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CASH ON CALL

8,023%

*AER ANNUAL EFFECTIVE RATE AFTER ALL FEES

AVERAGE MONEY MARKET RATE

7.597%

DIFFERENCE

0.426%

On a cash balance of R4,000,000, this difference
represents additional interest of R17,050 per annum.
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Greetings from the
Financial Planning Team
Independent Wealth Managers

Cyril Ramaphosa was elected as
South Africa’s president in a
parliamentary vote on Thursday
15th February 2018...
The global economy has continued to enjoy
a period of solid and synchronous expansion,
with growth now more broad-based and
certainly on a stronger footing than at any
time since the years before the 2008
financial crisis. Growth rates may not be
spectacular, but pretty much everybody is
sharing in the cyclical upswing. However,
there are still many issues for policymakers
and businesses to worry about.
The U.S. economy remains solid into this year
based on strong jobs growth, modest
inflation and support from fiscal stimulus,
including tax cuts. Incoming data suggests
that economic growth moderated slightly
but continued healthily early this year.
Growth over the next two years is likely to be
assisted by an expected increase in federal
outlays from the budget deal, which may be
compounded by the tax rewrite approved
last December. Risks to the economy are
likely to come mainly from policy mistakes,
including excessive tariffs or overly aggressive
Fed tightening. In March, President Trump’s
decision to impose tariffs on US imports of
steel and aluminium came as a surprise to
the markets, raising fears of a trade war.
As the rest of the world seems to speed up,
the UK remains in a shallow downturn. In real
terms, GDP is expected to expand by only
1.5% in 2018. This year the economy will likely
lose momentum as private consumption
growth slows and fixed investment is
curtailed by Brexit uncertainty. With the
government intent on reducing the deficit,
public spending is unlikely to assist with
growth stimulation. However, a robust global
economy and loose monetary policy should
provide some support. In terms of the
currency, the Sterling has rallied as a result of
the publication of the Joint Report by the UK
government and the EU’s negotiators in
December, with markets now pricing an
orderly and fairly ‘soft’ Brexit.
The Eurozone economy continued its spell of
robust growth in the final quarter of 2017,
capping off the best year of expansion in over
a decade. With the European Central Bank

having committed to keep its quantitative
easing policy going until at least September,
only raising rates "well after" this, there seems
little presently to really disturb European
markets from an economic perspective.
However, the Eurozone’s concerns are
currently mainly raised as a result of politics.

Ratings agency Moody’s said it was closely
monitoring developments in South Africa,
focusing on the policy implications of Zuma’s
political demise. The S&P Global agency said
South Africa’s sovereign credit ratings and
outlook will not be immediately affected by
the change of the country’s leadership.

The first stage of the Brexit negotiations are
complete, but in 2018 the issues around
future relations will need to be faced. While a
transition period of about two years looks
likely, there are lots of hard negotiations
ahead. The outcome of the Italian election
resulted in a hung parliament and political
gridlock that could leave Italy in limbo for
months, as parties wrangle over possible
coalitions. With Vladamir Putin securing
another 6 years in what was a landslide
victory, in Germany an agreement was
reached to form a new government, seating
Prime Minister Angela Merkel for her fourth
term. This put an end to almost 6 months of
political uncertainty, however, her reduced
support suggests the future is uncertain, with
a very different cabinet in place.

More recently, investors have become
increasingly
concerned
as
Parliament
recently adopted a motion to amend the
Constitution to allow for the expropriation of
land without compensation. With its history
as an advanced and sophisticated economy
on the African continent, South Africa has a
great deal of exposure to the First World
economy, whose political elite have already
reacted to the motion with concern. The
international investor community is sure to
want their investments in SA protected.

In South Africa, we certainly find ourselves in
a different political setting to a few months
ago. Earlier this year, Goldman Sachs
identified South Africa as the “big emerging
market story” of 2018, especially given the
possibility of declining interest rates and a
strengthening Rand. Goldman Sachs said
that although they were optimistic about
South Africa, they noted that the starting
point was significantly different from other
emerging market turnaround stories of
recent years.
Cyril Ramaphosa was elected as South
Africa’s president in a parliamentary vote on
Thursday
15th
February
2018
after
scandal-ridden Jacob Zuma resigned on
orders from the ANC. Ramaphosa, who will
be president until the elections next year,
certainly faces an uphill battle to earn back
public and investor support, but his stated
commitment to boosting growth and
stamping out corruption has gone down well
with foreign investors and ANC members.

The decision by Moody’s to hold South
Africa’s credit rating unchanged at Baa3 but
with a stable outlook was more good news,
resulting in a stronger Rand towards the end
of March.
As much as the economic, political and
financial landscape may change over time, it
seems that uncertainty never ceases to
prevail. There are always risks and concerns,
but also opportunities present. Active Fund
Managers are equipped to identify and take
advantage of these opportunities as the
market moves though the many cycles. Our
model portfolios are designed with a
combination of both actively managed and
passive fund strategies, to provide a
well-diversified portfolio for varying market
conditions.
As we entered 2018, most markets seemed to
share in the euphoria, but have since
stuttered in the month of February and into
March. It is uncertain whether the general
positive economic sentiment will result in
returns to investors going forward.
We trust that you will find the new look and
content that follows both informative and
stimulating. Should you have any queries,
please do not hesitate to contact us.

www.iwm.co.za
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Our New
Brand Identity
A look into the future of IWM

It is with great pleasure that the IWM team take
this opportunity to unveil our new brand identity.
The modern design has been created to refresh
and revitalize our image.
This process entailed an examination of our culture founded on our values:
Principled
Considered Custodianship
Team Based Collaboration
Dependability
We are really excited about the future and intend on continually adapting,
evolving and most importantly, improving our clients experience in the
ever changing environment in which we operate.
We would like to thank you for the continued support.
The IWM Team

www.iwm.co.za
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Financial Indicator Review

31 March 2018

SPOT

% MOVE 12 MONTHS

Gold $/oz

1 323

6,11%

*ZAR/USD

11,85

-11,63%

*ZAR/GBP

16,59

-1,54%

*ZAR/EUR

14,57

1,61%

All Share (J203)

55 475

6,57%

Resources (J210)

34 707

7,38%

Financials (J580)

45 405

12,78%

SA Industrials (J257)

79 667

3,81%

Property (J254)

441

-13,69%

S&P 500

2 641

11,77%

FTSE 100

7 057

-3,64%

Nikkei

21 454

13,46%

DJ-EURO50

3 361

-3,98%

Nasdaq

7 063

19,48%

Hang Seng

30 093

24,81%

Shanghai Composite

3 169

-1,66%

France CAC40

5 167

0,87%

Germany DAX Composite

12 097

-1,76%

PLEASE NOTE:
A negative movement in the currency indicators represents a strengthening of the Rand against the comparative currency.

www.iwm.co.za
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Be patient and
Trust your Analysis
Investment Lessons from 2017

Commentary by Andrew Lapping,
Chief Investment Officer, Allan Gray
Separating oneself from the noise is tricky. There is an
enormous amount of information out there; you can
listen to experts on television, read newspapers, unit
trust annual reports, stockbroker research or take in
what the pundits have to say on social media. But are
these content generators trying to inform you or serve
their own agendas? In a world of ever-more noise, it is
important to make a conscious effort to focus on what
matters and adds value to your life, while at the same
time thinking about what commentators are looking to
achieve. This is increasingly important when quality,
independent journalism is being squeezed out. 2017
reinforced this point for me, along with a few others.

Patience

Be patient and trust your analysis. Steinhoff is a great example. Constant
disclosure changes, non-existent cash flow, equity issuance, very low tax
charges and even lower cash tax payments, convertible bond issuance,
strategic about-turns, annual reports that did not reconcile from year to
year and management explanations that did not ring true struck us as
extremely suspicious. We were patient for 10 years and avoided the share;
but we were not patient enough. With the stock down 40% relative to the
market over 18 months, having raised substantial equity to pay down
debt and improved clarity on some of the operations, we began to buy a
small position in October. Very frustrating that after ten years of work,
only a little more patience would have seen us clear.

Short termism and the fear of missing out

Investing and accumulating wealth is a long-term business – as in more
than 40 years. Many people are unwilling to invest consistently and
significantly towards their retirement despite evidence that indicates a
sensible strategy of compounding, executed over decades, will likely yield
excellent results. But they will happily invest in something that has no
intrinsic value or ability to work for them, on totally unregulated
exchanges, with substantial transaction costs, in the hope of becoming
wealthy overnight.
The long-term, valuation-based Allan Gray investment philosophy
positions us well versus the short-term thinking, blind investing by
passive funds and dearth of thoughtful, independent analysis that is the
modern world.

The portfolios

Our long-term approach can be seen in the changes to the portfolios
over the past year, which were fairly modest. Taking the Equity Fund as
an example, only two of the top ten constituents changed. Rand
Merchant Investment Holdings (RMI) and KAP Industrial Holdings were
replaced by medical groups Life Healthcare and Netcare. Life Healthcare
and Netcare were two of the Equity Fund’s largest detractors from
performance for the year, with their share prices falling by 18% and 21%
respectively. However, as can be seen by their entry into the top ten
holdings, we were buyers of both of these companies as the share prices
fell below our assessment of fair value.
We increased the Equity Fund’s exposure to internationally listed
companies from 16% to 20% as we reduced our holdings in certain
SA-listed companies like Standard Bank. The holding in Standard Bank
fell from 7.3% of Fund to 5.7% as the share price rose 27% and the
valuation became less compelling. The comparison is even more
interesting when you consider that Standard Bank appreciated 41% over
the year when measured in US dollars.
The equity allocation in the Balanced Fund increased slightly over the
year to 62.5% from 61%. We were net sellers in 2017, particularly of
international equities, where our exposure declined from 14.1% of Fund
to 13.6% – despite strong price performance.
Asset allocation changes in the Stable Fund were even more pronounced.
The Stable Fund’s share exposure increased from the mid-teens in 2015,
to a peak of just below 40% in July 2017, as we found more opportunities.
The subsequent rally in domestic and global shares has led to fewer
opportunities and we have started to reduce the Stable Fund’s share
exposure. It is currently sitting at 36%. Interestingly, for the first time in
many years, we are beginning to find value in select South African
property companies. These are still a small exposure in the Fund but it is
a sector we are monitoring closely for opportunities.

Environmental and social

In 2017 we made changes to how we analyse and monitor environmental
and social issues in the investment process. We hired a dedicated
environmental and social analyst who works with the analyst team to
assist in identifying and analysing any issues that arise.

Thank you for trusting us with your savings

We focus on managing the risk of capital loss and look to take advantage
of opportunities as they arise by buying undervalued assets in an effort to
generate real returns for our clients. This has proven to be a winning
strategy over the past 44 years and we don’t plan on changing it.

www.iwm.co.za
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Expropriation of Land

Article written by Elmien Du Plessis, Anchor Capital

RESEARCH
Elmien Du Plessis
Associate professor in law,
North-West University
March 2018

is difficult to navigate a way through the current
expropriation-with-or-without compensation debate to get
to the crux of the issues. There seems to be a general
misconception about the specific legalities of the process.
From a property law perspective, the following information will hopefully
empower people to have meaningful conversations when discussing the
issue.
Expropriation is a way for the state to acquire property as opposed to
acquiring land in the open market, based on market value mechanisms
and principles. Only the state has this power. No private person can
expropriate property. While courts have hinted at holding the state
accountable to use its power, no person or court can force the state to use
these powers.
When the state decides to expropriate property, the owner from whom
the property is expropriated also cannot choose not to be expropriated.
This does not mean that the owner is not protected. Apart from
Constitutional protection (that it must be done in terms of a law of
general application, that it must be for a public purpose or in the public
interest and against the payment of compensation), there are also
procedural guidelines set out in legislation (E.g. the Expropriation Act 63
of 1975).
It is not possible for a private individual to expropriate property. The issue
of a private person receiving ownership through expropriation (where the
state expropriates and transfers the land to a private third-party) is a
controversial and contentious issue in other jurisdictions. In South African
law, expropriation must not only be for a public purpose, it can also be in
the public interest. Public interest is qualified in the Constitution as

including the nation’s commitment to land reform. This seems to leave
the door open for the state to expropriate property and transfer it to a
private land reform beneficiary. In terms of the new Expropriation Bill,
should the state not use the expropriated property for this specific
purpose, the owner can apply to have his/ her property returned.
The Constitution also qualifies "property" as not being limited to land. This
is therefore a different concept than the notion of property in private law
and can include licences. In the whole current conversation, however, it is
not clear if the proposed amendment would include the possibilities of
expropriating anything other than land.
The power to expropriate is not an unusual power. Most states need this
power to ensure that public projects, for example building a road, are
possible and not crippled by one owner who does not want to sell their
property. This is an acceptable limitation on private property rights and, if
done in terms of the rule of law and mostly when compensation is paid,
does not undermine the system of private property rights.

No private person can expropriate
property. While courts have hinted
at holding the state accountable to
use its power, no person or court can
force the state to use these powers.

www.iwm.co.za
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Expropriation of Land

Article written by Elmien Du Plessis, Anchor Capital

The reason for paying compensation is that we do not want to burden
one individual unfairly for a public purpose from which everyone
benefits. Arguably, we all benefit from land reform and addressing
inequality. Pre-constitution this compensation had to be market value,
but the Constitution requires compensation to be "just and equitable" by
taking into account certain constitutionally listed, as well as other, factors.
One of these factors is market value. While in theory market value has
been relegated to a list along with at least five other factors, our courts
have elevated it to a central position. The courts are hungry to re-interpret
section 25 of the Constitution in a land-reform context but have not had
the opportunity to do so until now. That would have arguably solved
some of the current problems. The one seminal case, the so-called
MalaMala (Game Reserve) case (Mhlanganisweni Community v Minister
of Rural Development and Land Reform and Others), was settled two
weeks before it was to be heard in court. For full market value. The politics
of settling the case instead of allowing the courts to give direction, can
therefore also be placed on the list of land reform inertia. Government,
therefore, is now contemplating amending a provision that it has not
used to its fullest nor taken to its logical conclusion.
These are the legalities of expropriation. Of course, politics comes into
play in complex ways. The EFF’s motion, for example, called for the
expropriation in order for the state to become owner of all land,
supposedly under a "custodianship" model. Besides the issue that an
owner and a custodian are two different concepts, it should be noted
that the ANC deliberately deleted that from the motion. The ANC
therefore does not seem to support large-scale state ownership of land. It
would be interesting to see if the EFF will vote on an amendment in the
absence of the state becoming owner.

The ANC therefore does not seem to
support large-scale state ownership
of land. It would be interesting to see
if the EFF will vote on an amendment
in the absence of the state becoming
owner.
It is important to recognise the importance and the urgency of land
reform. We need to have conversations about the problems experienced
in the land reform context, and we need to properly identify where we
went wrong. The so- called High Level Report (entitled Report of the High
Level Panel on the Assessment of Key Legislation and Acceleration of
Fundamental Change, chaired by former President Kgalema Motlanthe)
provides a good blueprint and starting point. In a sense, we should thank
this motion for opening up that conversation again - a conversation that
so far seems to be inclusive, and serious. Solutions are complex and will
have to encompass more than just agricultural land or the transfer of land.
We cannot simplify the consequences of centuries of fights about land
resources in one-liner slogans.
This also means that expropriation without compensation is not a
panacea for land reform ills. It also does not guarantee the needed
political will to drive the process. So, where do we go from here?
A good start is to encourage the government to enact the Expropriation
Bill. While this has everyone’s attention, we also need to encourage the
government to start implementing (and seriously considering) the
findings of the November 2017 High Level report, before the end of
August. In addition, when we, the people of South Africa, are invited to
come and sit around the table to discuss this issue, we need to do so - not
only to talk, but also to listen.

www.iwm.co.za
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Changes to Prudential Investment
Guidelines for Retirement Funds
February 2018

Changes to Prudential Investment guidelines
for Retirement Funds and increase in offshore
allowance.
With the recent budget announcement in February 2018,
the Finance Minister communicated a continued relaxing
of the offshore limitation for retirement funds.
The new levels are:
25% to 30% for offshore assets ex Africa
5% to 10% for Africa ex South Africa.

There has been no change in the asset class limits (equity, bonds and
cash), where equity is still required to remain below 75%, and total equity
plus property no higher than 90%.
This presents an opportunity for investors to further diversify their
retirement portfolios, however the decision is not straightforward for the
following reasons:
1. Increasing your offshore also increases your dependency on the
currency as a source of return. Ideally, investor returns are earned
through real assets such as equity and property and diversified through
bonds and cash. Local investors have come to expect the rand to add a
significant additional return over time, and while this has been the case
in certain periods, the quantum it adds, relative to the risk it adds, does
not support a large currency specific position within a retirement fund.
As an example, the expected return from the rand over time
approximates its expected depreciation relative to 'hard currencies' such
as the US Dollar. We could take the outlook currently as 5% to 5.5% local
inflation, minus US inflation of 2% to 2.5% currently. This equates to a 3%
expected depreciation and therefore a 3% expected return (leaving aside
cash rates for now). This comes at a risk level in line, or greater than,
equities! Not a great risk/return trade off.

2. The second aspect to consider is what you buy with your extra
offshore allocation, and then what do you sell to fund it? With a local
market seemingly in recovery mode, and an offshore market which has
experienced a solid bull run since 2009, it is not obvious that one should
make this broad level adjustment, particularly for more risk sensitive
investors.
3. The argument for additional diversification is a good one, particularly
in SA which has a concentrated share market meaning the reliance on
a handful of shares to deliver investment outcomes for the broad
population has been immense (and fortuitous! Naspers, SAB, mining, et
al). So it is more likely in our opinion that local managers make a more
refined adjustment within funds, adding additional offshore holdings in
place of local listed rand hedge shares, with minimal risk impact on the
overall portfolio.
4. Lastly, it is easy to get caught up in our own local market, however a
number of significant drivers outside of our control also require
attention – for instance the demand for high yield and emerging
market bonds which has provided massive support for our bond
market and currency over the past few years. The pressure is building
with rising hard currency yields weakening the case to hold the higher
risk bonds in emerging markets such as SA, which supports a higher
offshore allocation.
With ASISA still to conclude on timing for the offshore limit changes it is
still too early to tell how individual managers will respond. It is likely that
those with bearish local views will take advantage quickly, while those
managers with more of a pro-SA slant will hang back. Given the recent
shift in SA politics and the majority of managers favoring a more
balanced view than in the past, we expect the take-up to be more
gradual.
On a case by case basis we are currently reviewing the local Regulation
28 compliant strategies to assess each with respect to the changes given
the current opportunities and risks across asset classes.

www.iwm.co.za
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CONTACT US
Authorised Financial Services Provider 3145

CONTACT OUR DURBAN OFFICE
Unit 7, Rydall Vale Park, Douglas Saunders Drive,
La Lucia Ridge Office Park, La Lucia

CONTACT OUR CAPE TOWN OFFICE
15th Floor, Portside Tower,
5 Buitengracht Street, Cape Town, 8001

T +27 (87) 150 9848
F +27 (31) 566 3777
E info@iwm.co.za

The information in this communication is not to be construed as advice in
terms of the Financial Advisory and Intermediary Services Act of ‘2002 (‘FAIS’)

