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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.
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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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Property Vs Shares

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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Property Vs Shares

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?

c01.indd   6 5/3/13   2:06 PM



7

Round 1:  The basics of investment

 ■ 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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