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POTENTIAL WEALTH TAXES TO BE 
INTRODUCED IN SOUTH AFRICA

Davis Tax Committee issues a 
new call for written submissions 
on the introduction of possible 
wealth taxes.

IN THIS ISSUE

THERESA MAY’S SHOCK 
DEFEAT THREATENS FURTHER 
VOLATILITY

Slightly less than a year after the 
country voted to leave the EU, 
the United Kingdom has been 
plunged into further political 
uncertainty.

PREPARE TO BE DISRUPTED

Disruption is not just a new 
buzzword, but an essential 
feature of a growing range of 
industry leaders across the 
globe today.

FINANCIAL INDICATORS REVIEW
SPOT % MOVE 12 MONTH

As at 30 June 2017
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HOW TO COPE WITH ON-GOING 
UNCERTAINTY

We have to get used to living in 
this highly uncertain state. How 
do we cope with it? 
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Despite this, global equity markets have weathered the storm 
and produced great returns (in dollar terms) over the last two 
quarters and have coined the phrase the “Trump Trade”, citing 
his focus on infrastructure development and job creation being 
what has buoyed US markets in 2017.

Emerging market equities have also performed well, however South 
Africa has unfortunately not joined in the spoils as our markets 
continue to be plagued by non investor friendly policy making.

While global equity markets continue to show signs of strength, 
it is against the backdrop of a difficult geo-political environment, 
with conflict between and within nations being more common as 
each month goes by. Political divides within major economies 
such as the US, UK and France, have played their part in making 
investors and corporates very nervous of deploying capital into 
the “real” economy.

This was recently discussed in an article by legendary bond 
investor Bill Gross where he cites that investors are making 
money in the financial economy, buying and selling financial 
assets on stock and bond exchanges and not deploying capital 
into the real economy.

I.e. The setting up of businesses, factories, SME’s etc that 
create the backbone of any country’s economic growth and the 
employment of its people.

This is starkly evident in South Africa as we see mining 
companies sitting on stockpiles of cash, un-deployed, cutting 
jobs and scaling back on spending. This is assumed to be 
partly due to lower commodity prices and the slowdown of the 
commodity super-cycle. However, many market commentators 
also speculate that the local business and regulatory 
environment is not conducive for spending and growth within 
South Africa, even more so now that the new Mining Charter has 
been introduced, sending mining shares into decline.

The silver lining is the possibility of reform within the ruling 
party post their elective conference later this year. Good, strong 
leadership could restart the growth engine in South Africa and 
is something to hope for and demand from our government.

As we look forward to the last two quarters of 2017, we take 
comfort in the objective and researched investment process 
that underpin all our clients’ portfolios, and urge you to stay 
focused on your long-term objectives.

GREETINGS FROM 
THE FINANCIAL 
ADVICE TEAM

We trust you find the content that follows both interesting and enlightening. Should you have any 
suggestions or queries, contact us at info@iwm.co.za 

The first half of 2017 has provided us 
with much of the political and economic 
uncertainty that market commentators have 
warned of in recent years. It has almost 
become the “new normal” to turn on the news 
or read online about some new turn of events 
that has rattled markets somewhere in the 
world. South Africa, it seems, is leading the 
pack when it comes to politicians rocking the 
boat in our economy.
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There is nothing certain but 
the uncertain. 

Over the past year there have been 
plenty of painful reminders that we have 
no control over what happens in the 
world. And there doesn’t seem to be any 
clarity waiting in the wings. So does this 
mean we have to get used to living in this 
highly uncertain state? And how do we 
cope with it? 

Uncertainty is fine in manageable doses, 
but it compounds: not knowing what to 
do, not knowing what’s going to happen, 
not knowing where to turn – and suddenly 
the uncertainty becomes anxiety. 

Most of us crave certainty. We scour the 
news to glean direction. In the absence 
of a crystal ball we turn to Google. We 
latch on to opinions of those who appear 
in the know. But this seldom helps quell 
our angst. We seem to be desperate 
for firm assurance, as revealed by a  
study conducted by the American 
Psychological Association. Their results 
showed that most of us would prefer to 
definitely get an electric shock now than 
to maybe be shocked later. We seem to 
find waiting, or not knowing, much worse 
than even unpleasant certainty. 

Many of us are so anti uncertainty that 
we forget it is not always a bad thing; it 
is a fact of life and can even be positive. 
Consider the TV series that we gorge on 
– we would have no appetite for the feast 
if we had certainty over the ending. 

As investment managers we try to use 
unpredictable outcomes to our advantage. 
Our job is to construct portfolios that can 
deliver returns in multiple scenarios. 
Sometimes uncertainty causes share 
prices to fall and gives us the opportunity 
to pick up bargains and earn good returns 
for our clients over the long term. 

Uncertainty is scary, but you 
can do something about it 

As with other things in life, we all have 
different tolerance levels for uncertainty 
and in fact a scale has been developed to 
measure how we cope. The Intolerance 
of Uncertainty Scale (IUS)* assesses 
how much people desire predictability 
and how they react to ambiguous 
situations. You can use the simple test to 
assess if your responses to uncertainty 
are negatively impacting your behaviour 
and whether you find that uncertainty is 
unfair and ruins everything for you. But 
perhaps more useful than finding where 
you sit on the scale, is figuring out how 
to manage the situation. This framework 
from US financial adviser Carl Richards 
may be helpful: 

Four steps to overcoming 
uncertainty 

1. Notice how you’re feeling. Simply 
acknowledging when you’ re 
feeling anxious or worried can help 
you identify and deal with your 
uncertainty. 

2. Separate the story from the reality. 
Try separating the noise from the 
reality to get a true sense of what 
is going on. In our current case 
- Cabinet was reshuffled and we 
got junk ratings. That is the reality. 
Anything that goes beyond that fact 
is a story or an assumption. Will the 
rand fall dramatically? Will foreign 
investors race for the doors? Will 
inflation and interest rates soar? 
Who knows? The more we try to 
predict what will happen, the greater 
the anxiety. Focus on the facts. 

3. Make a list. What can you control? 
Include practical things on your 

list that you can do. Don’t worry 
about the things you can’t control. 
Examples of things that may be on 
your list right now: a) Consult my 
investment plan and remind myself 
of my long-term objectives, b) 
Revisit my budget and make more 
space for reducing debt, c) Review 
my investments and check that they 
are well diversified, etc. 

4. Do something by doing nothing. 
We can reduce our uncertainty and 
anxiety by acting on the things in our 
control, such as those things on our 
list. But when it comes to investments, 
acting on negative emotions is often 
the wrong action. Withdrawing or 
switching out of fear can ruin the 
returns you get. If you are invested, 
staying the course usually works out 
better in the long run. Self-control and 
discipline are the antidote to making 
poor decisions. 

Psychologists echo this sentiment. They 
encourage us to engage with uncertainty 
we are feeling before taking action. 
They advise us to focus on creating the 
outcomes and experiences we want, 
rather than expecting the future to deliver 
something specific. Our actions and 
intentions are within our zone of control. 

When it comes to finances, try be certain 
of your decisions upfront and choose an 
investment manager you trust and who 
invests with conviction. It’s also a good 
idea to talk to your independent financial 
adviser (IFA). A good IFA can help you stay 
the course and make important decisions 
in the face of irreducible uncertainty. 

HOW TO COPE WITH 
ON-GOING UNCERTAINTY.

COMMENTARY BY 
JEANETTE MARAIS, 
DIRECTOR OF DISTRIBUTION
AND CLIENT SERVICE, 
ALLAN GRAY.

* Buhr, K., Dugas, M. J. (2002). The intolerance of uncertainty scale: psychometric properties of the English version.

https://adobe99u.files.wordpress.com/2014/12/ius.pdf
https://adobe99u.files.wordpress.com/2014/12/ius.pdf
https://www.psychologytoday.com/blog/adventure-in-everything/201505/be-very-afraid-uncertainty-fear-and-achievement
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In the sort of unexpected twist that 
observers have come to expect from 
elections recently, UK voters have dealt a 
bitter blow to Prime Minister Theresa May, 
robbing her of her narrow parliamentary 
majority. With further financial market 
volatility on the horizon, David Zahn, 
head of European Fixed Income, Franklin 
Templeton Fixed Income Group, offers 
his view of the situation.

Theresa May’s gamble didn’t pay off. She 
had hoped that a resounding election 
victory and an increased majority in 
the House of Commons would give her 
a mandate to pursue her own political 
agenda and, in particular, strengthen her 
hand in negotiations to secure the United 
Kingdom’s withdrawal from the European 
Union (EU).

But those plans are in tatters and 
instead, slightly less than a year after the 
country voted to leave the EU, the United 
Kingdom has been plunged into further 
political uncertainty.

We expect the pound to plummet and gilt 
yields to decline as investors embark on 

a so-called flight to safety. Overall, we 
think so-called risky assets, such as 
equities, are likely to underperform.

Much-Needed Focus

The prospect of a hung parliament, 
resulting either in a minority government 
or a coalition, paints a picture of an 
administration not in complete control 
during a period in which the United 
Kingdom needs its most focused 
administration for 70 years.

More Scrutiny on  
Brexit Strategy

Instead of securing an easier passage 
for any Brexit deal, as May had hoped, 
this result increases the likelihood of 
Members of Parliament (MPs) more 
aggressively scrutinizing the Brexit 
progress. It also raises the possibility of 
Parliament rejecting an unpopular deal.

In our view, that result would significantly 
tie the hands of UK negotiators. MPs 
would be more likely to demand more 

transparency on the UK side of the 
negotiations, which will be a boon to the 
EU negotiators. This is likely to make the 
prospect of a deal that is beneficial to the 
UK tougher to achieve.

The Clock Is Ticking

The harder it is for the UK government—
whatever its hue—to negotiate, the 
more likely we anticipate a “hard Brexit” 
scenario to be, leaving the United 
Kingdom without a deal to replace the 
current European trade agreements.

That outcome would likely result in the 
pound selling off further and UK bond 
prices surging. And although that 
prospect might seem some time off, yet, 
it’s worth remembering that the clock has 
already started ticking, and there are 
only 20 months left. We’re four months 
into the Brexit process and have officially 
accomplished nothing as yet.

Worryingly for the UK authorities, this 
election result is likely to play into the 
hands of the EU’s Brexit negotiators. 
They will see the UK doesn’t have a 
strong leader to negotiate with and could 
be emboldened to take a tougher line.

THERESA MAY’S SHOCK 
DEFEAT THREATENS 
FURTHER VOLATILITY
COMMENTARY BY DAVID ZAHN (CFA, FRM) HEAD OF EUROPEAN FIXED INCOME, 
SENIOR VICE PRESIDENT, FRANKLIN TEMPLETON FIXED INCOME GROUP
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What do retail shops, 
checkout cashiers and 
logistics companies have 
in common? They are all 
in industries busy being 
disrupted by Amazon. 

“Disruption” is not just a new buzzword, 
but an essential feature of a growing 
range of industry leaders across the 
globe today. In Amazon’s case, their 
business platform has reached the scale 
where it can almost achieve anything 
in terms of reworking how business is 
done. For the retail shop, they are under 
threat given the massive shift to online 
shopping in developed markets, which 
has led to pressure on retail commercial 
property as one casualty. For the cashier, 
Amazon’s new ‘Go’ service – a technology 
enabled, cashier-free convenience store, 
means that a large number of cashiers 
are facing a declining job pool. For 
logistics, the extension of Amazon’s 
huge global product distribution footprint 
means that they are setting their sights 
on an Uberlike takeover of the logistics 
industry. No one is safe from Amazon it 
seems.

They are also not the only disruptors 
making paradigm shifts in the way 

business is done. Tesla has put the entire, 
130-year-old motor industry on the back 
foot in the short space of a few years by 
making it cool to go electric. In addition 
to this, the move to driverless cars has 
the potential to disrupt insurance – 
because technology and driverless cars 
should ultimately reduce the need for 
car insurance through fewer accidents. 
It doesn’t end there – motor mechanics 
are next on the hit list; Tesla’s electric 
engines have just 20 or so moving 
parts, so the need for a significant car 
mechanic profession will be at risk as the 
electric car rises.

Facebook continues to disrupt media 
and advertising, while Google silently 
develops its Artificial Intelligence engine 
to start mining the world's information 
which sits for free on its servers. The 
waves of disruption will keep coming.

Innovation and disruption are not new. 
What is new is the speed and breadth 
at which it is taking place, and the fact 
that businesses are not staying inside 
their traditional circle of competence. 
The scale of businesses like Amazon 
and Google, and the new technologies 
available to a new player like Tesla, 
means that you can’t afford to be 
complacent in the way you do business.

This has far reaching implications for 
investors. Firstly, the disrupters have 
made it quite difficult for investors to 
know exactly what any one particular 
industry will look like in future. The time 
span required for an investment thesis 
to play out has become measurably 
shorter, and the range of outcomes 
immeasurably wider. Who’s to know what 
a car company is worth today, if people 
do not drive cars tomorrow? Secondly, for 

those investors who have taken comfort 
in valuing known quantities and making 
investment decisions within a relatively 
stable, known environment, they are 
now needing to go where they are less 
comfortable – by buying the likes of what 
used to be an Online book seller, or a 
Chinese internet company which just 
may be the bedrock of that economy 10 
years hence.

So traditional investors are needing to 
take larger positions, in companies they 
know less about, across industries which 
are likely to change materially over a 
shorter space of time. Hardly the recipe 
for a sound investment decision. Don’t 
be surprised if your old school favourite 
value investor starts to accumulate 
Facebook, Google or Amazon in your 
portfolio. Is this the New Value? Or 
perhaps the New Economy has finally 
arrived, just 20 years later than expected.

What we see in practice is asset 
managers hedging their bets by buying 
these big ‘platform’ businesses, on the 
premise that there is optionality on the 
upside given the unknown potential of the 
platform. And if the platform businesses 
miss the next big thing, they can simply 
buy the new disrupter given their huge 
cash stores. Sounds like the return of 
the conglomerates! Just this time, they 
are generally hooked together through a 
single platform, making it a very difficult 
proposition to compete with. The one risk 
that is increasing, is the fact that the big 
players will inevitably start to disrupt each 
other – creative destruction hard at work.

Disrupted industry also has implications 
for our families – children in particular. 
On what career path do you encourage 
your children, knowing that the skills they 
build in the near term may be obsolete 
by the time they enter the workforce? 
Current examples of disruptees include 
the legal profession, various areas of 
the medical profession, even our own 
investment industry.

The potential for investment returns 
has not gone away. All that is required 
is a keener sense of what is changing, 
and a willingness to adapt. For some 
investment managers, they may well be 
disrupted. For others who can adapt, 
they may well survive.

PREPARE  
TO BE 
DISRUPTED



27 JULY 2017

Despite previously concluding that a 
wealth tax would not be appropriate for 
South Africa, the Davis Tax Committee, 
on 25 April 2017, released a media 
statement calling for written submissions 
on the introduction of the following 
possible wealth taxes in South Africa:

• A land tax
• A national tax on the value of property 

(over and above municipal rates); and 
• An annual wealth tax.

Whilst the term “wealth tax” may be new 
to many people (possibly due to the fact 
that there are very few countries in the 
world that currently levy such a tax), it is 
important to note that South Africa already 
has three forms of wealth tax, namely 
estate duty, transfer duty and donations 
tax. Equally important is the fact that 
these three forms of tax collectively bring 
in only 1% of tax revenue (a little over 
R10 billion a year). Some may argue 
that Capital Gains Tax is also a form of 
wealth tax however policy makers state 
that this is an income tax. Capital Gains 
Tax comprises approximately 1.5% of 
the total tax collections however this 
proportion is on the increase due to 
the inclusion rate being increased in 
recent years. Some would say that these 
meagre collections mean that these 
taxes cause more harm than good whilst 
others would argue that it means that the 
wealthy are still not being taxed enough.

The situation is thus one where South Africa 
sits in a position of remarkable wealth 
inequality however, proportionately little is 
collected in the form of wealth taxes year 
on year. Analysts in recent years have 
spent much time discussing countries’ 
Gini coefficient which measures the 
income or wealth inequality of a country’s 
population. Recent estimates from the 
World Bank put South Africa as the most 
unequal country in the world narrowly 
behind Namibia, Botswana and Haiti. 

Statistics show that 
the poorest 20% of the 
South African population 
consume less than 3% of 
total expenditure,while  
the wealthiest 20% 
consume 65%.

Policy makers see wealth tax as a means 
to redistribute wealth in a progressive 
manner thereby reducing the Gini 
coefficient.

When looking at the proposed taxes, one 
can’t help but be skeptical as to both 
their effect and practicalities. 

A land tax would likely be a tax on the 
land owned by a taxpayer, as opposed 
to the building on the land on which rates 
are levied. The purpose of the land tax 
would be to stimulate the production or 
redistribution of underutilized land. 

Most underutilized land is 
however already owned 
by the government with 
the remainder owned 
predominantly by 
commercial farmers. 

Such a tax may therefore place further 
pressure on the agricultural industry and 
create a significant barrier to entry for 
new farmers.

A national property tax (over and above 
municipal rates) would effectively 
follow the same valuation process as 
municipal rates i.e. the government 
decides on the value of properties using 
a mass appraisal system and applies 
a tax rate accordingly. This will likely 
have ramifications on municipalities’ 

abilities to collect rates which are 
already significantly under collected. 
Perceptions that a national property tax 
can be seen as double taxation are not 
unfounded and hence the resistance to 
such a tax will create practical issues 
when it comes to collection.

An annual wealth tax on the holding of 
wealth will be different from the current 
forms of wealth tax which apply to the 
transfer of wealth e.g. transfer duty, 
donations tax and estate duty. The tax 
would be levied on net wealth (assets) 
after the deduction of debt and liabilities. 
The measurement of the fair value of an 
asset that is being held and not sold will 
always be a subjective exercise. The 
practical implementation of an annual 
wealth tax is fraught with difficulties 
such as the accurate measurement of 
assets and liabilities and the costs of 
implementing this tax will likely exceed 
the yield. In addition, a wealth tax of 
this nature has been shown, in other 
countries, to encourage tax avoidance 
and evasion, incentivize a flight of skills 
and stifle growth as circumstances are 
created where assets need to be sold for 
liquidity in order to pay the tax due. 

We expect that there will be much 
resistance to all three forms of proposed 
wealth tax with reasoning likely to focus 
on the practical issues and shortcomings 
relating to measuring the fair value 
of assets year on year and evidence 
showing how wealth taxes have 
mostly been repealed in other nations  
due to their ineffectiveness. As this  
topic is debated, one cannot help but  
be reminded of a famous Winston 
Churchill quote:

POTENTIAL WEALTH 
TAXES TO BE INTRODUCED 
IN SOUTH AFRICA
COMMENTARY BY GRAEME SAGGERS CA(SA) MCOM (TAX), HEAD OF TAX AT NOLANDS

I contend that for a 
nation to try to tax itself 
into prosperity is like 
a man standing in a 
bucket and trying to 
lift himself up by the 
handle.”

A U D I T  •  F O R E N S I C S  •  A D V I S O R Y  •  T A X
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