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GREETINGS FROM 
YOUR FINANCIAL 
ADVICE TEAM
There are large challenges, associated 
with two transitions that are currently 
confronting policy makers across 
the world, especially the emerging 
economies: the impact of the looming 
monetary tightening cycle in the United 
States, and the repercussions of low 
commodity prices.

The first U.S. monetary policy rate 
increase is expected to dampen capital 
flows to developing countries modestly 
and gradually.  However, this will likely 
cause an increase in global borrowing 
cost, which will be accompanied by 
greater investor discrimination between 
countries based on their individual 
vulnerabilities and structural strengths. 

The rapid appreciation of the U.S 
Dollar can partly be attributed to the 
widely expected tightening of monetary 
conditions in the United States, along 
with monetary expansion by other 
major central banks. Globally many 
currencies have weakened against 
the U.S. dollar, particularly those of 
countries with weak growth prospects 
or elevated vulnerabilities.

Despite some pickup in the first quarter 
of 2015, lower oil prices are having an 
increasingly pronounced impact. The 
benefits from low oil prices to growth 
in oil importers have thus far been slow 
to materialize, but some oil importers 
have seen their vulnerabilities decline 
due to slowing inflation and narrowing 
fiscal or current account deficits, 
boosting their growth potential. In 
oil-exporting countries, lower prices 
are sharply reducing activity and 
increasing fiscal, exchange rate, and/
or inflationary pressures. 

As we commence with the second half of 2015, we reflect on 
the past 6 months in which global uncertainty and volatility 
have remained the norm. Global growth has disappointed, 
especially, but not surprisingly in oil exporters and forecasts 
continue to be revised downwards.

According to the World Bank, the 
global economy is expected to grow 
2.8 percent in 2015, slightly less than 
forecast in January, before strengthening 
moderately to 3.2 percent in 2016–17. 
Developing country growth, buffeted 
by falling commodity prices, the 
stronger dollar, and tightening financial 
conditions, has been revised downward 
to 4.4 percent in 2015 but is expected 
to pick up momentum and reach 5.3 
percent in 2016–17. 

Risks remain tilted to the downside, 
with some pre-existing risks receding 
but new ones emerging. In particular, 
tighter global financial conditions could 
combine with deteriorating growth 
prospects, especially in commodity-
exporting countries, to raise the 
possibility of greater financial stress. 
The strengthening dollar could also slow 
the U.S. economy more than expected 
earlier, leading to some global strain. 

“Changes, which in the long-run steady-
state, may be good for the global 
economy, can cause strain and even a 
slowdown in the short run brought about 
by the challenges of transition.” (The 
World Bank). 

Over the past 3 years the investment 
community has debated whether the tide 
has turned on South African equities. This 
reflects in most funds managed for South 
African investors being underweight 
South African equities. Despite this fairly 
uniform negative view the market has in 
fact continued to perform well – with the 

result that fund managers, by and large, 
have left a substantial component of 
returns on the table.

The real support of returns on the 
JSE over the recent past has been 
exceptional earnings growth from 
industrial shares, in a tough operating 
environment (low GDP, weak currency 
etc). It looks increasingly unlikely that 
this will continue at its current high level 
in the short term – the SA economy is 
not showing sufficient signs of growth to 
justify another 3yrs+ of abnormal high 
returns. The fate of resources is to a 
large extent determined by the global 
economy, which is a precarious place 
to be until global growth ‘normalises’. 
Perhaps at this stage the current position 
of most SA managers with respect to 
equities is justified and correct for the 
first time in a while. It does seem that 
now is the time for active fund managers 
to earn their keep through the quality of 
their risk management measures.  It is 
also times like these that the use of asset 
allocation plays an important role.

In uncertain times, the use of a 
comprehensive plan and strategy for 
managing your financial affairs becomes 
vital. We as wealth managers aim to 
remove the emotion from decisions and 
remain focused on the long-term plan for 
our clients.
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The current modus operandi
1. The fraudster hacks into the clients correct email address.
2. A bank account is opened in the clients name.
3. The fraudster emails the client’s advisor asking for a 
withdrawal form, which they duly return signed with the ‘new’ 
bank details.

Our process
Independent Wealth Managers has implemented the following 
process for dealing with withdrawals:

1. Should an email request be received, we will call the client 
using the telephone number we have on our database and 
confirm that the email is legitimate.
2. No change of bank account will be actioned without first 
confirming by telephone that the request is legitimate.

What you can do
We urge you to check and ensure that the security settings are 
at maximum, particularly on internet-based email addresses 
such as Gmail. In Gmail a security and privacy check-up can 
be done under “My Account”. For further assistance refer to the 
following website:

https://securityinabox.org/en/guide/secure-communication 

Should you require a withdrawal of funds, kindly contact us 
by telephone to verify your identification. Should we receive 
requests by email, we will call to verify the request, kindly note 
that this could result in a slight delay to the process should we 
be unable to reach you.

Should you have any queries, please do not hesitate to 
contact us.

FRAUD ALERT
OVER THE PAST FEW MONTHS WE HAVE BEEN MADE AWARE OF VARIOUS FRAUDULENT 

ATTEMPTS MADE ON INVESTOR’S INVESTMENT ACCOUNTS IN SOUTH AFRICA.

WITH EMAIL HACKING ON THE RISE, WE HAVE PROCESSES IN PLACE TO ENSURE THAT OUR CLIENT’S 
INVESTMENTS ARE PROTECTED; HOWEVER THE MODUS OPERANDI OF THESE FRAUDSTERS DOES CONTINUE 

TO EVOLVE; AS A RESULT WE ASK FOR YOUR ASSISTANCE IN PREVENTING THESE ATTEMPTS.

24 JULY 2015

https://securityinabox.org/en/guide/secure-communication  


It appears that the Greek people, given a choice in the 
referendum between EU-imposed austerity and the risk of 
exiting the euro zone, voted for the latter.

What happens next is not immediately clear, but ultimately, we 
believe, not as material as other issues facing financial markets 
such as US monetary policy and Chinese growth. Furthermore, 
as we have expressed previously, we believe the contagion risk 
of a Greek exit from the euro zone is limited, with the European 
Central Bank now in a strong position to act if required and 
European banks having de-risked.

This is evidenced in a so far muted market response to the 
No vote. We remain focused on understanding and tracking 
the possible channels of contagion from events in Greece to 
global markets.

A Greek exit from the euro zone appears therefore widely priced 
into markets, and is one of our two short-term scenarios outlined 
below. We should reiterate that it is still not clear exactly what 
‘Grexit’ would entail anyway. German officials have even talked 
about a “temporary” exit by Greece, with an interim period 
where a second currency in the form of IOUs is introduced 
before Greece re-enters.

As far as our positioning is concerned, we have no direct 
exposure to Greek assets in any of our emerging market fixed 
income or multi-asset portfolios. Within the bond markets of 
the neighbouring Central & Eastern Europe region we are 
positioned defensively.

Short-term scenarios for Greece

1 Failure to agree on new programme leads European Central 
Bank (ECB) to freeze or even reduce ELA (emergency 

liquidity assistance), causing severe shortage of euro cash in 
Greece and breakdown of electronic payments. Leading to a de 
facto exit from euro zone at least on a short-term basis.

Market implications:
Material short-term uncertainty requiring significant global 
central bank action, less ‘moral-hazard’ for euro-zone peripheral 
nations over long term

2 Greece moves close enough to creditor position to 
facilitate new programme. One key challenge here is that 

the German parliament (Bundestag) would need to approve 
and they are currently on summer recess.

Market implications:
Less disruptive short-term, sets worse precedent for other 
peripheral nations.

WAITING 
FOR GREECE

BY MIKE HUGMAN, STRATEGIST, EMERGING MARKET FIXED 
INCOME, AND PHILIP SAUNDERS, CO-HEAD OF MULTI-ASSET, 

INVESTEC ASSET MANAGEMENT

THIS ARTICLE WAS WRITTEN ON 7 JULY 2015, 
KINDLY NOTE THAT BY THE TIME YOU READ THIS, THE SITUATION MAY HAVE DEVELOPED FURTHER
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We have written regularly about investor 
behaviour, noting how emotions can be 
our worst enemy. Driven by fear and 
greed, many investors buy high and 
sell low and tend to invest based on 
past performance. But what causes this 
counter-productive behaviour?

There are many different psychological 
theories and explanations, one of these 
being ‘confirmation bias’ – the tendency 
to gravitate towards news and opinions 
that confirm our own views. In our 
information overloaded world, novice 
investors and professionals alike can 
easily find evidence to support their own 
theories. With evidence in hand, we can 
justify our actions.

Confirmation bias can manifest itself 
in the newspapers we read, the 
websites we frequent and the people 
we listen to. Online we are deliberately 
manipulated by search engines, news 
sites and social media networks that 
are cleverly configured to deliver us 
just the information we are looking for, 
based on our historical behaviour. The 
result of this bias aggregated across 
the market often leads to misleading 
popular market sentiment.

What is to be done?
As we consume information daily, it may 
help to develop more self-awareness 
around our own biases, and a targeted 
strategy for consuming financial media. 
Many decisions about buying, selling and 
switching (or not switching) investments 
are informed by what we read, so it is 
worth examining how to filter this flow 
of information.

1 Separate the wheat from the chaff
If you are focused on a long-term 

goal, the short-term noise is just that 
- noise. Buying and selling based on 
everyday events and market moves 
may cause you to lock in losses that 
may have otherwise been avoided. 
There are some investors who time 

the market well, due to a combination 
of luck and skill but, on average, 
changing your investments in response 
to a change in your circumstances is a 
more rewarding strategy.

Generally, unit trust investors need not 
worry about how to respond to day-to-day 
events; your fund manager will take these 
into account, as necessary, during the 
research process. Similarly, if you use the 
services of a good, independent financial 
adviser they will adjust your overall 
portfolio as the long-term need arises.

There are only a few news events that 
should encourage you to check in on 
your unit trust:

•  News about significant changes 
at your investment management 
company (e.g. your unit trust 
company abruptly changes its 
investment philosophy).

•  News about changes to your specific 
funds (e.g. the benchmark, mandates 
or fee structure changes).

•  News about legal changes that may 
have an effect on your investments 
(e.g. government changes legal 
restrictions on endowments or 
retirement funds).

•  For the more sophisticated investor 
with niche investments, news about 
significant shifts in countries or 
industries (e.g. if you have a mining-
specific unit trust and there is a change 
in laws around mining licences).

Source: behaviorgap.com

In most other cases, you should only 
consider making changes to your 
investment if your goals or personal 
circumstances change.

2 Challenge your world view
The ‘team of rivals’ approach can 

help you break out of your safe opinions. 
The idea is to actively seek alternative 
views and was used by Abraham 
Lincoln, who appointed his rivals to 
cabinet to challenge him. Reading 
and trying to understand viewpoints 
that differ from your own can give you 
fresh insights and leave you with a more 
holistic view of a situation.

3 Filter for facts
In theory, underneath the opinions 

and ideas you read in the media there 
should be a foundation built on facts; facts 
that you can follow back to their source. 
Reading the source material allows you 
to question the interpretation you are 
given with a deeper understanding. 
Always try to get the full picture rather 
than acting emotionally on the first story 
you read.

4 Watch out for weasel words and 
orphan opinions

Extraordinary claims are often delivered 
with words such as ‘likely’, ‘probably’, 
‘virtually’, ‘almost all’ and ‘seems’. These 
words are designed to encourage you to 
believe the truth of a statement, which 
may, at its core, be baseless.

Another news trick is the use of orphan 
opinions such as: “Experts say ...”. This 
should lead you to ask: which experts? 
In some cases the text may indeed 
quote an expert opinion; but more often 
than not the headline is selling the paper. 
In most cases, an opinion worth listening 
to will come from someone willing to put 
their name next to it.

Become critical about 
what you read, see and 
hear: don’t let confirmation 
bias snooker you. Reserve 
the right to react only after 
careful consideration.

ARE WE SNOOKERING 
OURSELVES WITH 
CONFIRMATION BIAS?
COMMENTARY BY JEANETTE MARAIS, 
DIRECTOR OF DISTRIBUTION AND CLIENT SERVICE, ALLAN GRAY
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WHY BOTHER WITH 
ACTIVE MANAGEMENT?
ORBIS FUNDS REPORT, 30 JUNE 2015

2014 was one of the worst years on 
record for active management, and it 
has become fashionable to talk about 
how difficult the past several years 
have been for active managers. While 
we believe there is some evidence to 
support this view, it is misleading in a 
sense, to understand why, we need 
to step back and view the investment 
universe as a whole. 

Active managers (and some individual 
investors) aim to beat the market’s 
return by holding a different collection 
of investments, and passive managers 
aim to deliver the market’s return by 
replicating it. If we treat the investments 
of every active, passive, and individual 
investor as one big portfolio, that portfolio 
will be the market as a whole, and the 
return on that portfolio will be the market’s 
return. This makes active investing a 
zero-sum game—the total amount “won” 
by those who beat the market must equal 
the amount “lost” by those who lag. 

Importantly, active management is a 
zero-sum game before fees, so after 
fees, active investors’ average return will 
be worse than the market’s return to the 
tune of the average fee. Proponents of 
index investing point to this as a reason 
to favour passive investments. Because 
index funds approximate the market’s 
return and typically have lower fees than 
active funds, passive investors’ average 
return will typically be higher than that of 
active investors. 

So why bother with 
active management? 
We believe there are 
two main reasons. First, 
active strategies offer the 
potential for superior  
long-term returns. 

Over our 25-year history, we are pleased 
to have delivered better returns for our 
clients than what they could have earned 
through comparable passive strategies. 

Performance comprises both returns 
and risk, and we believe the second 
main benefit of active management is 
the potential for reduced risk. Unlike 
index funds, the Orbis Funds routinely 
go through periods of substantial 
underperformance, and as clients 
ourselves, we appreciate that these 
periods can be painful. But we believe 
the biggest risk our clients face is not the 
risk of underperformance, but that of a 
permanent loss of capital. In our view, the 
best way to reduce this risk is to limit the 
magnitude and length of drawdowns in 
the absolute value of the Funds. We are 
pleased that the Funds have generally 
experienced smaller drawdowns and 
faster recoveries than their benchmarks 
over our history. 

Yet even if active management generally 
has merits, clients must still try to identify 
managers who can win the zero-sum 
game. What makes us think we can be 
one of the winners? 

As the popular disclaimer says, past 
performance does not guarantee 
future results. Active managers aim to 
produce different results than the market, 
but particularly over short periods, a 
manager’s results alone tell you little 
about their level of skill. To assess skill, 
we believe it’s necessary to look past 
the headline numbers and examine the 
decisions that generated those numbers. 
A good starting point here is the manager’s 
portfolio – it’s hard to beat the market by 
hugging it. The active share measure 
captures the extent to which a portfolio 
overlaps with its benchmark. An active 
share of 100% means the portfolio has no 
overlap with the benchmark; 0% means 
the portfolio has no difference. All of our 
equity strategies have consistently had 
active shares of above 80%, indicating 
highly active portfolios. 

Of course, being different from the 
benchmark creates the potential 
for underperformance as well as 
outperformance, and this can make it 
difficult to maintain a highly effective 
approach through market cycles. We 

believe the best opportunities arise 
when investors become fearful and 
pessimistic, driving security prices 
to less than they are worth. Faced 
with turbulent situations, even skilled 
investors can disagree on the best 
course of action, and if faced with the 
need to achieve consensus, it may be 
difficult to take any action at all. 

Being contrarian requires being out 
of sync with conventional thinking — 
and being painfully wrong at times. 
Recognising this, at Orbis all investment 
decisions are made by individuals. These 
independent decisions then form the 
core of our stock pickers’ evaluations. 
By emphasizing individual accountability 
rather than consensus decision-making, 
we believe we stand a better chance of 
capitalizing on attractive opportunities. 

Even if we are able to find attractive 
opportunities, delivering good long-
term returns on your behalf is still 
challenging. All managers have an 
incentive to increase their assets under 
management, which can come at the 
expense of performance for existing 
clients. We try to temper this impulse 
by aligning our financial incentives with 
our clients’ interests. All of our fees are 
performance based, and we invest 
alongside our clients on identical terms. 

Taken together, we believe our alignment 
of interests, individual accountability, 
and benchmark independence give us 
a reasonable chance of being one of the 
winners in the zero-sum game. But words 
aside, the proof of the pudding is in the 
eating. The only thing we can guarantee 
is that we will continue to work hard to 
produce pleasing long-term results. 
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The new withholding taxes for interest 
(10%) and royalties (5%) remains more 
beneficial to Mauritius based entities 
as the withholding tax on interest and 
royalties from other jurisdictions is 15%.

The new treaty allows for the South 
African and Mauritian tax authorities to 
come to a mutual agreement when there 
is a dispute about the tax residence of 
a company, and about who has the first 
right to tax. A MOU has been signed 
which sets out the factors to be taken 
into account when determining the 
tax residency. Such factors include: 

where the headquarters are situated, 
where the accounting records are 
stored, where meetings of the entity’s 
board of directors or equivalent body 
are usually held, where the CEO and 
other senior executives usually carry 
out their activities.

A mutual agreement procedure is 
unheard of in South Africa in order to 
determine residence status. In a case of 
a dispute, the accepted test of the place 
of effective management will determine 
the outcome and right to tax. A company 
that is effectively managed in South 

Africa is likely to continue to be regarded 
as a South African tax resident under the 
new Mauritius treaty. However, until such 
time as the authorities have agreed, the 
company will not be able to rely on the 
treaty, and may be doubly taxed – in 
each of the countries. It is to be noted 
that these procedures only come into 
effect, where there is a dispute.

Mauritius is a potential postern to Africa, 
due to their lack of stringent exchange 
controls and low tax rates but this has 
always been the case.

DOUBLE TAX TREATY 
BETWEEN SA AND 

MAURITIUS IS A 
CLOUDY ISSUE

January 2016 is set to see the new double 
taxation treaty between Mauritius and South 
Africa, which has now been ratified, come into 
place. There are wide ranging views from tax 
experts ranging from “business as usual” to 
“detrimental to cross-border investment into South 
Africa from Mauritius”.
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