, and investor sentiment 
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turns to pessimism). Lower volatility is one of the best advantages of 
owning property over shares. The US subprime mortgage crisis, which 
led to the global financial crisis (GFC), illustrated the volatility that can 
exist in property markets, but thankfully the Australian property market 
is structured differently to the one in the US due to our stronger and 
safer banking and finance sector.

High demand for property
Everyone needs a place to live. Property, especially well located, 
period or character-style property, will always be in demand. As the 
number of households increases with more migrants coming to 
Australia to start a new life, and with the number of overseas students 
coming here to study, demand for property is increasing.

No margin calls
Providing your property is worth more than your loan and you can 
continue to make the minimum mortgage repayments, the bank will 
not call on you to pay off more of your loan than your scheduled 
repayments, or worse, force you to sell your property.

When you use a margin loan to purchase shares, you are obligated to 
maintain a specific loan-to-value ratio (LVR). LVR is the proportion of 
the loan to the market value of your asset. Should the value of your shares 
plummet, you may be asked to deposit some more money into the account 
(usually this is required within 24 hours) to reduce the LVR, or you may 
be forced to sell some, or all, of your shares to reduce your borrowings. 
This is the case even if your share portfolio is still worth more than your 
debt and you can still make the repayments on your margin loan! 

Cheaper finance
A loan for a home can be obtained at a much cheaper rate than a margin 
loan to buy shares. In early 2013, for instance, the cheapest margin loan 
rates were around 8.5 per cent, whereas the cheapest variable rate home 
loans were about 5.5 per cent.
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Higher leverage
This is one of the greatest advantages of investing in property rather 
than shares. You can get higher leverage.

Using property as security to borrow money allows you to leverage 
(borrow against the security) to a greater extent than if you were using 
a share portfolio as security. Most lenders may lend up to 95 per cent 
of the value of the property being purchased, as compared with 75 per 
cent if you were purchasing top quality shares. Let me illustrate this 
with an example.

If you had $40 000 in cash, you could buy a $400 000 property. Half 
of your cash will go towards the deposit for the house and the other 
half towards the purchasing fees. Alternatively, if you had $40 000 in 
cash, you could buy a portfolio of blue-chip shares valued at only 
$160 000. If we assume that both assets will grow at about their long-
term average, it would take more than 100 years for a $160 000 share 
portfolio growing at 10 per cent per year to be worth more than a 
$400 000 property growing at 9 per cent per year!

         S H A R E S          

Why invest in shares?
Almost every working Australian owns shares, be it directly (through 
shares that they have personally bought), or indirectly (through their 
super funds or managed funds). Shares fluctuate in value every moment 
of every trading day, but how does share investment perform over the 
long term compared with property? 

Potential for the greatest capital growth
Investing in shares provides you with the greatest potential for an 
increase in the value of your investment. That is because shares, just like 
property, are a growth asset. But that doesn’t mean that any and every 
share you buy will increase in value. There are many things to consider 
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when it comes to deciding what shares to buy, and when to buy them. 
As a general rule, you should look to buy good quality shares — that 
is, shares in companies that have strong management, a healthy balance 
sheet, a good business model and the potential to grow earnings — and 
buy when those shares are undervalued. 

Potential for regular dividend income
An investment in shares may provide you with regular income (in 
addition to capital growth). This income is in the form of dividends, 
paid to investors from the profits that the company makes. Some 
companies, such as Telstra and the larger banks, usually pay a higher 
dividend (in percentage terms relative to your investment) than other 
shares (such as CSL or News Corporation). Other companies may not 
pay dividends at all. Be aware though, that a company can change its 
dividend policy depending on what its management decides.

Ability to outpace inflation
Just like property, shares have the potential to increase in value faster 
than the rate of inflation, as they are a growth asset. It is important, 
though, to ensure you buy the right shares at the right time and to sell 
them at the right time to reap the benefits of this potential.

Tax benefits
Shares provide numerous tax benefits to investors just as property 
investment does.

■■ Interest on investment loans is tax deductible. Any interest that you 
pay on an investment loan used to purchase shares is tax deductible. 
The same can also be said for property.

■■ Any losses you make can generally be used to offset gains. A 
general rule is that any capital losses that are made from selling 
your shares can be used to offset any capital gains that you make 
when you sell your shares at a profit. These tax loss benefits can be 
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carried forward. This is also true of property. However, trading in 
shares is more common than trading in property.

■■ Franking credits on dividend payments can be used to reduce 
your tax. When a company pays a dividend, the dividend can be 
sourced from the company’s pre-tax income or post-tax income. 
Where a company has paid tax first (at the company tax rate of 
30 per cent) and paid a dividend from after-tax income, then that 
dividend carries with it a franking credit. This franking credit is 
used to reduce the amount of tax you have to pay on the dividend 
income that you have earned — with the effect that you end up 
paying only the difference between your marginal tax rate and 
the tax rate paid by the company at 30 per cent. Retired investors 
who pay no tax on earnings (because they hold their investments 
in a superannuation fund in pension phase) can claim these credits 
as a refund from the ATO — effectively increasing their dividend 
income by a further 30 per cent! 

Higher potential returns
Shares have on average, historically provided the highest percentage 
of total returns over the long term when compared with property. 
However, shares have also been the highest in terms of volatility — that 
is, the range of returns has also been the widest of all the asset classes. 
This is consistent with the adage that higher returns are usually linked 
to higher risk.

Lower holding costs 
Shares have significantly lower holding costs than property. The only 
holding costs that may be incurred for share ownership are:

■■ management or advisory fees that can range between 0.1 per cent 
and 1.5 per cent or more of your investment funds under advice. 
This is paid to your financial adviser for managing your portfolio.

■■ administration fees of up to 1 per cent or more may be payable to 
the administrator of your investment portfolio.
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Lower entry and exit costs 
Shares have significantly lower entry and exit costs than property. The 
only entry and exit costs that may be incurred are:

■■ No stamp duty. Unlike property, no stamp duty is payable on share 
purchases and sales. This has been the case since July, 2000.

■■ Lower brokerage and transaction fees. The cost of buying shares 
(brokerage or commission) is a lot lower than the cost of 
buying property. Discount stockbrokers charge brokerage fees 
ranging from just $9.95 per trade, and it is rare these days to find 
transaction fees, even with full-service brokers, that exceed 1.5 per 
cent of the value of the transaction.

Need less money to start buying
Unlike property, you can start investing in shares with as little as $500.

Liquidity and quicker settlement (access to cash)
Shares have a significant advantage over property when it comes to 
buying and selling, because (depending on the share) there is usually 
a steady supply of sellers or buyers to transact with — and the price at 
which they are willing to transact is always provided and known. 

Settlement of transactions happens in three days, so if you need to sell 
your investment quickly to get cash, you will have your money in as 
little as three or four days!

With shares, you can also sell a portion of your shares at any time if 
you need access to cash. With a property, you have to sell the whole 
property — you cannot sell only a bedroom, for example. 

Leverage
Using a margin loan, an investor can purchase a large parcel of 
shares with as little as 25 per cent ‘deposit’. This means that you control 
100 per cent of the value of your shares using only 25 per cent of your 
equity. Of course, while this means you have the potential to make 
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larger profits because you are holding a larger position, and a smaller 
favourable move in price will result in a larger percentage move in 
your profit, the opposite is also true for losses.

Availability, speed and immediacy of information
The internet has given investors immediate access to a large amount 
of timely information about companies, the economy and research 
opinions. In addition, the price of a share is constantly changing, 
reflecting investor sentiment at every minute, so you always know what 
the market value is for an investment.

Diversification
Shares allow an investor to diversify their investment portfolio, and 
therefore reduce risk, much more easily than with property investment. 
This is due to the fact that you can spread your investment dollars across 
a larger number of different companies in different sectors or industries.

Less need for legal involvement and costs
Unlike buying and selling property, a share transaction is very 
straightforward and doesn’t require the use of expensive and specialist 
professional services, such as solicitors or conveyancers.

No tenants
A benefit of investing in shares is that you don’t have to find tenants 
or manage the property. It can take some time to find a tenant to rent 
your property, and there is always a risk of having a tenant who may 
damage your property. In addition, you will need to manage the tenant 
and the property, which can be costly. This is not the case with shares.

Make money from the market going up or down
With property investment, you can easily make money if the property 
market is increasing in value. But with shares, you can make money as 
the share price goes up — but also as they go down in value. This is 
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achieved through a process called short selling. Investors make a profit 
when they buy an investment at a low price, and sell it at a higher price. 
Usually, the buying step is done first (at a low price, and then selling 
later at a higher price). However, if you think the price of your share is 
going to fall, you can still profit from the buying low and selling high 
concept — the only difference is what step you do first. When short 
selling, you are able to borrow shares from your broker, sell them first 
(at the higher price) and then when the market falls, buy them later (at 
the lower price). When the position is closed, you return the shares to 
your broker. In this example, you have still bought low and sold high 
and made money — the only difference being what you did first.

Hedging
You can hedge your share investment portfolio by buying insurance 
using derivatives such as options, futures or CFDs (contracts for 
difference). This allows you to protect a share portfolio when the 
market is falling, because the value of the derivative will increase to 
offset any unrealised loss incurred in your share portfolio.

So which is best: property or shares?
Table 2.1 provides a summary of the benefits of investing in both shares 
and property.

Table 2.1: reasons for investing in property and shares

Why you should invest in property Why you should invest in shares

Potential for significant capital growth Potential for the greatest capital growth

Regular and frequent rental income Potential for regular dividend income

Secure hedge against inflation Ability to outpace inflation

Numerous tax benefits Tax benefits

Greater degree of control Higher potential returns

Lower volatility Lower entry, holding and exit costs
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