
21 OCTOBER 2017

OCTOBER 2017

CASH ON CALL 8.155%* Average Money Market Rate   7.623%

Difference  0.532% 

 On a cash balance of R 4,000,000, this difference represents additional interest of R 21,280 per annum.

*AER ANNUAL EFFECTIVE RATE AFTER ALL FEES
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PUBLICATION



22 OCTOBER 2017

THE REAL VALUE OF ADVICE

In the investment world, 
where results are measured 
in percentage terms, it is very 
easy to lose track of the real 
value of advice.

IN THIS ISSUE

MILLENNIALS MAY BE MAKING 
THE SAME MONEY MISTAKES AS 
THEIR PARENTS

Investigations indicate 94%  
of South Africans are unable to 
retire comfortably.

THE ECONOMICS OF TAXATION 

An efficient tax system is a 
necessary feature of a modern 
state. Sandy McGregor 
of Allan Gray explains the 
interrelationship of taxation  
and growth.
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SPOT % MOVE 12 MONTH

As at 30 SEPTEMBER 2017

Source: INETBFA

BITCOIN: WHAT TO MAKE OF 
DIGITAL CURRENCIES

As Bitcoins become more 
mainstream should we 
consider these and their 
crypto-cousins as  
potential investments?
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The main themes in developed markets 
have been steady economic growth, low 
inflation, and easing monetary policy 
that have been supporting a range of 
asset classes, and delivered some good 
offshore returns for the past two quarters, 
internationally.

US equities have continued to perform 
well despite some market commentators 
being wary of their high valuations. The 
US economy continues to power ahead 
with a GDP figure of 3.1% at the end of 
the second quarter, according to a new 
report from the Bureau of Economic 
Analysis.

When an economy grows, inflation is 
usually not too far behind which is then 
followed by monetary policy action from 
the central bank. This is a strong sign 
that Janet Yellen is expected to resume 
Fed funds rate hikes in 2018, making 
emerging market bond markets less 
attractive on a risk adjusted basis in  
the future. Something to keep a close 
eye on.

Global politics and the uncertainty 
thereof remains a concern for many 
asset managers around the world, 
however it is a reality that we have 
to live with and invest through the 

GREETINGS FROM THE 
FINANCIAL ADVICE TEAM

As we enter the final quarter 
of 2017, we continue to 
be cognisant of global 
macroeconomic themes that 
have influenced markets over 
the last three months.

cycle. Asset managers will apply risk 
management strategies to counter 
political uncertainty but it does come 
at the cost of potential upside and fuller 
market participation. 

Back home, we are no strangers to 
polit ical instability and corporate 
scandals, with the latest headline being 
about KPMG embroiled in yet another 
Gupta fiasco.

South Africa has formally come out of 
the recession of the first two quarters of 
2017, yet it doesn’t actually feel as if we 
have. Demand and business confidence 
is still very low, and business investment 
into the economy remains very weak. 
As a result, inflation has tapered off to 
4.8% as at August 2017 which is a slight 
reprieve for the consumer.

The national elective conference of the 
ruling party in December is going to be 
one of the most important yet, and will 
have serious implications for our country, 
both internally and on the global stage.

While the JSE has produced positive 
returns in 2017, it is still on the back of 
a few large players, effectively making 
the balance of the index look relatively 
cheap.

We are under the 
microscope of the 
international ratings 
agencies and the 
possibility of sovereign 
debt downgrades are still 
a real possibility.

The offshore investment discussion 
remains a key focus for us where it 
makes sense within an individual’s 
financial plan.

Moving into the final quarter of 2017 we 
encourage clients to remain committed 
to long-term investing, trust in their 
tailored financial plans, and to engage 
with us whenever the need arises.

We trust you find the content that follows 
both interesting and informative.
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Should you require any  
further information please  
don’t hesitate to contact us

mailto:info@iwm.co.za
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BITCOIN: WHAT  
TO MAKE OF DIGITAL 
CURRENCIES

Bitcoins are just one of 
the over 900 new format 
currencies known as 
cryptocurrencies to have 
emerged over the past 
few years. As they have 
become more mainstream 
in their appeal the price of 
bitcoins and their cryp-
to-cousins has skyrock-
eted, causing investors 
to wonder if they have 
been missing out. What 
then is a
cryptocurrency, and 
should we consider these 
to be potential invest-
ments?

What is a cryptocurrency?

Simply put, a cryptocurrency is a digital 
global currency created outside of the 
well regulated confines of the global 
monetary system. It exists only in the 
online world, and not in the 
physical world. This puts 
it out of reach of central 
banks, regulators and other 
watchdogs, making it the 
first independent, global 
currency.

It has no physical form, existing only 
though unique online software code 
which gives it the attribute of limited 
supply, something alien to the online 
world until now. Think of any piece of 
digital information you may have – you 
can simply copy it and send it on, with 
the recipient in turn sending it on again. 
Digital information in this form has no 
value as its supply is unlimited (it can 
be replicated for free). The key part 
to the rise of the cryptocurrency has 
come as a result of what is known as 
“blockchain” technology – essentially the  

ability to isolate unique pieces of 
digital  information/code/bitcoins/
cryptocurrencies, thereby limiting their 
supply and enabling them to become a 
store of value – as is the case with any 
traditional currency.

Bitcoin can therefore serve as a global 
transactional currency, with huge 
potential benefits in terms of the efficiency 
of global financial markets, payment for 
goods and services, protection against 
fraud, and broadening the scope of 
who can access ‘foreign currency’ by 
lowering the cost of access to anyone 
with an internet connection.

Bitcoin first emerged as a new form of 
global currency in 2009 in somewhat 
mysterious circumstances, with the 
founder remaining anonymous. Much like 
the internet itself had a founder but then 
became public property, bitcoins (and 
the related blockchain technology) have 
also become public property. Early users 
included the murky underworld, seeing 
the opportunity to conduct illicit business 
using bitcoins without the authorities 
able to track their activities (which as it 
turned out was a poor strategy, bitcoin 
keeps a full transactional record and this 
has been used to lock up a number of 
perpetrators).

As these cryptocurrencies by design 
have no traditional central bank to exert 
control, they are maintained and ad-
ministered by the market which trades 
in them – a group of buyers, sellers and 
‘miners’. New cryptocurrency ‘coins’ 

are created through a process called 
mining which is essentially the use of 
specialised software to break com-
puter codes. As the codes are broken, 
coins are created. This attempts to 

replicate the same mechanism as 
mining for gold, also a scarce 

commodity. A completely 
transparent and publically 
available set of accounting 
records (the blockchain) 
ensures that all transactions 
ever conducted in bitcoins 
are publicly recorded, rec-

onciled and verified.

Rather than monetary power being 
held and determined in the hands of 

a few central bankers, bitcoins are 
governed by the open market – 
to many a disconcerting attri-
bute, but to others the ultimate 
safeguard of monetary value. 
Central bankers and the coun-
tries they act on behalf of have 
shown us that centralised gov-

ernance (such as the devaluation 
of a currency, or more recently QE) 

can have material negative conse-
quences for financial instruments. The 
appeal of cryptocurrencies to many has 
been the decentralised nature of how it 
is governed, with no single party able to 
control it.

Bitcoins are limited in supply by design 
– to 21 million coins. At present there 
are around 16 million in circulation, 
which increases as the miners are able 
to crack the various codes required to 
mint new coins. This limitation of supply 
helps preserve their value, and results 
in an ‘exchange rate’ – as you would 
expect with any other currency. You can 
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for example buy 1 bitcoin for around 
R44,000 at today's rate. You can then use 
this bitcoin to buy any goods or services 
(in the physical, ‘real’ world, as well as the 
online world), provided the seller is willing 
to accept it as payment. This acceptance 
of bitcoin as a mode of transacting is 
becoming more commonplace, with 
global names such as Microsoft and Dell 
gladly accepting this form of payment, 
the country of Japan recognising it as 
official exchange, and a number of the 
more tech-savvy retailers in South Africa 
also open for bitcoin business.

It seems that bitcoins 
and cryptocurrencies are 
here to stay. What should 
investors be looking out for? 

Issues with cryptocurrencies

There are three main issues, outside 
of the shorter term issues such as 
a low number of willing dealers in 
cryptocurrencies, price volatility, 
and knowing which of the 900 
cryptocurrencies to utilise in the first 
place. 

Security
The first and most obvious concern is 
that which relates to security. How do we 
know that the (anonymous) creation of 
bitcoin is not some elaborate scam? We 
take our hard earned R44,000, transfer 
it online and receive a single bitcoin in a 
digital wallet. No central bank backing, 
no underwriting by the gold standard, 
no reserve bank governors to set policy, 
no call centre or help line, just an online 
forum and the hope that your bitcoin is 
still there in the morning. In 2010 bitcoin 
was hacked and 184 billion new coins 
created, through a loophole which was 
quickly fixed and the transaction erased 
from the record. In theory the blockchain 
keeps everyone honest, through its 
public record and unique digital identity, 
but this new form of trust is expecting a 
lot from the average consumer.

Governance
It’s quite simple, there is none. To date 
governance comprises the fixed supply 
of 21 million coins, and the open forum 
accounting records to make sure the 
books balance, overseen by public 
participants and computer programmers. 
Is it impossible for more than 21 million 

coins to be issued, or for a hacker to 
find a way to create new coins, thereby 
diluting their value? It’s too early to tell. 
But it’s buyer beware. This decentralised 
management also highlights another key 
risk: collusion. Bitcoin based transactions 
are verified by the bitcoin community 
– is it possible they could collude to 
manipulate the book of record? Again, 
too early to tell. But it’s a different set of 
risks to the current monetary system and 
by no means fool proof.

Which cryptocurrency?
Despite individual cryptocurrencies 
being finite in supply which enables 
them to become a store of value and 
a medium of exchange, how are we 
to know which of the 900 coins will 
continue to exist in future? The world 
does not have the need nor the desire 
to support 900 new currencies, so there 
will likely be one or perhaps two winners. 
If you have decided to back the wrong 
currency, you may find no willing market 
to accept your coins, leading to loss of 
your capital. Even though bitcoin was the 
first cryptocurrency, newer versions are 
more advanced, more liquid and could 
potentially replace bitcoin quite easily as 
the dominant currency. Also, the fact that 
individual currencies are limited in supply 
(making them scarce, and therefore 
valuable) is not the same as it is for a 
commodity like gold, where total supply 
is limited. The 900 cryptocurrencies 
speak to that fact – there is infinite supply 
of cryptocurrencies.

Are bitcoins and other 
cryptocurrencies an 
investment?

No. But then no currency really is. There 
is no yield, no interest, no dividend, no 
link to profits or productivity. Like any 
currency, its value is determined by 
relative supply and demand to other 
currencies. An exchange rate. Mostly 
this is a function of relative inflation and 
risks between the respective currencies. 

Putting this in perspective:
• We would expect for example the 

rand to depreciate against the US 
dollar by about 4% per year, given 
the fact our inflation is 4% higher 
than the US.

• With bitcoins, they have no country 
and therefore no inflation link. But 
they will depreciate by design as 

more coins are issued, but only to 
a (hopefully fixed) 21 million coins.

• The US dollar is amongst the lowest 
depreciating currencies in the world, 
a function of its stable environment, 
low inflation and low country risk. 
Assuming you see bitcoin as the 
ultimate global currency with no real 
reason to depreciate, this puts it at 
a roughly 6% advantage to the rand 
(6% being our inflation rate) – an 
expected 6% depreciation of rands 
vs bitcoin.

Six percent per year is therefore your best 
case expected return for holding bitcoins 
over rands. Bear in mind though there 
is no yield or interest earned on bitcoins 
(although this can’t be far off, as banks 
cotton on to holding bitcoins and lending 
them out). So your net expected return 
for your R44,000 bitcoin is about 6% 
depreciation minus the 8% you could have 
earned in local money market, a negative 
2% expected return per year. Crypto-
fans could argue that these are the only 
currencies, potentially in addition to gold, 
which would preserve or escalate in value 
if the world’s financial system descended 
into a debt induced spiral with hyper- 
inflation worldwide. A far stretch, and 
not a pleasant thought, but a possibility 
nonetheless.

Given that bitcoins have tripled in value 
against the US dollar this year alone, it 
seems unlikely that now is a good time 
to buy any. The implied halving of value 
of the USD vs the bitcoin this year, when 
the US inflation rate is around 2%, defies 
logic. More likely, the price of bitcoin is a 
symptom of a misunderstood instrument 
used as a speculative acquisition in a 
small, new market.
 
To conclude, the concept of cryptocurren-
cies and the associated blockchain tech-
nology is sure to make a lasting impression 
on the global financial system, possibly for 
the wrong reasons initially. However, the 
concept of a more efficient global curren-
cy is an appealing one, despite the fact 
that governments will be hesitant to hand 
the controls of the financial system to the 
public. For now, we prefer to watch these 
new dynamics play out from afar.

BITCOIN: WHAT TO MAKE OF DIGITAL CURRENCIES
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‘Millennial’ investors (aged 25 – 35 years 
old) generally tend to value being able 
to manage their own finances using 
technology and will often choose to 
conduct personal research via this 
medium, as opposed to personal 
interaction with a professional financial 
advisor.

Despite the vast age difference between 
the ‘Millennial’ and ‘Baby Boomer’ 
generations, the following fundamental 
issues still exist:

• South Africans do not start 
to save early enough for 
retirement

The need for investors to start saving 

as early as possible for retirement 
has become increasingly important, 
due to the lifestyle circumstances 
that the ‘Millennial’ generation are 
currently faced with, such as: 

• The tendency for investors to retire 
earlier as well as retirees living 
longer, with some investors being 
retired for a period longer than their 
working careers.

• The tendency for investors to start 
their families later than that of the 
‘Baby Boomer’ generation, often 
resulting in their children being 
financially dependent on them 
during retirement.

For the ‘Baby Boomer’ generation, 

the most important objective is to 
maintain their current lifestyle after 
retirement. While the millennial 
generation value this objective, they 
also regard education as well as 
leaving a substantial inheritance to 
their children as equally important 
objectives.

• Lack of understanding as 
to the role fees play within 
their investment portfolio. 

While most investors are aware that 
fees are levied on their investment, 
they are unaware of what the exact 
fees are and the extent to which 
these fees erode the value of their 
investment. 

MILLENNIALS MAY 
BE MAKING THE SAME 
MONEY MISTAKES AS 
THEIR PARENTS

As documented in a  

recent survey performed by 

10X investments, 94% of South 

Africans are unable to retire 

comfortably. This is one of many 

investigations concerning South 

African retirement planning  

which indicates  

this upsetting reality.

ARTICLE CONTRIBUTED BY HELEN VAN STADEN, HAYLEY JARRETT AND 
GERALD CHIGWADA FROM INDEPENDENT WEALTH MANAGERS
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Many investors are under the 
impression that they are being 
charged less than 1% in fees, when 
in fact the industry average is an 
alarming 3% - a substantially higher 
percentage compared to that of 
investor perceptions. 

‘Millennials’ do not seem to have 
realised the negative long term 
impact that high fees can have on 
an investment, despite being aware 
of their parent’s poor decisions and 
financial misfortunes.

• Investors focus more on 
performance rather than 
on how much they save

When saving for retirement, there 
are four main factors that can affect 
the final value of an investment: How 
much you save, what return you 
receive, the fees you are charged 
and the length of time the investment 
is given to compound and grow. 

Investors spend a lot of time 
worrying about the performance 
of their portfolio and often make 
the mistake of moving their money 
between funds, trying to obtain the 
highest possible returns, essentially 
trying to ‘time the market’. 

Performance is the only factor 
mentioned above which the investor 
has no control over, as there is no 
way of predicting what the markets 
will do.

Investors should therefore focus on 
the factors that they can control, 
for instance, how much they save 
and how early they start to save, as 
depicted in the following tables:

TABLE 1:  
The major difference is the power of 
compounding over Time

A simple example makes this clear. 
Assuming an annual growth rate of 
10%, an investor who saves R1 000 
every month from the age of 20, 
would accumulate more than two 
and a half times as much money by 
the age of 65, compared to someone 
who saves the same R1 000 every 
month however only starts to save 
at age 30 (ten years later).

TABLE 2: 
The major difference is the Investment 
amount

INVESTOR A INVESTOR B

Monthly  R 1,000 R 1,000
Contribution 

Investment  Age 20 Age 30
Start Date 

Years to 45 35
Retirement 

Total R 540,000 R 420,000
Contributions 

Assumed annual  10% 10%
growth 

End Investment  R 10 482 502 R 3 796 638
Value

R 2000 PM R 2020 PM

RETURN 10% 10%

After 5 Years R 154 874 156 422

After 10 Years R 409 690 R 413 787

After 15 Years R 828 941 R 837 230

AFTER 20 YEARS R 1 518 738 R 1 533 925

What most investors do not realise 
is that how much they save has a 
bigger impact on the final investment 
value than the return obtained. 

Assuming an investor saves  
R 2,000 per month, achieving a 10% 
return per annum, they would have 
R 2,016.67 at the end of the first 
month.   

Should the investor have saved an 
extra 1%, therefore R 2,020 per 
month and again earned a 10% 
return, they would have R 2,036.83 
by the end of the first month.

The difference may seem very small, 
but as table 2 depicts, this small 
difference does have a considerable 
effect over time.

As illustrated above, instead of 
wasting time and energy worrying 
about performance and searching 
for funds which yield the highest 
returns, investors would accomplish 
far more by simply increasing their 
monthly savings.

In conclusion, focusing on the 
factors which the investor can 
control will ensure that they are less 
likely to make emotional decisions 
about switching between funds.

MILLENNIALS MAY BE MAKING THE SAME MONEY MISTAKES AS THEIR PARENTS

Someone is sitting in the 
shade today because 
someone planted a tree 
a long time ago

Warren Buffett

Should you require any  
further information please  
don’t hesitate to contact us

mailto:info@iwm.co.za
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At a time when many South 
Africans are advocating the 
merits of increasing taxes 
to fund our excessive fiscal 
deficit, Sandy McGregor 
of Allan Gray explains the 
interrelationship of taxation 
and growth.

The rise of big government

An efficient tax system is a necessary 
feature of a modern state. Taxes have 
always been a focus of political concern, 
even when, by modern standards, they 
were a small levy on incomes and 
expenditures. Prior to 1914 governments 
played a more minor role in the state than 
they do today. They were responsible for 
policing, law and order, defence and 
foreign affairs. Local authorities tended 
to be responsible for roads, sanitation 
education and public health. The role of 
government was strictly limited and, in 
most countries, tax collections were of 
the order of 5 to 10% of GDP. This started 
to change in the First World War and, 
after 1930, in most countries there was an 
inexorable rise in the size of government 
relative to the economy. Today, in a 
developed economy government, 
spending typically accounts for between 
30 and 50% of GDP. In the US the ratio 
is about 32%. In France it is more than 
50%. In South Africa the spending 
of central government is about 30% 

of GDP. The size of government has 
become a crucial determinant of how 
fast a country’s economy can grow and 
of whether it can achieve sustainable 
prosperity.

The economic cost of 
increased government 
spending

Economic growth is largely a matter 
of making things cheaper, which then 
allows the consumer to divert resources 
to other expenditures. Growth requires 
improving productivity. The private sector 
tends to allocate and use resources 
more efficiently than government and, 
as a consequence, its activities are more 
likely to boost productivity and therefore 
growth. The private sector is effective 
because it is subject to the disciplines of 
the market. A business which produces 
a product which does not find favour 
with consumers either loses money or at 
worse, fails. The market economy works 
because business is subject to the risk of 
failure. Only the efficient prosper.

Government, on the other hand, is not 
usually subject to these disciplines and 
is prone to use resources wastefully. 
A typical response of government to 
disappointing outcomes is to argue that 
it did not do enough. When regulations 
do not work the response is more 
regulation. Legislation which fails gives 
rise to more legislation. The merit of a 
project which fails is seldom questioned. 
A consequence of government’s power 
to tax is that it can continue a wasteful 

activity long after it should. It is inherently 
less efficient because it is not subject to 
disciplines which in the private sector 
prevent waste.

Increases in the proportion of private 
incomes paid in tax constitute a transfer 
of resources from the more efficient to 
the less efficient part of the economy. 
Accordingly, total productivity in the 
economy as a whole declines and growth 
slows. Countries where government 
constitutes a smaller share of GDP grow 
faster and, in the long run, are more 
prosperous than those subject to big 
government.

The outcomes of differing responses by 
countries in Europe to the economic crisis 
of 2008 are instructive. The Baltic States 
and Ireland chose to slash government 
spending to balance their budgets. 
As a consequence their economies 
recovered fairly rapidly. In contrast, 
France has stagnated because it chose 
to increase taxes and maintain the level of 
government spending. The case of the UK 
provides a useful contrast of two differing 
fiscal strategies. The Labour government 
led by Gordon Brown increased taxes 
in 2009. This had adverse economic 
consequences. When after an election 
a Conservative government cut taxes 
and restrained spending the economy 
recovered. For a period the UK enjoyed 
the fastest growth rate in Europe. Recent 
experience is that countries faced with 
an excessive fiscal deficit that choose 
to respond by cutting spending enjoy 
continuing growth. Those that respond 
by increasing taxes stagnate.

THE ECONOMICS OF TAXATION
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Impact of globalisation on the 
tax base
A convincing body of empirical evidence 
supports the proposition that there is 
a point at which increasing tax rates 
reduces collections. This dynamic 
is popularly called ‘the Laffer curve’. 
Although the idea was not uniquely his, 
it has come to be associated with the 
American economist Arthur Laffer, whose 
views gained increasing influence in the 
1970s and became the philosophical 
justification for the tax revolution in the 
1980s when most countries eliminated 
extremely high tax rates. It is noteworthy 
that, after about 10 to 15 years, many 
countries which did away with high rates 
were generating fiscal surpluses.

...COUNTRIES FACED 
WITH AN EXCESSIVE 
FISCAL DEFICIT THAT 
CHOOSE TO RESPOND 
BY CUTTING SPENDING 
ENJOY CONTINUING 
GROWTH... 

Since 1980 globalisation has reinforced 
the power of the Laffer curve and had 
a profound effect on the ability of nation 
states to force wealthy individuals 
and companies into paying exorbitant 
taxes. Revolutions in transportation and 
communication have created a global 
business system which has the freedom 
to choose the optimal location from 
which to operate. For example, local 
production of raw materials no longer 
constitutes a competitive advantage in 
manufacturing, which is why national 
beneficiation strategies are usually 
flawed. The only nation states which are 
in a position to force business to locate 
within their borders are those which can 
offer a very large market. Currently there 
are only three such regions: China, the 
United States and the European Union. 
The privilege of being able to grant or 
deny access to their markets gives 
these three polities their economic 
power, including the power to financially 
oppress companies and individuals 
operating within their borders. Smaller 
countries, such as South Africa, do not 
enjoy such policy freedoms.

In recent years both France and the 
UK have put the Laffer curve to the test 
and experienced outcomes which yet 
again confirm its validity. Following the 

crisis of 2008 both countries increased 
the top rate of personal income tax and 
experienced a subsequent decline in 
tax collections. In the case of France, 
a top rate of 70% caused a significant 
migration of the wealthy. Both countries 
chose to reverse tax increases which 
had unintended, but not unforeseen, 
adverse consequences.

The simple truth is that in a global 
economy, small nation states cannot 
impose high tax rates without adverse 
effects on economic growth and on 
tax collections. The things that drive 
economic growth, namely investment, 
skills and entrepreneurial initiative, 
are extremely mobile. Even the most 
draconian regulation will fail to prevent 
them relocating elsewhere. Communist 
countries, which rejected the very idea 
of a market economy, felt obliged to deny 
individuals the right to travel except on 
government business. Otherwise a 
majority of those with skills would have 
emigrated. Only after they embraced 
market freedoms did their economies 
escape from extreme stagnation. Today 
most former communist states, including 
China, have relatively low personal 
tax rates. This is contributing to their 
economic success.

Has South Africa reached a 
tipping point?

In healthy systems, taxpayers must 
be located in a comfort zone where 
a substantial majority does not feel 
obliged to restructure its affairs to reduce 
tax payments. Once such a comfort 
zone is established, the system will be 
stable and reliably generate expected 
revenues. There is no continuum in 
human behaviour. In the case of taxation 
there are two distinct behavioural sets. 
In the first, taxpayers generally accept 
and comply with the regime. The second 
set is characterised by aggressive tax 
avoidance. It is unwise for a country 
which has successfully located itself in 
the first set to implement changes which 
cause taxpayers to migrate into the 
second set and start restructuring their 
affairs with the purpose of tax avoidance. 
The US tax code is a good example of 
a system which has become located in 
the second set where taxpayers focus on 
avoidance.

The simplest way to limit tax avoidance 
is to have low rates and restrict allowable 

deductions. This has been the approach 
in South Africa, but with the increase in 
the top personal rate to 45%, we can no 
longer claim to be a low tax society, with 
the consequence that more and more 
taxpayers will take steps to structure 
their affairs to reduce their tax payments. 
One avoidance measure is to emigrate. 
This option is most readily available to 
those who are rich and those who are 
highly skilled. For example, many South 
African businesses and entrepreneurs 
have relocated to Mauritius, which 
offers a more salubrious business and 
fiscal climate. Others have relocated 
to Dubai. Government cannot stop 
emigration. Measures intended to make 
leaving more difficult will only increase 
the outward flow. The emigration of large 
numbers of such taxpayers is probably 
already a significant contributor to our 
current economic malaise. It has a 
short-term cost in the form of reduced 
tax collections but, more importantly, 
in the longer run an adverse impact on 
economic growth due to the loss of skills.

South Africa’s dilemma
The inequality in the distribution of 
wealth and incomes in South Africa is 
seen by many as a powerful justification 
for imposing higher taxes on the rich 
to pay for expenditure to support the 
poor. The dilemma is that imposing such 
taxes will probably trigger the adverse 
consequences of the Laffer curve. What 
South Africa needs is economic growth. 
One of the more certain ways of keeping 
the economy in its present stagnation is 
to significantly increase taxes. To get the 
growth we need, government spending 
should be constrained. However, in the 
current political environment, it is very 
difficult and possibly impossible to sell 
this message to a sceptical electorate.

THE ECONOMICS OF TAXATION

Sandy McGregor responsibilities 
include the management of fixed 
interest and he is a fund manager 
for the Allan Gray Bond Fund
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In the investment world, where results are measured in 
percentage terms, it is very easy to lose track of the real value 
of advice. Of all the participants in the ‘investment value chain’, 
historically it has been the financial adviser who has most 
keenly felt the pressure to reduce their fees. 

Being people centric at heart, quite often they oblige. As it turns out, quite unfairly, as 
we will explain below.

Consider the illustration showing investor returns:

At a glance this shows the investor receiving a net 10.75% return from the fund manager 
for a fee of 1.25%. Seemingly a good deal. 

Take then a financial advice fee of 0.75% p.a over and above the fund manager’s fee, 
and we are back to square one: the stock market return of 10.00%. Many investors 

THE REAL 
VALUE OF ADVICE

Stock market  (eg JSE, S&P, Dow Jones) 10.0%

Managed Equity Fund  (a fund manager) 12.0%

Excess investor Return  (Difference between stock markent and the Fund 2.0%

Less: fund manager fees (cost of accessing the fund) 1.25%

Net return recieved   10.75%

COMPARISON      RETURNED% P.A.

do this simple comparison and start to 
question the value of advice, with the 
fund manager receiving substantially 
more gratitude for the returns delivered.

The reality could not be more different. 
This comparison, while simple, illustrates 
how the value of advice can get lost in 
the numbers.

To start with, we have assumed above 
that the fictitious investor in this case 
knew exactly which investment strategy 
to invest in. In practice, we find this 
is rarely the case, and only in quite 
exceptional circumstances do home-
grown investment plans reflect the 
investment objectives of the investor.

The difference can be 
significant, for instance, 
a low risk compared to a 
high risk portfolio can mean 
a 20 year compounded 
difference of 72% in value, 
or an extra R4m return on a 
R1m investment! 

ARTICLE CONTRIBUTED BY FUNDHOUSE
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Unknowingly investing in the wrong strategy can have severe 
consequences. The role of the adviser in this case is to ensure 
you are invested in the correct strategy to suit your needs, and 
to maximise your ability to achieve your long term savings 
objectives. Very few fund managers can compete with that 
magnitude of value add: the ability to fit an individual’s 
requirements to a specific investment plan.

A second example of the real value of advice is the ability to 
plan around tax, estate and other fiduciary needs. 

We recently came across a client example 
where the adviser had saved the investor 
30% of their portfolio value through tax 
efficiency based on a single meeting. The 
0.75% fee is starting to seem like good 
value.

A third source of real value is the behavioural management role 
of the adviser – that which protects investors from themselves. 
The so called ‘behavioural gap’ is well documented, essentially 
referring to the human bias we have to be greedy and fearful, 
which leads us into making investment mistakes: buying high 
and selling low. Numerous studies document this cost to the 
investor of between 1.5% and 4.0% per year. Through managing 
the investor's emotions, it is possible to add significant value 
merely by being disciplined around decision making.

The behaviour management responsibility extends to the 
general benefit of being disciplined and taking action, the fact 
that the investor is accountable to someone means that they 
tend to be more responsible with their financial affairs.

There are a number of other sources of value: the unquantifiable 
comfort of knowing a good adviser is looking after your interests; 
the fact they are shopping around for better costs; that they 
are keeping abreast of investment risks to best position your 
investment plan; that they are there for your family when you 
are not.

What the table below highlights is that financial planning is not 
operating in the investment value chain, but rather the personal 

financial value chain, which has significantly more moving parts, 
and significantly more opportunities to add value. In this context 
the real value of advice is clear to see, and can far outweigh the 
potential value add of a fund manager.

To put this back into numbers then: the real 
value of advice:

A word of caution though: not all advice is created equal.  Advice 
is often dressed up in a product sales dress where the incentive 
is the management of your assets,ather than the advice on your 
assets. In this case, the many sources of value illustrated above 
are largely null and void. The correct phrase is therefore: “the 
real value of independent advice”.

Article contributed by Fundhouse

ADVISER ROLE

Matching investor to the correct plan

Managing the 'behaviour gap'

Tax, Fiduciary, Estate

Relationship value

ADVISER VALUE ADD %

Up to 7% or 8% pa in returns

1.5% to 4% pa

Varies but can be up to your 
annual tax rate, ongoing and at 
death

Priceless

THE REAL VALUE OF ADVICE
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