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Equities

last year. Very few have had the courage to 

stay heavily weighted towards the energy 

and materials sector whilst resisting the 

temptation to start buying financial stocks 

that began to look very cheap. 

With the bias in the market towards 

these resource stocks, “Momentum” as a 

style of investing has performed very well. 

Momentum investment in its simplest 

form could essentially mean buying 

stocks that have recently gone up in price. 

Figure 2 shows that Momentum as an 

investment style has been outperforming 

Value investing, where stock picking is 

driven by fundamental analysis of a stock 

to see if it is cheap. We are nowhere near 

the peaks set during the tech bubble of 

the late 1990s, where simply following the 

market and buying tech stocks that were 

performing well saw fantastic returns, but 

we could be near a turning point where 

investors increasingly consider valuations 

as a method stock selection.

If this was the case, the major 

beneficiary could be the financial sector that 

seems so unloved at the moment. There 

are many major banks that are now trading 

on low P/Es with high dividend yields that 

seem cheap and, if an investor has a three- 

to five-year horizon, could be a good buy. 

Having said that there is still a lot of risk in 

this sector. Although we seem to be through 

the worst of the financial fall out from the 

sub-prime crisis, the slowing economy 

means that the financial sector will take 

more hits as conventional customers find it 

increasingly hard to pay back loans.

Going forward we see the slowing 

economy as the major threat to equity 

markets as a whole and remain cautious 

on the market overall. Although there 

has been large falls in the equity markets 

there does not yet seem to be a catalyst 

to see markets start to move up. If growth 

keeps slowing then a lot of companies will 

continue to struggle and this will only be 

exacerbated by the fact that the banking 

sector is keeping a tight reign on lending 

as they try to rebuild their balance sheets.

Even in the sectors related to the 

commodities boom that have so far 

come through unscathed, there could be 

problems ahead. If global growth were 

Figure 1
Global equity market indices, peak to trough falls to end of June

to slow then demand for commodities 

would reduce, although this may not spell 

the end of the sector’s outperformance 

it does look like the impressive returns 

of the last year will not be matched. It 

is interesting to see that in the US, car 

companies are scrambling to reduce their 

output of gas-guzzlers as consumers look 

for more economic cars to lessen the 

impact of the huge rise in the oil price.

In our portfolios we are remaining 

with a low weighting to equities, although 

we are well aware that stock markets 

begin to rise before economic indicators 

turn upwards. We do not necessarily see 

significant downside from here, but we 

are struggling to see what would trigger 

the equity markets to rally and expect to 

see further volatility in markets until the 

end of the year.

Source: Bloomberg, July 2008

Figure 2
12 month rolling performance of Momentum relative to Value

Source: RMB Asset Management International Limited, Style Research, July 2008
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Martyn Simpson is the Head of Advisory at 
RMB Asset Management International. For more 
information on balancing your portfolio, please 
contact your local adviser,

Markets From Through Depth

US (S&P 500) 10/10/2007 10/03/2008 -18.6%

Germany (DAX) 17/07/2007 17/03/2008 -23.7%

France (CAC) 04/06/2007 27/06/2008 -28.7%

UK (FTSE) 18/06/2007 17/03/2008 -19.6%

Japan (Topix) 27/02/2007 17/03/2008 -36.7%

China (Shanghai) 17/10/2007 30/06/2008 -55.1%

India (Nifty) 09/01/2008 30/06/2008 -35.7%

Europe (DJ Eurostoxx) 17/07/2007 27/06/2008 -26.7%

Hong Kong (Hang Seng) 31/10/2007 17/03/2008 -33.4%

MSCI Pacific ex Japan 30/10/2007 17/03/2008 -28.3%
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On the exchange

By Andrew McKay

AUD 

The AUD has reached new post-float 

highs above $0.9700. The trend is still 

upwards supported by interest rates and 

a weak USD.

However, the rallies are getting 

smaller in size and the AUD has had 

trouble maintaining new highs for most 

of this year. This suggests that, although 

there are no reasons to short the AUD, 

the buying interest is diminishing with 

each rally.

The AUD remains in a medium term 

upward trend and parity is within sight. 

However, the Australian economy is slowing 

and the interest rate cycle has peaked. 

While the US economy remains in 

trouble the USD will be weak and that will 

prevent a reversal in the AUD.  

The NZD is an indication of the road 

map ahead as the Australian economy 

slows. It may not go down quickly while the 

USD is weak – but upside will be limited.

GBP
The GBP has proved resilient – rising 

against the USD and testing the 2.00 

level. The risk of a fall below 1.9400 has 

been reduced in the short term.

This relative strength can be 

maintained while the UK has higher 

interest rates and the USD is rocked with 

financial system failures. Therefore, the 

GBP will continue to trade within this 

year’s range in the short term.

In the medium term UK 

fundamentals are weak and appear 

to be worsening. At some point lower 

interest rates will be required, but 

inflation will restrict the ability of the 

Bank of England to move.

Based on that a weaker GBP should 

be expected, but ongoing problems in the 

US financial system mean the USD is still 

being viewed in a more negative light than 

the GBP. When that changes the GBP will 

be in trouble.

Euro 

The euro is again testing the record highs 

against the USD. Higher interest rates in 

the Euro zone and banking failures in the 

USD have been the main factors at work.

A global overview
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Cash

global economy will take some heat out 

of inflation and therefore ease pressure 

on the SGD, but we still expect it to 

remain one of the strongest currencies.

The INR has stabilised near the 

2004/2005 lows. Concerns over 

inflation have driven the INR down 

since the start of the year, but in the 

longer term we expect the INR to be 

strong so we do not expect the current 

weakness to last.

The IDR remains remarkably stable 

given its history. Higher interest rates 

and removal of fuel subsidies were not 

sufficient to budge it. The Government 

will not want a weaker currency while 

inflation is an issue, but we would expect 

a gradual depreciation over time.

The NZD remains stable against the 

weak USD, but the fundamentals in NZD 

point towards a recession and lower 

interest rates. The NZD will be under 

pressure as a result.

In 06 and 07 the KRW central bank was 

intervening to halt its rise. Now six months 

later it is intervening to halt its fall! This does 

not fill the market with confidence that the 

central bank is in control and the KRW will 

suffer as a result.

It is still possible that the past four 

months are a pause in the ongoing 

uptrend in the euro – similar to the 

November 07 to March 08 period.

If that’s true look for a rise above 1.60 

that is maintained, but any failure at that 

level adds to the evidence that the euro is 

near a peak.

The medium term trend in the euro 

is still clearly upwards and there is no 

evidence of a change in trend at this time.

Higher interest rates in the Euro zone 

and the dire state of the US financial 

system are clear negatives for the USD. 

However, the negatives for the USD 

are about as bad as it can be right now 

suggesting the USD should be “falling like 

a stone” – but it is not.

The downtrend in the USD is in “injury 

time” and governments have indicated the 

game is near an end, suggesting further 

downside in the USD is limited.

Yen
The yen has been weak against the 

USD, despite the fall in the USD against 

most other currencies. Clearly that 

makes the yen one of the weakest 

currencies globally.

The unwinding of the “carry trade” 

drove the yen higher into March 08, but 

once everyone bought their yen short 

position back there was no solid reason 

for continued buying of the yen.

We suspect the March 08 high for the 

yen will not be seen again for some time.

Medium term, the yen is again shaping 

up as one of the weakest currencies. 

Slowing exports, a weak domestic 

economy and very low interest rates do not 

provide a solid base for a strong yen.

Renewed “carry trade” weakness is 

unlikely but there are no fundamentals in 

favour of the yen at this time.

With the yen already weak against a 

USD that is near record lows the outlook 

for the yen is negative when the USD 

trend turns positive.

Asia
There is some talk of the CNY 

appreciation being halted as a result of 

slowing export growth in China.  While 

that is possible, the benefits of a stronger 

CNY in controlling inflation and money 

flows will outweigh this. 

The SGD continues to trade near 

record highs against the USD. A slowing 

Asia

2004 2005 2006 2007 2008

China Renminbi per 1 US dollar (CNY) 6.8341-0.01		  www.fullermoney.com	 11 Jul 2008
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There is some talk of the CNY 

appreciation being halted as a result 

of slowing export growth in China. 

While that is possible the benefits of a 

stronger CNY in controlling inflation and 

money flows will outweigh this.

SGD continues to trade near record 

highs against the USD. A slowing global 

economy will take some heat out of 

inflation and therefore ease pressure on 

the SGD but we still expect it to remain 

one of the strongest currencies.

Weekly

Singaporean Dollar per 1 US Dollar (SGD)1.35545-0.00		  www.fullermoney.com	 11 Jul 2008
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US Commercial 
Real Estate: 
An asset class 
with potential 
By Lee Hetfield

A s investors enter the third quarter, 

most will be deeply disappointed 

with the performance of their 

equity investments in 2008. Many will 

also have seen static performance at 

best from hedge fund assets, while 

yields on government bonds, probably 

the only debt products most cautious 

investors are willing to buy right now, are 

unattractively low.

That means casting further afield for 

yield and growth potential, and savvy 

investors who are happy to make long-

term investments could do a lot worse 

that revisit US commercial property.

The commercial real estate sector was 

an early victim of the credit crunch. With 

many investments debt financed and a 

substantial number of investment vehicles 

offering unrealistic liquidity given the time 

lag involved in disposing of these assets. 

This combination triggered forced selling, 

sending prices into freefall. 

Some investors are still struggling 

to shed real estate exposure, accepting 

heavy losses to exit the sector. However, 

those with a thirst for yield and an eye 

for the long game would do well to take 

a fresh look at commercial property. In 

particular, US REITs offer many reasons 

to buy. 

Prices have tumbled, it is true, but 

that is far more a result of forced selling 

in the wake of the credit crunch than 

from any sharp decline in demand for 

space. The drying up of cheap easy 

credit may have triggered a paradigm 

shift in investment – these days buying a 

property once again increasingly involves 
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Property

Lee Hetfield is a New York-based fund manager 
for Castlestone Management, managing the 
company’s Global Property (Diversified Real 
Estate) Fund. For more information, please 
contact your local adviser.

comparison – they are generally the 

ugly sisters in a scenario of economic 

recovery, and perform poorly in periods of 

high inflation.

There is another reason to favour 

the sector: historically, US REIT prices 

demonstrate an uncanny correlation 

with financial stocks. One only has to 

chart domestic REITs against the S&P 

500 Financials index to see the extent 

of the correlation. But this is not due to 

a corresponding correlation between 

occupancy rates or even rental incomes. 

It comes back once again to the leverage-

dependent nature of real estate financing, 

and hence this correlation is not based 

on fundamental values or even returns. 

After all, the need for office space in many 

urban job centres remains fairly strong, 

with job growth still positive in many areas 

such as Atlanta. 

Here is a classic example of 

funding, not performance, triggering 

a loss-making exit: a joint venture led 

by Wachovia Corp. agreed to sell a 

21-storey office building in midtown 

Manhattan’s garment district at a US$41 

million loss according to a Bloomberg 

news story on 11 July. Wachovia, owner 

of 85% of 1372 Broadway, agreed to 

sell the building for $294 million, having 

bought it only a year previously in a deal 

that valued it at $335 million. 

But Wachovia recently slashed its 

dividend 41%, is raising $8 billion in 

capital, and has forced out its CEO. The 

1372 Broadway sale is seen purely as a 

further move to raise capital and calm 

concerns about its financial health in 

general. No one has suggested that the 

property has failed to attract tenants or is 

a loss-making concern. Lloyd Goldman, 

leading the consortium buying the 

building at a 14% markdown, is a man 

who knows a bargain when he sees one. 

For similarly canny bargain hunters out 

there, take a look at US REITs. 

actually being able to pay for it! But 

landlords aren’t faced with huge vacancy 

rates, which would force them to lower 

rents or leave them with empty floors as 

they seek tenants. 

According to data from The Real Deal, 

vacancy rates in Manhattan offices rose 

to 10.9% post 9/11, taking two years to 

recover to 5%. By May of this year, the 

rate was 6.9%, up from 5.3% in January 

and less than 5% in 2007. And rents 

have not fallen one jot. They have risen 

at about 20% a year over the past two 

years, and are still reportedly rising 1-

1.5% per month. That’s enabled incomes 

on US REITs to hold firm as prices 

dropped, meaning such investments now 

offer extremely attractive yields. 

At 5% these assets offer a better 

return than government bonds anywhere 

on the yield curve, but with the potential 

for substantial price gains once forced 

sellers have finished their retreat and 

the economy begins its inevitable 

recovery. The potential for capital gains 

on government bonds is limited by 

Important Disclaimer for your reference appears on the contents page
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King Coal: 
Back in the 
portfolio building
By Sean Kelleher

“C oal is King, and he’s back in the 

building,” concludes Stan Lock, 

trader at Brewin Dolphin. The 

original question though was more like: “With 

oil and gas prices so high, should investors 

be selling their gains made over the last 

year?” His response is a reminder that, of the 

two questions traders must answer – what 

and when to buy, and what and when to sell 

– the hardest is the selling bit. The sell bit, of 

course, might depend on your absolute gain. 

If you were “in” when Lock said so, now is a 

good time to be out, or take a gain.

Of the two “black gold” is the 

“Elvis” of the commodity industry. Oil is 
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Sean Kelleher is Chairman and CEO of The 
Financial Partners Group. For more information, 
please contact your local adviser.

Back to Lock. Lock “tipped” two coal 

stocks around a year or so ago. Two picks 

illustrate recent history: Cambrian Mining and 

Western Canadian. They are similar stories, 

Canadian companies listed on the AIM, 

London’s second market (Western Canadian 

is also listed in Toronto). Lock’s tactics, like 

his oil choices, remain at the volatile “second 

string” end, looking for the knockout gain.

If you had purchased Cambrian Mining 

in January 07 and sold at the worst point in 

December 07, you would have been looking 

at a -30% loss. After the highly stagnant 

1980s and 1990s, Lock was one of those 

venturing out into investing (gambling?) on 

a coal-comeback. It didn’t happen in 07. 

What a difference a quarter makes. From 

January 2008, the lid has lifted with prices 

rising to +180%, a YTD figure quoted on 

their website as +324%. Western Canadian 

enjoys a similar history – nothing positive in 

2007, and a rise from one Canadian dollar 

to around 11 Canadian dollars in the first 

half of this year.

Sounds like the boat being missed? 

This is where Lock’s positioning as 

“the second man in” comes into play. 

He can boast being one of the first into 

coal one year ago, with the results only 

coming through now. He is happier with 

the “second push” position. On this he 

takes the view that coal could be a long 

play and not jut a short-term play for 

portfolios. “I still recommend Cambrian 

Mining and Western Canadian for the 

short term, but coal as an asset for the 

longer term,” says Lock. “The boat hasn’t 

been missed, there are too many boats 

waiting to be loaded off the coast of 

Australia that demonstrate this.” 

coal for keeping the lights on,” quips one 

stockbroker report.

“Coal is now the fuel of choice for 

investors,” says Lock, when pressed 

on what the new “must-have portfolio 

stocks” are. But, it is a price-based play. 

The black-stuff headlines suffer poor 

karma from environmentalists. I still 

remember the guy with the horse and cart 

delivering the coal – he coughed a lot.

The price thing brings smiles and not 

coughs. At the end of last year the average 

per-ton coal price was at USD 98. Citicorp 

estimates USD 100/ton for 2008 and 

metallurgical coal at USD 200/ton. Merrill’s 

in March anticipated that coal prices would 

rise by 200%, and Macquarie’s mutterings 

were also bullish. The big brands are 

backing a coal price surge.

A quick Google-walk would tell you 
that 25% of all the world’s energy 
is derived from coal

historically high. A USD 140/barrel may 

or may not be a “fair price”, but it’s going 

to take a while for markets to get used to 

it. Elvis singing opera would have taken 

some getting used to. With Lock’s stock 

pick’s tending to be “tier two” companies 

(not your Exxon/Mobil, Shell, BP, Total – 

but your Regal Petroleum, Bowleven and 

Oilexco) then the probability for downside 

volatility should be greater than your tier 

one all-weather stocks. Enter coal as the 

new king: “Move over Elvis, move over 

gold,” says Lock, implying that, from the 

traders short-term perspective, coal is a 

better “gold” than the real gold.

So what’s so special about coal? A 

quick Google-walk would tell you that 

25% of all the world’s energy is derived 

from coal; 40% of worldwide electricity 

and 50% of US electricity is coal 

powered; and, that 92% of coal is used 

to make electricity and from that 70% 

of the world’s steel production is coal 

based. With two of the futures biggest 

producers (India and China) likely to be 

net importers of coal, is it no wonder 

that brokers on the black-stuff see a 

golden tinge? “There is no way around 

Important Disclaimer for your reference appears on the contents page
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W hile worldwide economies are 

feeling the impact of a severe 

financial crisis, the Australian 

Government is successfully implementing 

policies to reign in inflation and promote 

the nation’s economic expansion, tipping a 

3% annual growth rate this year and next.

Robust australian 
property market bucks 
global volatility

According to Australian fund 

manager, LM Investment Management 

Ltd (LM), which specialises in registered 

first mortgage funding for prime 

commercial, residential, industrial, aged 

care/retirement and retail opportunities 

throughout Australia, “Australia’s 

property market continues to offer 

diversity in investment opportunity, 

despite the global economic climate”.

Australia’s property market
Australia’s property market is one of the 

largest in the world. It offers diversity 
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in investment opportunity due to the 

performance and demand of its different 

geographic locations, and many different 

property types by sector.  

Over the two-year period to 2008, 

Australia’s property market holds the 

second strongest outlook globally, 

behind Singapore.

LM Chief Executive, Peter Drake 

contends that the general forecast for 

Australia’s property market is 

continued strength.

“The property market must keep 

growing in order to meet the demands 

of increased population, as it benefits 

from record low unemployment rates, 

from China’s continued need for our 

resources, and reflects record low 

vacancy factors for commercial property 

in every major capital city,” he says.

National property trends
Demand for residential housing has 

reached crucial levels in some states, 

calling for government intervention 

to ensure the availability of adequate 

housing by 2010.

Reporting a 1.6%, or 332,000, 

growth in population last year, and driven 

by rising immigration and shrinking 

households, housing demand continues 

to far outstrip supply.

Futurists predict that over the next 

five-year period, one million new homes 

will need to be constructed in order to 

meet the growing needs of Australia’s 

increasing population.  

A recent Australian Financial Review 

article on property highlighted the 

robustness of the residential market, 

stating that prices across most States 

and Territories of Australia have 

increased in the 12 months to May 2008.   

Nationally, although activity has 

eased and residential properties have 

generally taken longer to sell, pricing 

remains strong and has not dropped.  

Commercial office and industrial 

markets remain strong, particularly in 

the prime production states of Western 

Australia and Queensland, driven by 

the continued strength in Australia’s 

resource sector.

The commercial office sector reports 

15-year record low vacancy rates in all 

capital cities.

Despite the increased interest rates, 

the retail sector continues to perform 

well throughout Australia.

Robust economy
While the rest of the developed world 

battles a slowdown, the International 

Monetary Fund (IMF) says the biggest 

problem facing Australia remains reigning 

in demand, which is growing too quickly.  

The Australian economy continues 

to perform strongly, with the Australian 

Government and economists forecasting 

an annual growth rate of 3% this year 

and next, also surviving the coming 

recession in the US.

Growth in gross domestic product in 

Australia is tipped to reach 3.20% this 

year alone.

Australia is now ranked the third 

safest country in which to do business, 

with the highest ratings allocated to 

nations that display the lowest degree of 

uncertainty in relation to expected returns.  

By comparison, global turbulence and the 

US sub-prime lending crisis hit the UK 

and US, removing them from the top ten.

“Whilst the knock-on effect from 

the sub-prime issues is far from over, 

Australia remains in good shape,” 	

says Drake.

Contributing to Australia’s overall 

economic strength and growth are:

•	 Strong economic credentials; 

Australia is in its 18th consecutive year 

of growth;

•	 Population growth, which is at record 

highs through increased migration and 

increased birth rate;

•	 Unemployment rates that are at a 

record 34-year low;

•	 China’s insatiable demand for 

resources; unabating and sustainable 

well into the future;

•	 Democratic and political stability;

•	 A highly skilled and multilingual 

workforce;

•	 Sophisticated infrastructure and 

excellent quality of life;

•	 Growth in superannuation investment; 

•	 Open and efficient regulatory 

environment; and

•	 Increasing migration numbers – 2008 

records the highest level ever at 188,000.

Despite global economic volatility, 

the Australian property market offers 

diversity in loan opportunities. To find 

out how you can take advantage of this 

growth and the opportunities available, 

please contact your local Financial 

Partners adviser.

•	 Commercial assets in Australia 

owned for investment total over 

A$500bn.

•	 Aggregate value of retail assets in 

Australia total over $350bn.

•	 Over half the retail assets sold in 

Australia in 2007 were purchased 

by overseas investors.

•	 2007 Australia private sector 

construction spending totalled 

$110bn.

•	 During the 2008 March quarter, 

construction spending of $30bn 

represented a 3.30% year-on-year 

increase.

•	 On average, approximately $35bn a 

month is transacted in commercial/

construction finance in Australia.

•	 Total lending in Australia to 

homeowners totals $455bn.

•	 Total lending in Australia to 

residential investors totals $222bn.

Some interesting statistics on the Australian property market

Important Disclaimer for your reference appears on the contents page
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G enerally speaking, people find the 

topic of taxation extremely boring 

except when they find out that they 

are getting a refund. The sad news is that 

getting a tax refund means that you overpaid 

in the first place. Practitioners like to advise 

clients that they are getting a refund of an 

overpayment of tax because it leads clients 

to a feeling known as “intaxication”.

For US citizens and resident aliens 

who live outside of the United States, 

taxation can be fairly complex. In my 

experience of 10 plus years living and 

working outside the United States the 

complexity often leads many individuals 

to avoid preparing and filing an income 

tax return.  

While the complexity of international 

living and working does overwhelm 

Home run

By Kenneth Guilfoyle

For a smooth repatriation, US expats must 
play their away game by the tax rules laid 
down by Uncle Sam 

many, the lure of the opportunity to avoid 

US taxation is very strong. On my travels 

I have met many interesting people who 

have offered me the opportunity to avoid 

US taxation with such brilliant arguments 

as, “How are they going to know?” 

Pub room tax advice, as I like to call 

it, is everywhere when you are working 

outside the United States and it often 

amazes me how many people fall victim 

to this advice by getting involved in 

schemes that are not only tax painful to 

Americans but turn out to be simply just 

bad investments in general.

Helping expatriate Americans avoid 

pub room tax advice has become a fulltime 

job for me. So to set the record straight, 

US citizens and resident aliens or green 

card holders are taxed on worldwide 

income. This means ALL income 

regardless of source. Now this is not to say 

that you can’t avoid US taxation in some 

cases but, in order to avoid IT, a taxpayer 

has to file a tax return and claim allowed 

avoidance opportunities.  

The first opportunity to avoid US 

taxation for Americans who live outside 

the United States is the foreign earned 

income and housing exclusion. To claim 

the foreign earned income exclusion a 

taxpayer must have changed their tax 

home and resided outside of the United 

States for either one full calendar year 

or 330 days in any 12-month period. 

Currently, the foreign earned income 

exclusions allow the taxpayers gross 

income to be reduced by $85,700. In 

addition, housing rent, furniture rental, 



Kenneth Guilfoyle, CPA, is the owner of USA-
Taxes.com an income tax preparation service 
exclusively for US expatriates.  

Fo
c

u
s

15

US expats

M
o

n
ey

M
a
t

t
er

s 
| S

ep
/O

c
t
 2

0
0

8

utilities, and things like contents insurance 

can also be added in the exclusion as 

long as it is within IRS limitations.

The exclusions have to be claimed 

by filing a tax return. Many Americans 

mistakenly believe that, provided their 

earned income is under the exclusion 

amounts, they are not required to file. 

Nothing could be further from the truth. 

Filing is how you claim the exclusion.

Many expatriate Americans who 

have not filed for some time have asked 

me what they should do to catch up. 

Typically, I would advise them to file for 

every year that they have not complied. 

The statute of limitations for not filing a 

return remains open until the return is 

filed. However, when you file, the statute 

of limitations is three years, meaning it is 

better to file since the IRS then has three 

years from the date of filing to assert an 

adjustment or ask a question.

The issues of non-compliance can 

sneak up on expatriate Americans. Many 

expatriates who have relied upon “how 

are they going to know” tax planning, or 

perhaps were just unaware of the rules, 

find difficulties upon repatriation. For 

example, repatriates typically want to buy 

homes and after residing outside the US 

for some time find that they don’t have 

much of a credit history back home. Filing 

your US tax returns can at least help you 

to prove your income when looking for a 

mortgage or other types of credit.

The cool thing about pub room 

tax advice is that it is so interesting. 

The uncool thing about pub room 

tax advice is it can be so tax painful. 

Many expatriate Americans fall victim 

to purchasing investments in US-

tax unfriendly schemes. Foreign life 

insurance policies and foreign mutual 

funds (foreign meaning non-US) are 

often very interesting to expatriate 

Americans, but keep in mind that if it 

appears too good to be true you can 

almost bet that it is. There are US-

tax implications for investing in these 

schemes and products, and there are 

penalties for non-reporting.

American expatriate entrepreneurs 

are among my favourite group of people 

to work with. Their enthusiasm and 

risk managing ability is very admirable. 

Nevertheless, many of these people 

have very little interest in tax compliance 

and, unfortunately, the US government 

probably wants to know about your 

business. Owning a foreign corporation, 

entity or association, typically has a US-

tax compliance issue. While there may 

not be an immediate tax implication there 

are, as you might expect, nasty penalties 

for non-compliance.

Today, as many who live outside the 

US know, security is an important topic. 

We all want to live in a secure 

environment and the US government is a 

big promoter of that security. US citizens 

who expatriate are often willing to make 

trade offs between the security of living 

at home and the opportunity to grow 

their personal wealth for taking risks. 

Lets face it, going abroad can be fun, 

exciting and worth the money. The object 

of this game is keeping the wealth you 

have earned, and if you keep more than 

$10,000 of that wealth outside the United 

States you are required to file forms with 

the Treasury Department to disclose 

your financial accounts. Of course, if you 

don’t comply the penalties are nasty – as 

much as $500,000 and imprisonment of 

up to five years.

Hopefully by now the ills of pub room 

tax advice and “how are they going to 

know” planning are both apparent and 

persuasive. When you are abroad, for 

whatever reason, you want to have fun, 

enjoy life and do things that you would 

not have done had you never left the 

United States. I earned a heck of a lot of 

money as an expatriate and keeping a 

good portion of it was a major goal. I am 

sure that many of you share those same 

goals. So have fun, earn money and 

enjoy the “intaxicating” feeling that you 

now know better. 

The cool thing about pub room tax 
advice is that it is so interesting. 
The uncool thing about pub room 
tax advice is it can be so tax painful

Important Disclaimer for your reference appears on the contents page
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B ack to the “doctor’s chair” 

this issue for a session with 

organisational psychologist and 

behavioural finance expert Jenny Bovard. 

Bovard’s work is part of a leading trend 

in the financial services industry that 

has bloomed since Amos Tversky and 

Daniel Kahneman’s work on behavioural 

investing. Distilling a Noble Prize into a 

couple of sentences isn’t an easy task, but 

I will try my best.

Selective Memory – 
Peace of mind investing
By Sean Kelleher

To Tversky and Kahneman, investor 

decision-making isn’t as rational as you’d 

think. Generally, investors react more 

strongly to an investment loss than they do 

to an investment gain. While experienced 

investors may well display a balanced 

understanding of risk and reward, their 

emotional reaction to the associated returns 

and losses are not all that balanced.

If investment advisers could work 

out the “personality type” of any new 

investor, according to Bovard “they 

should be able to manage their investor’s 

expectations”, which is ideal for building 

an adviser/investor relationship.

According to Bovard, investors 

display a number of behavioural and 

motivational biases, including disposition 

bias, herding theory and cognitive 

dissonance. “There are at least a dozen 

generic areas of bias,” says Bovard. 

Pushed to highlight the most common, 
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behaviour. In the study, participants 

began to lie to themselves about how 

interesting the tasks were in order to 

justify the income and the lies they 

told the other subjects. There was no 

other way researchers could justify the 

“satisfaction” expressed in completing 

the dull work. 

According to Bovard, “selective 

memory” or cognitive dissonance is most 

likely to occur when our actions have been 

Bovard asks: “How many times are 

you aware that you have explained an 

investment well, but when it comes to 

an apparent performance failure the 

investor’s memory appears selective?” 

Bovard explains this common 

reaction through cognitive dissonance 

theory. Imagine you are in a 

psychological experiment and are asked 

to do a mind-numbing repetitive task. 

You do your half-hour stint then the 

researcher debriefs you and asks you to 

lie to the next subject by stating that you 

find the work interesting and fun. Such 

an exercise was conducted with subjects 

being paid to lie. At the end of the study 

researchers asked subjects to rate their 

true satisfaction and discovered the 

people who were paid to lie actually 

rated the task interesting.

Cognitive dissonance occurs when 

people’s thoughts do not match their 

Important Disclaimer for your reference appears on the contents page
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Sean Kelleher is Chairman and CEO of The 
Financial Partners Group. For more information 
on investment strategy, please contact your 
local adviser.

freely chosen and when we are committed 

to the behaviour. 

“The healthy human animal is 

genetically hard wired to maintain his self 

esteem,” she says. “Any suggestion that 

might contradict our view of ourselves 

as clever or nice can create this mental 

confusion, or dissonance. No one likes 

or feels comfortable with cognitive 

dissonance – it is a very uncomfortable 

state. So people will go to great lengths 

to avoid it, deny it or minimize information 

that conflicts with their positive self-

image. Sometimes, as in the case of this 

experiment, they may rethink everything 

and change their beliefs.” 

In short then, we will tweak the truth in 

order to satisfy our self-image. But how does 

this connect with investment decisions? 

According to Bovard, we like to believe 

that we have done the right thing or made 

the right decision. “For example, research 

suggests that horse track gamblers who had 

just made their bet, placed better odds on 

their chosen horses to win than gamblers 

who were waiting to bet. Why? Because 

after betting they change their beliefs in order 

to be consistent with their decisions.” 

The affect of cognitive dissonance 

on investment means that investors can 

fail to make important decisions as they 

may find the options and situation too 

uncomfortable to think about. We all strive 

for cognitive consistency (a kind of peace 

of mind) as dissonance makes us tense 

and irritable, like being at war with our 

inner selves.

One example Bovard alludes to 

is failing to invest for our old age. For 

some, retirement and the thought of 

getting old and not working may be too 

unpleasant to think about. Not everyone 

likes to imagine the loss of youth and 

of the ability to work. Secondly, if an 

investor filters unwanted or negative 

information that could create dissonance 

and make him uncomfortable, he may fail 

to make necessary adjustments to his 

portfolio, his mortgage, and so on. 

Our memories are guided by emotion 

as well as facts. Research on mood 

dependent memory shows that when we 

are in a positive mood we rely more on 

stereotypes and mental short cuts than 

when in a negative mood. Our emotions 

can also influence memory, so that we 

can avoid the painful but seek out the 

pleasurable. It was Aristotle in 300 BC 

who claimed that human beings are hard 

wired to minimize pain and maximize 

pleasure. Thus investors may try to 

reduce emotional pain (dissonance) by 

altering their beliefs about decisions they 

made in the past. One may buy into a 

fund, and as time moves on it is possible 

that we filter out the negative information 

coming through on this fund, and instead 

focus on the positive. This, in turn, can 

affect the memory so that we may only 

remember the good, rather than the bad. 

According to Bovard, research 

supports such phenomena: “In one 

experiment a share, which we will call X, 

performed worse than another, share Y, 

but they behaved very differently. X did 

worse than Y over the year. However, X 

dropped very slowly, while Y performed 

fine but with a deadly drop at the end. 

This deadly drop caused emotional 

pain to its investors who perceived it as 

the poorer investment – an inaccurate 

judgment. Memory therefore can let 

us down in failing to recall the past 

accurately, and, as noted above, a similar 

thing can happen with pleasurable 

memories too.”

In this way the patterns of a fund can 

influence how investors buy in the future, 

based on the tendency to base our beliefs 

Generally, investors react more strongly 
to an investment loss than they do to 
an investment gain. While experienced 
investors may well display a balanced 
understanding of risk and reward, their 
emotional reaction to the associated 
returns and losses are not all that balanced

on past decisions (and the need to believe 

they were correct ones). Other studies, 

one involving an American association 

of investors, showed that investors 

consistently over-estimated the past 

return on funds that they had bought.

Cognitive consistency (a kind 

of peace of mind) can therefore be 

dangerous, since, when confronted 

with contradictory information, the 

brain’s defence mechanisms can filter 

out unwanted information and alter its 

memory of such decisions. 

Does this mean we are all lying to 

ourselves in respect of our investment 

decision-making, I asked Bovard? 

“No, dissonance does not influence all 

investing – some people may simply 

declare they have made a less than 

average investment and deal with it,” she 

says. “However, the research suggests 

that it has a real presence in behavioural 

finance, but it is up to the investment 

adviser to walk their clients through 

these kinds of errors, for example, by 

highlighting the real value of their funds 

and the true history of their performance.”

What can you do as an investor? 

Keep careful track of your returns over 

time and be aware of the pitfalls of 

selective memory!

www.financial-partners.biz
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C hina’s economy continues 

to expand, driven mainly 

by a boom in infrastructure 

and construction. In Q1 of 2008, GDP 

expanded by 10.6% year-on-year, almost 

at the same speed as the previous 

quarter (11%) despite the devastating 

earthquake in the Sichuan province. 

Chinese exports, too, are still enjoying 

healthy growth in spite of the slowdown 

in the US. In fact, the weak US dollar 

may even prove a boon as sales to the 

US slipped to just under 18% of exports 

from a third in 2000, while the EU has 

become the second largest export market 

for China (21%) after Asia since last year. 

Without calling this a “de-coupling”, 

it shows that China is no longer as 

dependent on the US as it used to be. 

The only slight blemish is a dip in China’s 

trade surplus, which rose to a record high in 

2007, but narrowed in May for the first time 

in five months. Even so, the balance of trade 

still very much favours China.

Overheating
This strong growth is not without problems. 

Inflation has quickened to an 11-year high 

of 8.1% in the first five months of this year, 

compared with 4.8% for all of 2007, on the 

back of rising food prices (+22%) and a 

surge in foreign exchange reserves. 

Reserves rose from US$1.68tn in 

March to $1.8tn in May, flooding the 

economy with cash and triggering a 

buying spree as speculators poured so-

called “hot money” into the economy in a 

bid to cash in on the strengthening yuan. 

The excellent performance of China’s 

export sector has further added to the 

huge trade surplus and a record inflow of 

foreign direct investments (FDI).

Healthy correction
All this new capital has also created bubbles 

in the stock and real estate markets. China’s 

stock markets have corrected sharply, with 

the Shanghai Composite Index falling more 

than 40% since it peaked in October 2007, 

though this crash has had little impact on the 

real economy. 

The vagaries of domestic listing rules, 

in which only 30% of capital stock of 

listed companies is traded on the stock 

exchange with the remainder being held 

by the government, had created high 

demand and low supply (see figure 1). That 

in turn led to some exciting valuations, 

with stocks trading at more than 50 times 

profits, and inevitable corrections.

China’s response
The Chinese Government has been 

responding to inflation fears by steadily 

strengthening the yuan against the USD. 

The currency, which was pegged at 8.28 to 

the USD until July 2005, has risen to a high 

of 6.86 to the USD on 26 June 2008. Some 

analysts believe the currency may rise to 

6.5 by the end of 2008 and register another 

Irrepressible 
China

By Ayako Lehmann

The recent sell off in stock markets is a healthy 
correction for China’s juggernaut economy and has 
separated real hedge funds with shorting capabilities 
from pure beta players

Important Disclaimer for your reference appears on the contents page



This can be seen in the Chinese income 

and retail spending, which continue to 

rise strongly. In 2007, retail sales in China 

topped yuan 8.9tn ($975bn)*, representing an 

increase of more than 17% from 2006. This 

increase also led to an 18% rise of yearly 

disposable income per capita among urban 

households to yuan 13,876 in 2007. In this 

sense, the current high volatility is a healthy 

correction for the Chinese market.
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Figure 1
Exchange rate and stock market in China
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Figure 2
Breakdown of Chinese hedge fund industry AUM by strategy

Multi-strategy | 12%

Event driven | 8%

Distressed debt | 6%

Arbitrage | 2%

Long/short equity | 60%
Macro | 3%

CTA | 3%

Relative value | 2%
Fixed income | 3%

Others | 1%

Source: Eurekahedge

20% increase by the end of 2012 as China 

seeks to curb import costs. 

To reduce lending activity, the Chinese 

central bank has ordered banks to increase 

the size of their capital reserves five times 

this year and raised its base interest rate 

six times last year to 7.47%.

Hedge funds in China
That raises a conundrum for investors. 

While economic growth continues apace, 

China’s relatively volatile stock markets 

remain handsomely priced and are still 

closed to most foreign investors. Nor 

does the Chinese government have much 

incentive to issue bonds. 

Hedge funds are an option and there 

are several different hedge fund strategies 

available nowadays in China. Nevertheless 

60% of all hedge funds investing in China 

are still equity long/short (see figure 2).

As the recent stock market correction 

made painfully evident, many of those 

equity long/short managers appear to 

have had little, if any, short exposure. 

There are several reasons for this, 

including: i) most of these managers have 

a long-only background and no shorting 

experience; ii) borrowing costs for 

shorting are fairly expensive; and iii) there 

are only limited shorting tools available in 

China such as a few index trackers. 

Furthermore, as Mainland China A-

shares cannot be shorted, hedge funds 

use Hong Kong H-shares to hedge their 

A-share exposures, but H-shares do not 

offer a proper hedge, as valuations in Hong 

Kong are much lower than in Mainland 

China. Chinese hedge funds thus tend to 

have roughly 80% invested in H-shares 

and only 7-8% in A-/B-shares.

While some $2bn in assets flowed into 

Chinese hedge funds in 2006 and 2007, 

the poor performance since the beginning 

of 2008 has persuaded many investors 

to take their money off the table. During 

January and February alone there was a 

net outflow of more than $1bn. 

As markets look set to remain bumpy 

throughout 2008, this will probably be the 

year in which the wheat is separated from 

the chaff, and it becomes clear which 

hedge fund managers have been solely 

participating in the bull market and which 

have been hedging their positions. 

The story goes on
Despite being one of the world’s biggest 

net exporters, the Chinese economy 

is still very much domestically driven. 

A US slowdown will therefore have 

only a minor impact on China. In fact, 

some analysts such as JPMorgan 

even argue that a significant external 

slowdown would reduce the need for 

more aggressive tightening of China’s 

macroeconomic policies, thus creating 

a healthier environment that would 

foster the needed shift toward more 

sustainable, domestically driven growth.

Ayako Lehmann is an analyst in Man Investments’ 
Research, Analysis & Strategy Group.

*Source: China National Bureau of Statistics, 
China Biweekly Economic Statistics, KPMG and 
TNS analysis.
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are closed it makes nonsense of the 

hours our clients and we have to spend 

chasing and providing documents to 

satisfy the anti-money laundering rules of 

jurisdictions that are trying to eliminate 

financial crime.

What drives people to gamble?
Even more interesting was watching how 

players were totally consumed in the 

games, which incidentally cover an area 

equivalent to two football fields and which 

run 24/7. Some played the games of 

chance with abandon, starting with huge 

piles of chips that evaporated in next to no 

time. Others played games like blackjack, 

which require a certain degree of 

judgement in addition to luck. All the odds 

are, of course, balanced in favour of the 

house but the punter has a fighting chance 

in theory. In roulette for example, if you 

place your chip on the right number you 

win 36 times your stake. So statistically if 

you place your chip on the same number 

(or any number as the winning number is 

random) you should win once in 36 spins 

of the wheel. But in fact it is only one in 

37 because there is an additional number 

zero that gives the house the edge. So 

the odds are 37 to 36. Still not bad really, 

except for one thing, human psychology. If 

luck is on the side of the punter and he has 

an early win he doesn’t immediately return 

to the cashier to turn his chips into cash. 

He tends to keep on playing until he loses. 

I don’t know the actual statistics, but I 

would guess that for every 10 people who 

buy chips from the cashier less than one 

returns to convert chips into cash.

Is investing a gamble?
Which brings me to the point of the tale. 

I often hear people saying that buying 

shares or funds that invest in the stock 

markets is a gamble. Some even equate 

stock exchanges to casinos. No doubt 

in China when the stock market was 

booming this was as close as many could 

get to the excitement of the gambling 

tables. Many westerners who gave up 

their day jobs during the technology 

boom of the late 90s were also looking 

for quick winnings by day trading over 

the Internet. The problem is that the stock 

markets can go through long periods 

when prices fall almost daily. Speculators, 

who thrive in a bull market, unless they 

are very shrewd and know when to stop, 

invariably see their gains turn to losses 

in the ensuing bear market. When they 

have incurred heavy losses they leave the 

game instead of investing when markets 

are way down.

What are the “odds” for stock 
market investors?
Surprisingly, they are heavily weighted 

in favour of investors since, over the 

years, the stock markets have risen 

steeply and have proved one of the best 

means of building wealth over the long 

term. Yet many people have lost money, 

www.financial-partners.biz

ARE YOU A 
GAMBLER OR 
AN INVESTOR? 
By Colin Bloodworth

E very year we hold a company 

convention, which brings together 

management and top advisers with 

many of the financial institutions we work 

with. The venue this year was Macau, 

specifically the Venetian Macau Resort, 

a huge hotel/casino complex modelled 

on a similar resort in Las Vegas. The 

focus was of course on business but the 

hotel also afforded an opportunity to see 

how some people make, or lose, huge 

amounts of money. 

Whatever happened to anti-money 
laundering rules?
In the financial services industry we 

now work in an environment of strict 

compliance where clients and their 

source of funds have to be clearly 

identified. In a case in Bali, for example, 

I once had to decline an application 

from an expatriate because he could 

not produce audited accounts for his 

business. No such qualms in the casino. 

I didn’t notice anyone being asked for 

copies of their passports or utility bills 

to prove where they lived! Neither were 

people asked to show how they came 

by the money they were planning to 

“invest”. Indeed, until all the chinks in the 

armour of the world’s financial system 
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perhaps more than have actually gained. 

An example is a statistic I read some 

years ago about a giant Fidelity fund. 

During a strong bull market the fund 

gained 80% over a five-year period, yet 

the majority of those who invested in 

it during that period lost money! How 

could this be? The answer lies in timing. 

The markets do not go up in a straight 

line. They have corrections and setbacks 

and sometimes-prolonged periods in the 

doldrums. Human nature drives people 

to follow a success story and buy when 

prices are high; when prices fall they 

often panic and follow the herd out of 

the market. So the reason for the losses 

is the tendency to buy high and sell low 

instead of vice versa and hang in for the 

long term.

Regular savings plans are meant to 

be contracts for the long term yet many 

investors abandon them when valuations 

fall. It is these very times when people 

should be continuing to fund them. 

Instead they end up with losses often 

compounded with penalties and charges. 

History’s most successful stock 

market investor is Warren Buffet, now one 

of the richest men in the world. He has 

never shown interest in short-term gains; 

his strategy has always been to look for 

good value stocks and hold on to them 

for the long term. This is the mark of a 

true investor.

So are you a gambler or an investor? 

If you are trying to make a quick profit or 

if you are putting all eggs in one basket 

in the hope of making huge returns you 

are probably a gambler. You may end up 

a big winner, but there is also an odds-on 

chance you will end up impoverished. 

If on the other hand you are building up 

your wealth by accumulating a wide range 

of assets gradually over a long period of 

time you are most certainly a true investor. 

And you should end up as a winner.

Oh yes, and how did we get on at the 

roulette table? We played so badly and 

with such low stakes that all the Chinese 

around the table got up and left, clearly 

deciding we were bringing them bad 

luck. And I am left with no choice but to 

continue with my day job.   

Colin Bloodworth is a financial adviser at 
Financial Partners and can be contacted at 
colin.bloodworth@financial-partners.biz

Important Disclaimer for your reference appears on the contents page
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T he US is well known for having 

one of the farthest-reaching and 

comprehensive tax systems in 

the world. Unlike their British, Australian 

and other counterparties, American 

citizens living abroad must report and 

pay taxes, including estate taxes, on 

their worldwide income and assets, 

regardless of where they reside or where 

that income is sourced. With a top 

marginal income tax rate of 35% and an 

estate tax rate of 45%, the resulting tax 

burden is not insignificant.

While there are many strategies 

and structures that advisers and their 

US citizen clients can use to mitigate 

taxes, some individuals opt for the 

most drastic solution, relinquishing their 

US passport. While this is sometimes 

motivated by political or personal 

reasons, most often it is to escape 

the far-reaching arms of the IRS. The 

process has never been easy. The IRS 

caught onto this strategy many years 

ago and instituted a period during 

which individuals are required to file 

and pay taxes after they have given up 

their passport. A law passed in 1996 

established required filing for five years 

after expatriation and in 2004 that 

Expatriating? 
New things to 
consider for US 
expats

period was extended to 10 years in 

most cases for high earning individuals.

Most recently, the House and Senate 

have passed the Heroes Earnings 

Assistance and Relief Tax Act of 2008, 

which President Bush has promised 

he will sign into law. The government 

estimates this Act will generate another 

US$400m plus in extra tax revenue 

to cover the costs of other provisions 

outlined in the Act for tax breaks to 

the military, including allowing the 

government to finance mortgages for 

veterans and provide an economic 

stimulus package to members of the 

US armed forces. The Act will also give 

tax breaks to corporations that provide 

differential pay to members of the 

Reserves who are called for active duty.

Under this Act, wealthy US citizens 

who renounce citizenship would be taxed 

as if they had sold all of their assets at 

fair market value the day prior to giving 

up his or her passport, effectively creating 

an immediate liability for tax on all of the 

assets those individuals own, including 

stocks, bonds, cash, real estate and 

business interests. In addition, if a former 

citizen tried to leave an inheritance or 

gift to a US citizen, those assets would 
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be taxed at the highest federal estate tax 

rate, currently 45%. The law is designed 

to not only tax heavily those relinquishing 

citizenship to remove themselves from 

the US tax regime, but also ensure that 

tax is not avoided on assets then brought 

back into the US system through gifts to 

children or other family members. In some 

cases, this law could also affect green card 

holders if they had worked in the US for 

eight of the previous 15 years.     

The implications of changing your 

citizenship, regardless of your present 

nationality, are far reaching, thus it is 

not a decision to be taken lightly. It is a 

very personal decision and something 

that should not be considered as a 

simple strategy for tax mitigation. Each 

family member must make the election 

individually, as one person renouncing 

citizenship does not include a spouse or 

children. Anyone considering this option 

for any reason should seek qualified 

advice from tax, legal and financial 

advisers to make sure any transition is 

smooth and successful.

Jessica Cutrera is a wealth manager and 
dedicated US specialist. For more information, 
contact your local adviser.
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A sublimely 
celestial wine

T he picture perfect wine village 

of Barbaresco lies perched 

above the rolling hills of Langhe 

overlooking the river Tanaro in one of 

Europe’s oldest and most beautiful wine 

growing regions, Piemonte. Located 

in the North Western pocket of Italy, 

Piemonte, translated as “foot of the 

mountain”, is flanked by the Appenines 

and The Alps. Its ancient soils are rich 

in essential oils, growing hazelnuts of 

exceptional quality as well as the highly 

prized and even higher-priced white 

truffles. While gastronomic excellence 

is certainly at its heart, Barbaresco is 

also home to the distinguished Nebbiolo 

grape, earning its name from the word 

Nebbia, meaning “fog”, which in the 

early hours of the morning drapes over 

the vines like a bride’s veil, creating an 

exquisite micro-climate for this seductive 

and sensitive grape. 

Barbaresco’s wine growing zone 

includes the adjacent communes of Neive 

Roagna:



compromise on quality. They are the 

winemaking heroes of our day. With their 

non-interventionist approach to viticulture 

and vinification, they stand alone in stark 

contrast to the millions of winemakers 

who possess an oenological bag of 

tricks and a determination to flatter the 

palates of wine critics offering 90+ scores 

for blockbuster wines dripping with 

expensive new oak and heavily extracted 

colour and flavour. These overworked 

score whores resemble the nectar of the 

vine but do not bare the markings of their 

origin or grape variety, two traits that are 

the hallmarks of any great wine. 

As very few wines are exempt 

from the 100 point scoring system, it 

has already been applied to the wines 

of Roagna, where they have regularly 

attained ratings in excess of 90 points. 

This system of assessment is convenient 

for many consumers, however, its greatest 

failing is that any number, however 

high, does not encapsulate the ethereal 

experience of tasting a wine that has 

been gifted to us by mother nature and, 

with the utmost care and respect for its 

origins, lovingly placed in a bottle bearing 

the name Roagna. Salute.

Simone Baldwin is the principal at Must Wine 
Consultancy, which specializes in wine event 
management and wine training to the hospitality 
trade in Indonesia. The family home and vineyard 
is located in the Yarra Valley, Australia. Her 
current studies with the Institute of Masters of 
Wine hope to see her in the future joining an elite 
number of recognized world wine experts. 
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and Treiso. The famous nearby zone 

of Barolo contains many outstanding 

vineyards growing Nebbiolo, which are 

scattered around the area; however, it is 

Barbaresco that is home to the greatest 

concentration of the finest Nebbiolo 

vineyards in the region. 

The magic of Nebbiolo and the 

Barbaresco and Barolo wines that it 

produces, surely lie in their ability to 

capture a combination of strength and 

balance. These remarkable vines are 

rooted in fine chalky clay left over from 

the middle Miocene Period, known to 

produce wines of richness and delicacy. 

In their youth, these wines are high in 

tannin, alcohol and acid; as they mellow 

with bottle age, however, the mature 

wine will begin to unveil its remarkable 

beauty typified by an intoxicating, 

flowery perfume and a palate marked by 

complexity and fullness. 

Of the 700 inhabitants who reside in 

the tiny town of Barbaresco, all are in some 

way or another involved in agriculture, and 

those lucky enough to own vineyards in 

this district have been toiling the land and 

making wine for centuries, passing down 

the knowledge of their soils and vines from 

generation to generation. 

The Roagna’s are one such family. 

Their 150-year-old winery and the wines, 

which bear the same name, are the 

epitome of traditional style winemaking, 

producing wines of extraordinary depth 

and ageing potential. Roagna’s most 

prized wine is the Barbaresco Crichet 

Paje DoCG, which has become a cult 

wine for the most serious of collectors 

and Nebbiolophiles. 

Currently at the winery’s helm is 

Luca Roagna, the fourth generation 

winemaker who explains that Roagna’s 

success is attributed to two key areas, the 

first of which is their non-interventionist 

approach to grape growing and 

winemaking, allowing for a maximum 

expression of the soil. The virtue of 

patience is the second most important 

aspect of quality as the wines are vinified 

by undergoing a 60-day maceration 

period, followed by up to a decade of 

ageing in large oak casks and further 

maturation in bottle before their eventual 

release. With this passage of time, the 

wine has surrendered some of its mighty 

tannin but none of its glorious character. 

Like those of its world famous 

neighbour Angelo Gaja, whose wines 

are highly sought after despite their 

stratospheric prices, the wines of 

Roagna are produced in such tiny 

quantities that the wine lovers who 

sip on these rarefied creatures must 

consider themselves very fortunate.

Roagna represents the precious few 

remaining wine growers who worship 

the land and the vine with an unflinching 

Roagna represents the precious few 
remaining wine growers who worship 
the land and the vine with an unflinching 
compromise on quality
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