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Changesto negativegearing propertytax rules are

set to lead to the resurgence Of a strategy that is Negative gearing into shares may benefit from tighter property investment
rules. Simon Letch

already proving popular among some investors.
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Investment property tax changes in the federal budget are

expected to see the resurgence of a strategy that had already

been gaining popularity among some investors - negative

gearing into equity markets.

While negative gearing of residential investment properties
has now been restricted to property investors already using
the strategy or those investing in new builds, Labor didn't
limit the ability to negatively gear shares and exchange-
traded

funds.
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“You still can borrow to invest in shares and get the tax
deduction benefits of the debt, so we may see a pull
towards investing in shares,” says Evans and Partners
senior strategy

adviser Ishara Rupasinghe.

An asset is negatively geared if the ongoing costs associated

with owning it (including loan interest) are higher than the
income it generates, allowing an investor to offset the losses

directly against their salary.

It's a particularly potent strategy for high-income earners

because it reduces their already-substantial taxable income.

Benefits flowing to the top 10 per cent of taxpayers accounted
for nearly half of the estimated $7.4 billion in total lost

revenue from negative gearing in 2025-26.

While touted as a key strategy for property - Treasury's most
recent tax expenditure statement estimated that about half of
all property investors were negatively geared in 2022-23 -
negative gearing also applies to shares and ETFs, albeit a little

differently (more on this later).

Another popular strategy used in combination with negative
gearing is debt recycling. This involves borrowing against
non-tax-deductible debt (such as a principal place of
residence home loan) to buy investment assets like equities,
converting a portion of a standard mortgage interest into tax-
deductible interest.

“It's a cleaner, more efficient way to
build wealth under these new rules.”

— Ashley Tilston, Spectrum Wealth Partners founder

It helps that the family home also remained untouched by this
budget, retaining its capital gains tax-free status. This could
lead to investors getting creative to build up wealth by
investing against their own home in markets.

“Debt recycling into shares is now the superior play,” says
Ashley Tilston, the founder of Spectrum Wealth Partners.
“The core tax arbitrage of recycling equity into
established property - where a $15,000 loss could put
$7050 back in a

taxpayer's pocket - is gone.
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“But redrawing equity to buy a diversified ASX 200 ETF allows
the interest to remain fully deductible against your salary or
business income. It's a cleaner, more efficient way to build
wealth under these new rules.”

How does negative gearing in
shares or ETFs work?

Imagine a taxpayer on the top marginal rate - 47 per cent
including the Medicare levy - who borrows $300,000 at 6 per
cent to buy a portfolio of ASX shares and ETFs. Over 12
months, they pay $18,000 in interest to hold the loan and
receive annual dividend income of $12,000.

Because the interest costs are higher than the income
generated, the investment is negatively geared at a net income
loss of $6000. Unlike established properties under the new

budget rules, this can be used to reduce the tax on their salary.

This produces a tax refund of $2820, meaning the investor's true
out-of-pocket cost to hold the portfolio is $3180 - the $6000 loss
minus the refund.

How a $300,000 share portfolio can be negatively geared

Buys $300,000
in ETFs |
iz a
$12,000 dividends Netkveiie G =t loan interest

IR T,y refund @ 47%=$2820 Y |

True holding cost:
SEINHIE 2620 = 33 00

v
Porfolio grows by 3% =
$9000 capital gain
v
Wealth multiplier: $9000 growth** - $3180 holding cost = $5820 gross wealth rise

"Unfranked ** Pre-tax treatment on capital gain SOURCE: FINANCIAL REVIEW

If the underlying share portfolio grows in value by 3 per cent
over the year, the portfolio is now worth $309,000 - an

unrealised capital gain of $9000.

When you subtract the out-of-pocket holding cost, our investor
has successfully increased their net wealth by $5820 on paper.
Note that this is before the shares or ETFs are sold, at which

point CGT will be applied.




Shares and ETFs, like all other assets, have been captured by the

budget's changes to CGT and as The Australian Financial Review

revealed, there is a wrinkle in how capital losses will be taxed

under the new regime.

As a consequence, investors may be better off with ETFs -
which effectively net gains and losses internally - rather than
with a diversified portfolio of individual shares, which could
make a

mix of gains and losses compared to inflation.

But Rupasinghe says the uncertainty around the tax treatment
of capital losses doesn’t change the strategy of negatively

gearing shares to offset income.

The impact of franking credits

Add in franking credits and the option of negatively gearing

shares or ETFs becomes even more appealing, Rupasinghe says.

Let's assume the portfolio pays a 4 per cent dividend yield that is
70 per cent franked instead - which means that 70 per cent of
the dividend yield comes from corporate profits that have
already been taxed at the 30 per cent Australian company rate.
The dividend income of $12,000 that year would then carry
attached franking credits of about $3600.

Evans and Partners senior strategy adviser Ishara Rupasinghe says the mindset shift is

significant for high-income earners weighing up shares against negatively geared property.
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In other words, if an investor chooses high-yielding equities and
enjoys a significant income from them, the portfolio can cross
the line into “positive gearing” - meaning the dividend income
completely covers the borrowing and running costs of the

p ortfolio.

While a positively geared portfolio lacks an immediate tax
deduction, it represents the ultimate goal of investing: making a
genuine profit. Under a progressive tax system, paying tax on
investment income means your wealth is actively growing.

Still, a diversified portfolio includes growth shares, too, which
don't provide the same level of income and would theoretically
be easier to negatively gear. But with growth shares faring less
well under the changes to CGT, investors need to weigh up their
options.

“You can obviously get shares which focus on higher amounts of
growth and lower amounts of income, so those would have a
greater level of negative gearing,” Williams says. “The way |
educate people is, if anyone goes into a strategy being led by tax,

you're not going to get a good outcome.”

“So | think, ultimately, we want shares that are going to return
you income and capital growth over the longer term, and the tax

benefit of it is secondary.”

Aside from using equity in the family home to invest, investors
also have the option of taking out a margin loan, which allows
them to borrow money from a brokerage or lender to invest in

shares.

Say you invested $100,000 of your own money in a share
portfolio that grew 6 per cent (or $6000) in value in its first year.
With an investment loan, you could boost this to $400,000. At 6

per cent, this would give you a greater return of $24,000.

More on federal budget 2026

. Greens demand that government toughen budget measures

. ‘Massive disincentive’: High earners face 20-year tax high
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¢ ‘I'mselling”: Investors face 50pc more tax than Treasury says

But while these loans allow you to be leveraged in markets,

allowing for magnified gains, Williams says the loans can also

magnify losses if you aren't sufficiently diversified.

If the value of the asset falls below a previously agreed loan-to-
value ratio with your lender, they might then ask for money to
bring it back into range - otherwise known as a margin call.

“You're still borrowing to invest in an asset, and so that asset can
go down in value,” Williams says. “Shares can be extremely
volatile, depending on what share you purchase. If you buy an
extremely risky share, well, that share could go to zero. So you're
effectively, therefore, left with the debt and nothing to show for
it.”

“You may have to sell shares to pay down your debt,” he adds.
“Potentially, you're selling at a really bad time. Your shares are
worth a lot less, you've got to sell a lot more shares and you'll just
never recover your value.”

According to Williams, investors need to also consider if they
can afford the interest on their loan even if they didn't receive

any dividends from their portfolio.
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	The return of a wealth-building darling untouched by the budget
	Changesto negativegearing propertytax rules are set to lead to the resurgence of a strategy that is already proving popular among some investors.
	Jessica Penny  Wealth reporter
	Investment property tax changes in the federal budget are expected to see the resurgence of a strategy that had already been gaining popularity among some investors – negative gearing into equity markets.
	While negative gearing of residential investment properties has now been restricted to property investors already using the strategy or those investing in new builds, Labor didn’t limit the ability to negatively gear shares and exchange-traded funds.

	“You still can borrow to invest in shares and get the tax deduction beneﬁts of the debt, so we may see a pull towards investing in shares,” says Evans and Partners senior strategy adviser Ishara Rupasinghe.
	An asset is negatively geared if the ongoing costs associated with owning it (including loan interest) are higher than the income it generates, allowing an investor to offset the losses directly against their salary.
	It’s a particularly potent strategy for high-income earners because it reduces their already-substantial taxable income. Beneﬁts ﬂowing to the top 10 per cent of taxpayers accounted for nearly half of the estimated $7.4 billion in total lost revenue from negative gearing in 2025-26.
	While touted as a key strategy for property – Treasury’s most recent tax expenditure statement estimated that about half of all property investors were negatively geared in 2022-23 – negative gearing also applies to shares and ETFs, albeit a little differently (more on this later).
	Another popular strategy used in combination with negative gearing is debt recycling. This involves borrowing against non-tax-deductible debt (such as a principal place of residence home loan) to buy investment assets like equities, converting a portion of a standard mortgage interest into tax- deductible interest.

	“It’s a cleaner, more efﬁcient way to build wealth under these new rules.”
	It helps that the family home also remained untouched by this budget, retaining its capital gains tax-free status. This could lead to investors getting creative to build up wealth by investing against their own home in markets.
	“Debt recycling into shares is now the superior play,” says Ashley Tilston, the founder of Spectrum Wealth Partners. “The core tax arbitrage of recycling equity into established property – where a $15,000 loss could put $7050 back in a taxpayer’s pocket – is gone.

	How does negative gearing in shares or ETFs work?
	Shares and ETFs, like all other assets, have been captured by the budget’s changes to CGT and as The Australian Financial Review revealed, there is a wrinkle in how capital losses will be taxed under the new regime.
	As a consequence, investors may be better off with ETFs – which effectively net gains and losses internally – rather than with a diversiﬁed portfolio of individual shares, which could make a mix of gains and losses compared to inﬂation.
	But Rupasinghe says the uncertainty around the tax treatment of capital losses doesn’t change the strategy of negatively gearing shares to offset income.

	The impact of franking credits
	Add in franking credits and the option of negatively gearing shares or ETFs becomes even more appealing, Rupasinghe says.
	Let’s assume the portfolio pays a 4 per cent dividend yield that is 70 per cent franked instead – which means that 70 per cent of the dividend yield comes from corporate proﬁts that have already been taxed at the 30 per cent Australian company rate. The dividend income of $12,000 that year would then carry attached franking credits of about $3600.
	In other words, if an investor chooses high-yielding equities and enjoys a signiﬁcant income from them, the portfolio can cross the line into “positive gearing” – meaning the dividend income completely covers the borrowing and running costs of the p ortfolio.
	While a positively geared portfolio lacks an immediate tax deduction, it represents the ultimate goal of investing: making a genuine proﬁt. Under a progressive tax system, paying tax on investment income means your wealth is actively growing.
	Still, a diversiﬁed portfolio includes growth shares, too, which don’t provide the same level of income and would theoretically be easier to negatively gear. But with growth shares faring less well under the changes to CGT, investors need to weigh up their options.
	“You can obviously get shares which focus on higher amounts of growth and lower amounts of income, so those would have a greater level of negative gearing,” Williams says. “The way I educate people is, if anyone goes into a strategy being led by tax, you’re not going to get a good outcome.”
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