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CASH ON CALL 7.94%* Average Money Market Rate   7.41%

Difference  0.53% 

 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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HOw tO tAme temptAtiONS

Willpower allows us to direct 
our attention appropriately, 
and it underlies all kinds of 
achievement.

iN tHiS iSSUe

iS tHe grASS greeNer ON tHe 
OffSHOre Side

take a tour through what it 
means to be a global investor.

wiLL i be tAxed twiCe ON my 
deAtH? A LOOk At tHe SitUS tAx 
iSSUe

understanding the implications 
of holding investments across 
various jurisdictions.  

fiNANCiAL iNdiCAtOrS reView
SpOt % mOVe 12 mONtH

As at 31 DECEMBER 2017

5 beHAViOUrAL biASeS ANd 
HOw tO AVOid tHem

the greatest risk to an 
investor’s money is often their 
own behaviour.
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As we face the uncertainty of what the 
new Year will bring, we would like to take 
stock of the year 2017 and some of the 
major events that affected investments 
and the world as we know it.  

2017 certainly was a year filled with 
political insecurity across the globe.  
Starting with Donald trump’s inauguration 
in January 2017, his dramatic approach 
to conducting business as the president 
has not failed to amaze people.  From 
cancelling the trans-Pacific Partnership, 
his stance on immigration and climate 
change, his potential links to Russia 
during his campaign, his ongoing battles 
with Kim Jong un to the twitter outbursts, 
he certainly has provided a new flare to 
the uS presidency.  However, it must 
be said that markets have reacted 
favourably, leading to what is referred to 

greetiNgS frOm THE 
FINANCIAL ADVICE TEAM

2017 has drawn to a close 
and we would like to thank 
you for your continued 
support and the ongoing 
trust you place in our ability 
to assist you with your 
Financial Planning.  

as the “trump bump.”  the post-election 
optimism, which has been reflected in 
the prices of u.S. stocks, bonds and 
the dollar, and in measures of business 
and consumer sentiment, was based 
on expectations of a rapid-fire series of 
initiatives designed to boost economic 
growth.  the S&P 500 has generated 
uSD returns of 19.42% for the year, with 
the nasdaq composite up 28.24%.

in the uK, brexit has continued to flood 
the headlines with Article 50 of the 
treaty on the European union being 
invoked in March 2017.  this means 
that the uK is due to leave the Eu on  
29 March 2019.  talks have been 
taking place on three aspects of how 
brexit will work, focusing on how much 
the uK owes the Eu, what happens to 
the northern ireland border and what 
happens to uK citizens living elsewhere 
in the Eu and Eu citizens living in the 
uK.  theresa May was originally against 
brexit during the referendum campaign 
but is now in favour of it because she 
says it is what the british people want.  
She has had and will continue to have a 
challenging task steering the uK through 
this time.  theresa May surprised almost 
everyone by calling an election for 8 June 

(it had been due in 2020). She said she 
wanted to strengthen her hand in brexit 
negotiations with European leaders. 
However Mrs May did not increase her 
party’s seats in the commons and she 
ended up weakened, having to rely on 
support from the 10 MPs from northern 
ireland’s Democratic unionist Party.  
the predictions of immediate doom 
and gloom for the uK weren’t however 
entirely accurate, despite a weakening 
of the Pound, which has since regained 
some momentum, the economy has 
continued to grow at 1.8% in both 2016 
and 2017.  inflation has been on the rise, 
but unemployment has fallen.

the Eurozone economy has continued 
to perform robustly, with GDP increased 
by 2.2%, the fastest pace since 2007.  
While a stream of positive economic data 
continues to flow in, the political situation 
has become notably more uncertain. 
in november, coalition talks to form a 
new government failed in Germany, 
a country that has for years been a 
beacon of stability in the Eurozone. in 
the short term, the turmoil is unlikely 
to have any economic repercussions; 
however, a strong government is needed 
to pass key structural reforms. in Spain, 
the political situation remains turbulent 
as a stand-off continues between the 
central government and catalan regional 
authorities. Meanwhile, italian elections 
are on the horizon in early 2018. Euro 
area countries are still waiting to see 
how brexit negotiations will play out and 
what impact the result will have on their 
economies and the region.
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terrorist and large scale attacks have 
continued to shock the world in 2017.  
While other global issues that continue 
to create concern are the humanitarian 
crisis in areas such as Yemen and 
Somalia, the ongoing refugee crisis 
across Europe from countries such as 
Syria and libya and the more recent 
genocide of Rohingya Muslims in 
Myanmar.

A year ago, who would have guessed 
we would be discussing Zimbabwe 
under major 2017 events.  in november, 
elements of the Zimbabwe Defence 
Forces (ZDF) gathered around Harare 
and seized control of the Zimbabwe 
broadcasting corporation and other 
areas of the city.  Despite repeated 
comments that it was not a coup, it in 
many ways reflected it, only ending with 
the resignation of 93 year old Mugabe 
after 37 years as President, who was 
replaced by Mnangagwa.  it’s uncertain 
what the future holds for Zimbabwe, but 
the outcome was welcomed by the local 
and international community with hope.

back home the year has not been 
any quieter, with our own political and 

GrEETINGs FroM THE FINANCIAL ADVICE TEAM

economic events playing out over the 
period. As a result of various cabinet 
reshuffles and poor medium-term growth 
prospects due to structural weaknesses, 
South Africa’s debt rating has suffered a 
few blows with downgrades from ratings 
agencies over the course of the year.   
Despite the fact that the initial impact 
has not been as devastating as what 
was expected, the longer term effect 
of downgrades is negative.  they have 
already provided a blow to business and 
investor confidence and it is expected 
that as a consequence, this will lead to 
lower (or stagnating) economic growth 
and fewer new jobs being created. 
  
the Steinhoff debacle in December 
surprised the South African investors by 
announcing accounting irregularities and 
the departure of its chief executive officer.  
Allegations of earnings manipulations, 
uncontrolled acquisition sprees and tax 
fraud are just the tip of the iceberg; the 
list of concerns and unknowns is long.  
this event was a classic example of how 
diversification often saves the day.  As 
a result of diversified exposure across 
various different asset classes and 
shares, unit trust managers were able to 

limit the effect of the fall in share price 
on portfolios.

After 4 days of waiting, the leadership 
results of the Anc 54th national 
con fe rence  came  t h rough  on  
18 December 2017.  Wi th  cyr i l 
Ramaphosa claiming victory against 
nkosazana Dlamini-Zuma as President.  
there has been increasing pressure 
for Jacob Zuma to either step down or 
be removed, given that he is no longer 
in charge of the Anc, resulting in two 
centres of power.  the Rand firmed 
by almost 4% against the uS Dollar 
as a result of the outcome, suggesting 
optimistic consumer and investor 
confidence in growth prospects with 
Ramaphosa in charge.

the all-share index ended the year 
17.47% higher, with iron Ore producer 
Kumba as the best performer at 137% 
and unsurprisingly Steinhoff as the 
worst performer at -93%.  the Rand 
experienced some highs and lows over 
the course of the year; commencing at 
R13.80 to the uS Dollar.  After the cabinet 
reshuffle in March, it fell from R 12.40 to  
R 13.90 in a week.  the high was reached 
at R 14.47 amidst rumours of another 
reshuffle to oust cyril Ramaphosa, 
however the reshuffle never happened 
and the Rand started to strengthen in 
the run-up to Anc national conference.  
by thursday 28th December 2017, the 
Rand had continued to strengthen to its 
two and a half year high of R 12.23.

Recapping on the above events, we 
certainly find ourselves living in uncertain 
times.  We trust that you find the following 
articles both informative and interesting 
and wish all our clients the very best for 
2018.
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the greatest risk to an 
investor’s money is often 
their own behaviour. 
History has shown that 
often investors obtain 
lower returns than the 
funds they have invested 
in, as they buy and sell at 
inopportune times, in an 
attempt to time the market, 
instead of sticking to their 
original investment plan. 
this is referred to as the 
behaviour Gap.

5 beHAViOUrAL biASeS 
AND How To AVoID THEM

as a form of budgeting, in order to 
make sure that enough money was set 
aside to cover their monthly expenses, 
such as rent and groceries.

this mental accounting approach exists 
today when it comes to clients making 
investment decisions. 

investors that have this bias treat 
money differently depending on the 
following interrelated components:  

•	 the source of the money  
-  Was the money earned through 
 years of hard work or was it  
 won in a competition?

•	 the purpose of the money  
- is the money your monthly 
 salary or is it an unexpected  
 bonus or tax refund that can be 
 used for a holiday?

•	 the sum of the money

these investors separate the above 
funds into various mental accounts 
and treat the money in each account 
differently, resulting in some of the 
money being treated more recklessly 
than other money.

For example, investors may be 
unwilling to risk the money that they 
have set aside for their children’s 
education, but may be willing to invest 
the money reserved for holidays in a 
risky investment, hoping to achieve 
higher returns.

ArTICLE wrITTEN by rosHNEE sALIk AND HELEN VAN sTADEN oF INDEpENDENT wEALTH MANAGErs

investors know that they should hold 
diversified portfolios, but many focus on 
past performance and end up buying 
funds too late or selling them too soon.

investors that experience behavioural 
biases often make emotional investment 
decisions. below are some of the most 
common personal biases that affect 
investors.

5 common behavioural 
biases
  
tHe meNtAL ACCOUNtiNg biAS

Mental Accounting is a cognitive bias. 
in the past people kept their money in 
‘separate envelopes’. this was done 

tHe bANdwAgON effeCt Or 
HerdiNg biAS
Humans are social beings and have a 
longing to be accepted and to be part 
of a group or community. this results in 
investors following their peers and the 
latest investment trends.

this bias has the potential to affect 
investments more than any other bias 
due to the impact of the momentum it 
creates.

As a result of following the crowd or the 
latest trends, investors often end up 
buying when prices are high and selling 
when prices are low.

For example, investment returns may be 
too good to be true but all of your friends 
are investing in it.

25 JANUARY 2018
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5 bEHAVIourAL bIAsEs AND How To AVoID THEM

these investors make use of many “what 
if” scenarios when considering their 
regrets.

the following scenario’s trigger the most 
regret: 

•	 Errors of commission 
- the investor made a decision to 

invest in a specific investment and 
suffered a loss and therefore regrets 
his decision to invest

 

behaviorGap.com

•	 Errors of omission
- the investor made a decision not 

to invest in a specific investment 
and missed out on the opportunity 
to incur gains and therefore regrets 
his failure to invest. 

 these scenario’s often cause the 
investor to take no further action as 
they are afraid of making the wrong 
decision, resulting in unnecessary 
losses.

HOw dO yOU AVOid tHeSe biASeS?

•	 Make sure your investments are well 
diversified

•	 take a long term view. it is the time 
in the market that matters and not 
timing the market

•	 identify your specific goals and 
objectives, this will help identify 
suitable investments

•	 Know the risks of the following:

- investing too conservatively

- staying out of the market after a loss
- holding on to losing investments for 

too long
- holding winning investments for too 

long
- herding behaviour / getting caught 

up in fads

•	 consider your attitude towards 
money that was formed early in your 
life

•	 change your investment strategy 
only when life changes occur

biases also affect investment profession-
als, however most management compa-
nies have processes in place to combat 
potentially destructive behaviour. inves-
tors often do not have the same infra-
structure, awareness or knowledge to 
protect themselves.

in addition to helping clients achieve 
op t ima l  i nves tmen t  ou tcomes , 
Financial Planners should also provide 
behavioural coaching and create 
awareness regarding the biases that 
may be affecting their client’s investment 
portfolios.

A large part of the challenge that 
investors face is the substantial amount 
of information available to them and that 
they are constantly exposed to, which 
influences their investment decisions. 
it is essential that investors understand 
and commit to the investment plan 
agreed with their Financial Planner.

tHe reCeNCy biAS

Although financial products often 
stipulate that “past performance is not 
indicative of future results”, investors 
who have this bias tend to assume that 
future outcomes will be similar to their 
current or past experiences.

these investors regard recent informa-
tion as much more valuable than older 
information which often results in inves-
tors taking a higher degree of risk when 
investing, especially in bull markets 
where returns are high and the investor 
expects the markets to continue going 
up indefinitely.

For example, wanting to be overweight in 
equities as the markets have performed 
well recently.

tHe LOSS AVerSiON biAS

this bias refers to investors regarding 
avoiding losses as more important than 
generating gains, as they feel the pain of 
loss more deeply than the joy of gains.

this often leads to investors being too 
conservative.

For example, preferring to keep money 
in cash at the bank over choosing an 
investment where there is a much larger 
potential for gains, such as equities. 

tHe regret AVerSiON biAS 

Regret Aversion is an emotional bias. 
Regret has been described as the 
most relevant emotion when making 
investment decisions. 

investors who have this bias are 
indecisive. they are concerned that any 
action they may take may end up being 
the ‘wrong choice’ and may lead to a 
less optimal outcome. 

they therefore feel regret when they 
compare the outcome of their investment 
with the result they could have achieved 
had they made a different investment 
decision.

26 JANUARY 2018
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With local investor anxiety at persistently 
high levels for the past few years we have 
seen a steady flow of assets and increasing 
appetite to invest offshore. being South 
African’s we are often our own worst critic, 
and home-based pessimism is amplified 
when considering where to invest. it 
is difficult to be positive on domestic 
investing. but does this mean the grass is 
also greener on the other side? below we 
take a tour through what it means to be a 
global investor by looking at what we are 
actually investing in and the new risks we 
are exposed to in the search for returns.

to understand offshore better, we start with 
looking at the local market first: 

LOCAL eqUitieS

While the JSE is a reasonably large stock 
exchange by world standards (17th largest 
by market capitalization), we are starting 
to outgrow it as an investment market. 
On an effective basis, around 65% of our 
listed equity market derives its revenues 
offshore. this is concentrated in a relatively 
low number of shares, but increasing as 
domestic shares expand offshore. As listed 
companies outgrow their domestic growth 
prospects, it is natural for them to look 
outside of our borders for opportunities. this 
has been the case for a long time, however 
because our market has a relatively low 
number of shares, the composition can 
change, and has done, quite frequently. ten 
years ago we had almost half of our equity 
market (and by extension, pension funds!) 
invested in commodity producers. today 
this is much less, replaced by naspers 

(chinese tech platform), british American 
tobacco (cigarettes), Anheuser (beer) 
and until recently, Steinhoff (European 
furniture). this has meant that in our ‘local’ 
investments, it is dominated by a select few 
offshore companies, so in many respects 
we are offshore investors before we even 
set foot offshore.

What then are the benefits 
of investing offshore, if we 
can already access it in our 
home market? 
there are a few key points:

•	 Diversification: being a smaller market 
it is highly concentrated in a few shares 
(eg. naspers is 16% of the market), 
whereas offshore markets have huge 
range and depth of opportunities so 
we are not beholden to the successes 
(naspers) and failures (Steinhoff) of a 
few. 

•	 Diversification away from South 
African specific risks - economic, 
social and political. 

•	 Access to new types of investment 
opportunity in sectors not represented 
locally. Examples would include 
biotech, energy,  technology, utilities 
(electricity producers). 

•	 investment returns which are ‘hard 
currency’ based - ie returns earned in 
currencies which generally appreciate 
against the Rand such as the uS 
Dollar, Euro and Pound Sterling.

looking then at the range of global options 
available to us, we take a first step of 
asking what exactly it is that local investors 
require from their offshore portfolios? by 
doing this we ensure that they can gain 
exposure to the full range of opportunities, 
taking into account the fact that because 
the world is a big place, global managers 
have quite limiting biases in where they are 
comfortable investing. by looking at the 
world through a wider lens we can ensure 
that we correct for these biases. broadly, 
we look at global investing - specifically 
equities - as six separate sources of return 
which provide investors with alternative 
opportunities to what we have access to 
locally.

US deVeLOped eqUitieS
“the source of innovation” and the home 
of the large ‘old world company’. the uS 
accounts for over half of all listed equity 
on the planet, so it is hard to avoid a uS 
bias in a portfolio. not that this bias is 
necessarily a negative as companies 
listed there are subject to high corporate 
governance standards, and liquid capital 
markets, quality management and an 
entrepreneurial culture provide the platform 
for a broad and deep opportunity set for 
investors. Of late the uS has migrated to 
a tech biased market with the FAAnGS 
(Facebook, Amazon, Alphabet, netflix and 
Google) increasing their share of the market 
as these new platform/tech businesses 
breach their respective tipping points. A 
more pragmatic take on this change would 
be that tech in itself is less of a sector in 
the future, and more of a business as usual 
underpin for the bulk of industries. tech will 
become pervasive in our portfolios, like it 
or not. With their size and reach, many uS 
companies derive their earnings outside of 
the uS, with companies like unilever as an 
example reliant on Emerging Markets for 
57% of their revenues.

Around 40% of uS company revenues 
are sourced globally. So investing in 
the uS gives us exposure to stable old 
world companies, innovative new world 
companies, and a range of sectors not 
available locally, many of which are doing 
business globally. this is a direct product 
of the globalization of trade trend we have 
seen over the last couple of decades.

reSt Of wOrLd deVeLOped eqUitieS

Around 35% of listed equity then sits within 
Europe, uK and Japan. this is a more 
diversified pool of investments compared 
with the uS given the geographical spread 
of companies and the fact that multiple 
governments play a role in impacting the 
prospects of each market. Europe is still 
quite old world (consumer goods, financial 
services and all the oil companies - total, 
bP, Shell). the uK is largely a global 
market, with a minority of revenues sourced 
domestically, and many of its listings based 
on commodity companies, much like SA. 
Japan was the equity powerhouse in 
the 80’s with the advent of the personal 

iS tHe grASS greeNer 
oN THE oFFsHorE sIDE?

take a tour 
through what 
it means to 
be a global 
investor 
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computer and consumer electronics, but 
has faded over time. today it gives us 
motor manufacturing (toyota, Mitsubishi, 
Honda), and Sony amongst others.

emergiNg mArketS

these are markets defined as ‘developing’ 
ie where there is reasonable infrastructure 
and governance to support growth 
and where the standard of living is in 
ascendance, currently holding around 
15% of world equity exposure. these are 
generally seen as high growth sources of 
return as the underlying economies are 
developing at a higher rate than more 
mature markets like the uS. While this is the 
theory, the reality has been somewhat more 
mixed in many cases. With political volatility 
and various social conflicts, emerging 
markets are not always a one-way bet. 
they are also beholden to the demand 
created by the developed markets. china 
for instance could be referred to as the 
manufacturer of the western world. looking 
ahead less so, but certainly looking 
backwards. countries include the ‘bRicS’ 
(brazil, Russia, india, china and South 
Africa) as well as South Korea, taiwan and 
Mexico. Emerging markets are increasingly 
dominated by the rise of china, which 
now accounts for over 30% of all listed 
Emerging Market equity. And within this, a 
huge bias towards technology via tencent 
(the source of naspers’ success), baidu 
and Alibaba - the chinese equivalent 
of Facebook, Google and Amazon 
respectively. it is becoming difficult to avoid 
a chinese tech bias inside an Emerging 
Markets portfolio. Other sectors providing 

opportunity in Emerging Markets include 
commodity producers, large growing 
consumer services based on growing 
middle classes, and the financial services 
needed to fund this growth. Many asset 
managers avoid investing in Emerging 
Markets given the complexity as well as 
the need to resource significant teams to 
cover this disparate universe of shares. 
this is one of the biases we consider when 
looking at client portfolios.

frONtier mArketS

A recently termed market referring to lesser 
developed, prospective emerging markets. 
current exposure is concentrated across 
Argentina, Kuwait, Vietnam and nigeria 
where 60% of all listed shares are either in 
financial services or telecommunications - 
the Frontier markets provide high growth 
opportunities because they still have much 
to achieve so returns to investors need 
to be commensurately high to offset the 
investment risks of politics, liquidity and 
governance.

SmALLer COmpANieS

Some companies are small for a reason 
and will stay that way, but others are the 
‘large caps of the future. these shares 
are your typical high growth companies 
because they tend to be rolling out new, 
disruptive services to the market. Many of 
the current day disruptors are technology 
based, but this can cover any industry 
globally. this is another market often 
underinvested by asset managers due 
to the different mindset required and 

additional resources required. Examples 
here would include companies like tesla. 
this asset class also tends to be quite uS-
heavy due to the focus on innovation which 
enjoys substantial support in that market.

LiSted prOperty

unlike locally where property tends to be 
quite homogenous - meaning that most of 
our investment options are bundled property 
companies across commercial, retail and 
industrial options, global counterparts 
are considerably more specialized. 
companies can have a specific focus (eg 
datacenters, fast replacing retail shops due 
to online shopping), or a regional focus 
(for instance a property share which only 
invests in b-grade london commercial 
property). this provides substantial 
diversification opportunity for investors 
compared to history.

All of this results in tens of thousands of 
listed shares in which to invest globally. 
in the main markets this is narrowed 
down to around 2500-3000 shares once 
liquidity has been factored in. this range 
of diversification is the primary benefit to 
local investors - not being overexposed to 
few shares, singular governments, local 
currency or other risks such as terrorism, 
corporate fraud or the decline of an industry 
(think: horse and cart, or even commodities 
which is much closer to home).

With respect to equity investing going 
forward, it pays to think globally, and 
while there are equivalent risks globally 
to those which we face in SA, we are 
less exposed to any individual event 
permanently impacting our portfolios and 
the achievement of longer term objectives. 
in that respect, the grass is greener on the 
offshore side.

Is THE GrAss GrEENEr oN THE oFFsHorE sIDE?
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South African investors find themselves 
faced with the decision of how much to 
diversify offshore.  

this certainly makes sense given that South Africa contributes 
less than 1% towards the Global Economy and investments 
can be subjected to volatile political and economic variables. 
Add to this the potential depreciation of the Rand over time and 
this makes local investors nervous.  there is no exact science 
as to how much to invest globally, and it depends on each 
individuals specific circumstances.  However, it is important 
to understand the implications of holding investments across 
various jurisdictions.  the legal and taxation frameworks of 
various countries can make offshore investing somewhat of a 
mine field.

An astute investor will always start formulating their strategy 
with the end in mind. As an individual investor, a calculation of 
potential “death taxes” (such as estate duty and inheritance tax) 
should be paramount in any investment decision. 

A South African tax resident will currently pay estate duty 
at a rate of 20% on net assets exceeding R3.5 million (or  
R7 million if the spousal rollover has applied). South African tax 
residents are taxed on their worldwide assets and it is important 

wILL I bE TAxED 
TwICE  
oN My DEATH? 
A LOOk At 
tHe SitUS tAx 
iSSUe. 
ArTICLE wrITTEN joINTLy by GrAEME sAGGErs, HEAD oF TAx, 
NoLANDs sA, AND INDEpENDENT wEALTH MANAGErs (pTy) LTD

to note that this policy also applies to estate duty. From an 
administration of a deceased estate point of view, assets are 
generally administered in the jurisdiction in which they are 
located in terms of the relevant laws of that country. there is thus 
a misconception that South African estate duty is only paid on 
South African assets. However, Estate duty is payable in South 
Africa on the market value of all assets owned worldwide as at 
the date of death.

there are many countries around the world that impose 
various forms of death taxes on assets owned by individuals 
that are legally located within their jurisdiction. these 
are commonly referred to as situs taxes. in law, the situs  
(latin for position or site) of property is where the property is 
treated as being located for legal purposes. A South African 
individual may therefore be subject to death taxes on a foreign 
asset both in South Africa and in the jurisdiction in which they 
are legally located or domiciled. 

For income tax and related “normal” taxes, South African 
residents are protected from double taxation through South 
Africa’s various double taxation agreements. these agreements 
are typically signed between South Africa and a foreign country 
and it seeks to assign taxing rights between the contracting 
states and provides for a credit or rebate on any foreign taxes 
paid. South Africa currently has 88 double taxation agreements 
in place. 

Many people assume that these agreements also cover estate 
duty, however this is incorrect and to gain protection from 
double taxation on death, South Africa would need to enter into 
a separate Estate Duty Agreement. However, there are currently 
only the following four such agreements in place and these were 
all entered into many years ago:
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blS countries (botswana, lesotho, Swaziland) - entered in 1944

united Kingdom    - entered in 1978

united States of America   - entered in 1952

Zimbabwe     - entered in 1933
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All of these countries have experienced changes to their 
death tax policies since entering into these agreements. As a 
result, heirs of an estate will be well advised to consult with an 
experienced tax professional before relying on any of the above 
agreements when declaring the Estate Duty return.

not all is lost however, as there is a protection from double 
taxation in Section 16(3) of the Estate Duty Act, 1955  
(Act no. 45 of 1955). this section allows as a deduction from 
estate duty payable: “any amount of any death duties proved to 
the satisfaction of the commissioner to have been paid to any 
other State”. this deduction is limited to the rate of South African 
Estate Duty (currently 20%). Practically speaking, this means 
that if the situs country imposes a death tax at a rate higher than 
20%, the South African deceased will get a deduction pertaining 
to that asset of 20%.  As a result, the individual will effectively 
pay at the higher of the two rates, but will not pay both.

two countries that are popular investment 
destinations for South Africans are the 
united Kingdom and the united States of 
America. 

wILL I bE TAxED TwICE oN My DEATH? A Look AT THE sITus TAx IssuE.

the uK applies inheritance tax (known as “iHt”) at a rate of 40% 
to all assets situated in the uK to the extent that their cumulative 
value exceeds £325K. the uSA also applies a federal estate tax 
(known as “FEt”) of 40%, however the threshold is much lower 
at $60K. As these rates are significantly higher than the South 
African rate of 20%, South African investors who have assets 
in these jurisdictions should look at their estate planning and 
estate liquidity needs very carefully.

it is important to understand that this discussion only applies 
to assets domiciled in the respective jurisdiction with the most 
common examples being property or listed shares. Most other 
offshore assets such as mutual funds (unit trusts) or EtF’s are 
domiciled in low-tax jurisdictions like the channel islands, which 
do not apply any form of death tax. Furthermore, offshore share 
portfolios held in endowment funds will not be at risk as the 
shares are held by the insurance company and not by the South 
African resident. the use of endowment funds should also be 
investigated carefully however as, in some jurisdictions, the 
death tax policy is to tax the heir, and not the estate, which may 
therefore deem the beneficiary of the policy to be an heir and 
therefore taxable. 

Should a mutual fund be held on an offshore investment platform 
with a different domicile to that fund, there are potentially 
different implications. there is an opinion that the jurisdiction of 
the platform on which the funds are held, defines the jurisdiction 
of the assets in terms of situs tax. the argument here is that 
the underlying mutual fund will only be aware of the platform, 
collectively, as the nominated unitholder, and not each individual 
account holder within the platform. Many of these platforms are 
domiciled in tax efficient jurisdictions such as the isle of Man, 
and therefore would not be subject to estate taxes.

ultimately the situs issue is one that is often overlooked 
when investing offshore. Each investor should have global 
exposure at a weighting specific to their individual objectives 
and circumstances, however it is important to be aware of the 
implications in each jurisdiction.  We are therefore of the opinion 
that any offshore investments should be analysed carefully 
and the death taxes should be considered when making an 
investment decision. this should be done in conjunction with 
a tax professional in South Africa and in the respective foreign 
country and with the assistance of a knowledgeable financial 
planner.
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How To tAme temptAtiONS
CoMMENTAry by jEANETTE MArAIs, DIrECTor oF DIsTrIbuTIoN AND CLIENT sErVICE, ALLAN GrAy 

A survey conducted by the university 
of Pennsylvania a few years ago asked 
respondents to rank their strengths in 24 
different skills. Self-control ended up at 
the very bottom of the list. this is bad 
news for all activities that require self-
control as a necessary ingredient to 
help achieve a goal. investing is one of 
them. We need to exercise self-control 
to spend less. We also need to exercise 
self-control to remain invested when 
news headlines test our resolve. 

Self-control, as described by uS 
journal Psychology today, is the ability 
to subdue our impulses to achieve 

longer-term goals, and is one of the 
core attributes that separate us from the 
animal kingdom. Rather than responding 
to immediate impulses, we have the 
innate ability to plan, evaluate alternative 
actions, and avoid doing things we will 
later regret. this willpower allows us to 
direct our attention appropriately, and it 
underlies all kinds of achievement. 

When it comes to goals, willpower can 
be a fair-weather friend that dives out the 
window with little encouragement. Why 
does this happen and what can we do 
about it? A lot has been written on this 
subject with reference to various habits 
we are trying to break or create. Here are 
six tips that may help you get and stay on 
track with your savings goals. 

reASONS wHy OUr wiLLpOwer 
fAiLS – ANd wHAt CAN be dONe
 
1. tOO mUCH wiLL,  

tOO LittLe bALANCe: 
For willpower to be sustainable we 
need to create balance. We are prone 

Willpower allows us 
to direct our attention 
appropriately, and it 
underlies all kinds of 
achievement.

to all- or-nothing mentality, which is 
our downfall. 

When it comes to 
saving, small rewards 
can make you feel less 
resentful about saving 
and may help you 
commit to your long-
term cause. 

For example, if you get a bonus, allow 
yourself a little indulgence and you 
will feel less like you are punishing 
yourself by saving the rest. 

2. SeLf-CONtrOL rUNS LOw OVer 
time: 

When managing our finances, we 
tend to begin the month with good 
intentions but as the weeks go by, we 
falter. A good way to counter this is to 
set up a debit order for your savings 
that comes off at the beginning of the 
month and then forget about it, rather 
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than telling yourself you will save 
whatever you have left over at the end 
of the month.

3. COgNitiVe LOAd SApS 
reSOUrCeS: 

the more mental stress we face, the 
less energy we have to devote to self-
control. We are more likely to splurge 
when we are feeling stressed but, be 
warned, the high from retail therapy is 
often followed by the bang of reality. 
if you are a stress-spender, avoid 
putting yourself in tempting situations.

 
4. we miSiNterpret CUeS: 

A cue is something that prompts an 
action. We tend to get into the habit 
of responding to certain cues in the 
same way – but this does not make 
our interpretation of the cue correct. 
it is possible to recondition ourselves 
to interpret cues differently. For 
example, when we have money in our 
bank account, rather than reading this 
as a cue to start spending, we can 
recondition ourselves into interpreting 
this as a cue to save. We need to 
focus on this new, better behaviour. 

5. eNtreNCHed pAtterNS Are 
fOrmidAbLe OppONeNtS: 

in point 4 we learnt that we can change 
the way we react to cues. cues often 
set off a chain of events and these 
patterns themselves are hard to alter. 
We are all very change averse, and 
when it comes to spending habits 
we are stuck in our ways. We need 
to replace existing routines with new 
routines to slowly change our habits. 
For example, if being paid is a cue that 
signals spending, and your existing 
pattern is to pay your bills and then 
buy everything you want and finally 
to save, change your pattern to save 
a portion of what remains after your 
expenses, and only then spend on 
non-essentials. 

One way to change entrenched 
pat terns,  accord ing to  some 

HOw tO TAME TEMpTATIoNs

psychologists, is through ‘if-then’ 
planning. this is a great way to resist 
temptation and build good habits, 
because it commits us to specific 
actions. For example, “if i get paid a 
bonus then i will make an additional 
contribution to my investment.” 

According to research, we are two 
to three times more likely to succeed 
in changing our habits if we use an 
if-then plan, than if we merely state 
a goal such as “Spend less save 
more”. Psychologists explain that if-
then plans work well because they 
speak the language of our brain: the 
language of contingencies. Deciding 
exactly when and where you will 
act on your goal creates a link in 
your brain between the situation or  
cue (the if) and the behaviour 
that should follow (the then). if-
then plans have been found to be 
less demanding and require less 
willpower than simple resolutions.  

6. tHe beLief defiCit: 

We are our own worst enemies – 
our self- doubt gets in the way of us 
achieving our goals. if you don’t really 
believe you can achieve something you 
are developing an internal feedback 
loop that will prevent it from happening. 
if you want your brain to believe you can 
do it, you need to believe that what you 
are doing is worthwhile. 

Got it? Good. this  
should be the beginning  
of more successful new 
Year resolutions. 
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