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TAX FREE SAVINGS ACCOUNT 
(TFSA) – AN OPPORTUNITY NOT 
TO BE MISSED

As of 1 March 2015, Tax Free 
Savings Accounts became 
available to South Africans.
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ARE YOU DAMAGING YOUR 
OWN INVESTMENT RETURNS?

It has been shown that 
equities provide the highest 
return for investors, and 
yet most investors are not 
reaping the full benefit.
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WILL BIG DATA RULE
THE INVESTMENT WORLD?

Welcome to the world of Big 
Data – the world where we 
digitise, store, and analyse 
more and more aspects of our 
collective lives.
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A VICIOUS CYCLE: WHY SA 
MARKETS WERE CRUSHED

To understand why conditions 
have been so harsh, a 
historical perspective 
spanning the past 15 years is 
required.
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 GREETINGS FROM THE FINANCIAL  
ADVICE TEAM

Moving forward, however, the pressure 
on the Rand may continue with the 
global economic backdrop still 
struggling to create demand, a poor 
local economy, and a political 
environment that is far from reliable in 
the eyes of international investors.  Our 
local inflation (CPI) has been on the rise 
over the period and is currently sitting 
at 7%, which is above the 3-6% target 
range set by the Reserve Bank and the 
highest it has been since 2009.  As we 
would expect in a rising inflationary 
cycle, we have also seen two interest 
hikes since December (raising the repo 
rate by 0.75% in total).  Both decisions 
were split by the members of the SARB 
monetary policy committee, showing 
that some of the members see the 
depressed local GDP figures being 
more of an immediate threat to our 
economy than keeping our currency 
and inflation levels in control.

It is important to 
remember that in times 
of extreme volatility and 
uncertainty, there are 
always opportunities for 
investors.  

The investment theme that continues to 
remain the cornerstone of your financial 
plan is diversification across asset 
classes and geographies. As always, 
we urge you to trust in the asset 
managers we have independently 
researched and selected, to remain 
focused on your long-term objectives 
and committed to your personal financial 
plan.

We trust you find the content that follows 
both interesting and informative.

The period ending March 31st 2016 can 
aptly be described as a roller-coaster 
first quarter in global markets. Despite 
the US Dollar and British Pound being 
under a fair amount of pressure, the 
period has proven to be the best quarter 
in decades for gold and global bonds. 

We have seen the US Dollar slide to a 
7 week low against the Euro and is now 
on track for its biggest quarterly decline 
in 5 years, with EUR 1 buying USD 
1.1391.  Despite inflation in the euro area 
rising slightly in March, it remains in 
negative territory (-0.1% for the year). 
This illustrates the continued struggle 
for policy makers and the reasoning 
behind the aggressive stimulus efforts 
by the European Central Bank.  Oil has 
been fairly volatile over the period, 
having dropped below $27 in January 
and is currently hovering just under $40 
a barrel. Oil prices remain well below 
long term averages as a result of record 
U.S. stockpiles.  

January and February 
were dark times for 
global markets, with 
negative returns 
coming through across 
the board in almost 
every stock market. 

January saw The MSCI World index 
shed 6.1% (in USD), the FTSE EM shed 
6.5% (in USD), and the local JSE ALSI 
shed 3% (in Rands).  This coupled with 
low inflation in Europe and the US, 
continued low oil prices and lacklustre 
global demand, forced the US Fed to 
ease off on their plans to tighten 
monetary policy, and saw the ECB and 
China provide further stimulus into the 
system.  March began with a bang, 
seeing global and local equity markets 
recover nicely on the back of central 
banks’ accommodative monetary policy. 
Investors worldwide have been at the 
mercy of this relentless volatility, 
demonstrating the importance of 
focusing on the long-term objectives 
and ignoring the short term noise.

With the US Fed appearing more 
conservative in their plans to raise rates 
at the moment, the Gold bulls are 
enjoying the recent rally in the metal’s 
price, with the safe haven metal 
increasing by a whopping 16%, to 
$1,232 an ounce.  Benefits to our local 
gold miners can be seen, with AngloGold 
Ashanti up 126.76% in the 3 months 
ending March 31st 2016.

This quarter has been 
all about the 3 C’s: 
China, Commodity 
prices, and Central 
banks. 

In addition to the continuous concerns 
regarding the slowing Chinese growth 
and reduced demand for commodities, 
the quarter ended with the S&P placing 
China on a downgrade warning.

Back home, the end of this period 
witnessed the Constitutional Court 
delivering a unanimous ruling upon 
President Jacob Zuma, ordering him to 
repay the “reasonable cost” of non-
security related upgrades to his Nkandla 
home within 105 days.  The ruling by 
the 11-judge court has also vindicated 
national Public Protector, Thuli 
Madonsela, and was described by Chief 
Justice Mogoeng as a “Biblical David” 
fighting against the Goliath of corruption. 
The Rand strengthened to a four month 
high against the US Dollar at R14.74, 
demonstrating the political ‘slice’ of the 
Rand’s poor valuation.

Opposition parties have applauded the 
ruling and continue to rally for Zuma’s 
removal from office, however the ANC 
remain loyal to its leader despite the 
numerous scandals that have plagued 
him over the past two quarters. All being 
said, this ruling is something to be 
celebrated for our young democracy, 
even more encouraging when one 
compares us to the levels of corruption 
seen in Brazil and Russia.
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ARE YOU  
DAMAGING YOUR 
OWN INVESTMENT 
RETURNS?
COMMENTARY BY PIETER HUGO, PRUDENTIAL

Investors experience 
substantially lower equity 
returns than the market

By any measure, equity returns have far 
outstripped those from bonds and property 
in almost every country around the globe 
over the very long term. In South Africa, 
equities have offered returns about 30 times 
higher than both cash and bonds over the 
period since 1960. This makes equities an 
obvious choice as a major holding in any 
long-term investment portfolio. 

However, actual investor returns have 
lagged market returns substantially. An eye-
opening study covering the entire US mutual 
fund industry, Dalbar’s Quantitative Analysis 
of Investor Behaviour, demonstrated how 
the average US equity investor experienced 
a return of only 3.79% p.a. over 30 years 
(1985-2014), compared to 11.06% p.a. from 
the US S&P 500 Index, an enormous 7.27 
percentage point difference per year. To put 
this into perspective, an additional 7% p.a. 
return over 30 years would result in seven 

Over the very long term, it has been 
shown that equities provide the highest 
return for investors, and yet most 
investors are not reaping the full benefit 
of these returns. Why is this? 
Unfortunately, their own behaviour is the 
major reason. In a nutshell, the average 
investor has not been able to tolerate 
well the volatility that equities involve, 

resulting not only in them holding lower-
than-necessary equity exposures to meet 
their goals, but also switching out of their 
equity holdings, and often at the worst 
possible times. The result has been a 
hugely detrimental outcome for investor 
returns over time, which can only be 
improved if investors change their own 
behaviour, or have help. 
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Theory, holds that people value similar size 
gains and losses differently, such that the 
pain they experience from a particular loss 
weighs a lot more in their mind than the joy 
they would experience from making a similar 
gain. This natural bias against losses makes 
it harder for investors to weather the 
downturns in the more volatile equity market, 
and underpins a natural risk intolerance, 
even if the investors recognise rationally that 
they are likely to gain over the longer term. 

So how can investors improve 
their own returns outcome?

Obviously, the most important lesson from 
the Dalbar study is to avoid panicking in 
market downturns and selling out of existing 
equity investments while prices are low: this 
would significantly reduce the possibility of 
large losses, but we all know it is not easy 
to fight against human nature, especially 
when we are bombarded by bad news 
stories in the media at the same time.

It is important that investors’ expectations 
are correctly managed upfront, before they 
invest in equities. One way to do this is to 
ensure they understand the norms of equity 
market behaviour and what they are most 
likely to experience during their investment: 
it is normal for quite significant pullbacks to 
happen frequently. A look at the US S&P 
500 Index since 1928* shows that market 
pullbacks of 5% or more are relatively 
frequent, occurring, on average, 3.4 times 
per year. An even more vivid example of 
market volatility is shown in Graph 1, 

times more capital for the investor. The 
same study showed how the average 
equity investor in the US has consistently 
experienced lower annual returns than the 
S&P 500 Index over every rolling 20-year 
period from 1999 to 2013. For example, in 
2005, the annual return from the Index over 
the previous 20 years was 12%, compared 
to 4% for the actual average investor. The 
discrepancy was even greater in 2000, 
when the Index returned 16% p.a. over 
the previous 20 years versus 5% p.a. for 
the average equity investor. Investors in 
equity have typically earned even less than 
bonds or cash delivered over these 
periods. 

Returns more dependent on 
investor behaviour than fund 
performance

Why aren’t investors getting good equity 
returns? The Dalbar study found that it had 
little to do with which equity unit trust (or 
fund manager or ETF) the investor had 
chosen. Rather, after examining 20 years 
of investor behaviour (1995-2014), it 
concluded that it was due to panic: 
investors switched out of their equity funds 
and into other investments that were 
seemingly better-performing. In 16 out of 
the 20 years, they did typically choose a 
sound alternative. However, in the four 
years in which they were wrong, they got 
it badly wrong, wiping out all of the previous 
years’ gains and more.

It is no coincidence that the four “bad” 
years were those in which there were 

extreme market falls, such as 2008 and 
2002, which engendered panic and irrational 
behaviour among investors. This highlights 
how just a few moments of panic (a very 
human reaction) can wipe out many years 
of hard-won returns. Also revealing was the 
Dalbar finding on investment periods: US 
mutual fund investors only stay invested in 
an equity fund for an average of 3.3 years, 
too short of a period to be able to fully benefit 
from equity returns, where the market moves 
in cycles (and equity fund manager 
performance also typically demonstrates 
cyclicality). With investors switching out of 
their selected equity funds nearly every three 
years, it’s not surprising that their investment 
return is far more dependent on their own 
behaviour than on fund performance.   

Among many other 
biases, humans suffer 
from “recency bias” 
and loss aversion, both 
of which impact their 
investment decision-
making. Recency 
bias is the tendency 
to overweight recent 
experiences when forming 
a view of the future. 

So, if the equity market has lost 15% in 
recent weeks, you would tend to believe 
that equities tend to lose value more often 
than not, and therefore you would be more 
likely to be wary of equity investments. Loss-
Aversion Theory, also called Prospect 

GRAPH 1: Despite average intra-year declines of 14.2%, equity returns 
were positive in 27 of 35 years*
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p.a.. Importantly, the value from behavioural 
coaching is not added uniformly over time, 
but typically in large “chunks” every few 
years.

Financial advisers can 
help manage their clients’ 
expectations by reminding 
them about the “normal 
behaviour” of the markets, 
and also give them an 
appropriate long-term 
time horizon on which to 
evaluate their investment 
returns, measured against 
a personalised long-term 
financial plan. 

They can help investors overcome their 
innate biases towards fear and greed in 
extreme conditions. In this role, it is relatively 
easy to see that the most important value 
to an investor of using a financial adviser 
lies in the ways that expert can help them 
avoid making mistakes (typically in extreme 
times); value added from choosing an 
appropriate fund manager or even 
structuring a portfolio is secondary. 
Prudential has long advocated the benefits 
of using a financial adviser, and the data on 
the actual investor experience quoted in 
this article shows why.

highlighting how the S&P 500 Index has 
experienced an average intra-year decline 
of 14.2% for the past 35 years through 
2014, yet still managed to record positive 
calendar-year growth in 27 out of those 35 
calendar years. In 2010, for example, the 
Index at one point fell 16% from peak to 
trough, but still returned 13% for the year. 
The worst drawdown experienced in a 
calendar year since 1980 is the 49% drop 
during the 2008 Financial Crisis.

Another powerful tool for managing 
volatility is lengthening the investment time 
horizon. 

Investors should only 
put large portions of 
their investments into 
equities if they have an 
investment time horizon 
of at least five years. 

Equity market data shows that over only 
one year there can be a very wide range 
of outcomes for returns, making it a very 
risky investment if you are planning to cash 
out after 12 months, but over 20 years this 
range of returns narrows considerably.

Graph 2 demonstrates how US equity 
portfolio returns over one-year rolling 
periods ranged from -37% to +51%, but 
once the time period is extended to 10-year 
rolling periods the range narrowed to -1% 
and +19%, and over 20 years it narrowed 
even further, to +6% and +18%. Note how 
the probability of a negative return outcome 

reduces significantly once the investment 
period increases. Graph 2 also illustrates 
how diversification is an equally powerful 
tool for managing volatility. It reduces the 
range (and extremes) of investment 
outcomes, since the portfolio of 50% 
equities/50% bonds results in a return range 
of -15% to +32% over one-year rolling 
periods, and +2% to +17% over 10-year 
rolling periods. Again, there is a significant 
reduction in the probability of a negative 
outcome if the investment period increases 
and the portfolio is diversified.

The value of a financial 
adviser

We have often been asked if it is possible 
to quantify the potential value that a financial 
adviser can add to their clients’ investments. 
Vanguard Group, the world’s second-largest 
asset manager with over US$3 trillion in 
assets, recently undertook to quantify the 
value-added to investors of best practice 
in wealth management. While recognising 
that many aspects of advice are qualitative 
and therefore difficult to quantify, their study 
concluded that a financial adviser could 
add a potential total of “about 3%” p.a. in 
terms of net returns relative to the average 
client experience.

Half of this, or 1.5%, was derived solely from 
behavioural coaching, or guiding the client 
in adhering to their personal financial plan. 
The next closest factor was asset allocation 
decisions between taxable and tax-
advantaged accounts, at between 0-0.75% 
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Impartial logic applied to objective data has 
been the driver of much human progress, 
where reliance on custom and lore – the 
sum-total of human judgement – failed.

Big Data technologies promise to apply 
computers’ impartial logic and objectivity 
on an unprecedented scale. This could 
improve medical outcomes, uncover and 
mitigate a broad range of risk, reduce waste 
throughout the economy, and even reduce 
legal frictions through uncovering the most 
effective ways to write contracts and laws 
– not to mention the potential advantages 
for investment analysis.

Are we there yet?

But the state of the art of Big Data is that 
our ability to process data lags far behind 
our data collection capabilities, despite what 
the media lead us to believe. Computers 
today are extremely powerful, but they are 
limited. Modern algorithms excel when 
things are orderly: when data is structured 
(i.e. arrayed into giant tables or, at the very 
least, tagged with keywords), the outcomes 

Over the last few months, I’ve noticed that 
prices for e-books on my favourite 
e-Reader have become ‘personalised’; 
when I am logged into my account with 
the e-book seller I get one price, but if I 
browse anonymously, I see another…

Welcome to the world of Big Data – the 
world where we digitise, store, and analyse 
more and more aspects of our collective 
lives to help us make better decisions and 
personalise goods and services (including 
charging higher prices to those identified 
as willing to pay more).

In this new world, business models and 
sources of competitive advantage are 
shifting – both for companies we invest in 
and for active investors themselves. How 
could investors benefit in this Big Data 
world?

The Big Promise of Big Data

What is Big Data? It originated as the term 
to denote the copious volume of data 
collected by companies. Now Big Data 

has become synonymous with the broad 
technological changes brought about by 
internet connectivity, cheap data storage 
and algorithmic developments. We produce 
and maintain far more data than ever before 
and this is changing our world.

There are many benefits to arming ourselves 
with rigorous analysis of accurate and 
complete data. 

Human perceptions are 
subjective and we are 
far less logical than we 
would like to believe – 
bound as we are to first 
impressions, swayed by 
vivid stories, forgetful of 
the difference between 
opinion and fact and 
prone to bending both in 
our self-interest.
 

WILL 
BIG DATA 

RULE
THE INVESTMENT 
WORLD?
COMMENTARY BY ANNA LOPATNIKOVA 
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press releases to forecasting next year’s 
earnings. And human minds will be 
redeployed to situations where fluid 
intelligence, imagination and asking the right 
question are required.

Implications for investing

Within the investment management industry, 
fundamental long-term investing stands out 
as the area that plays to humans’ strengths: 
within Allan Gray’s 5-10 year investment 
horizon, uncertainty is high, critical variables 
can change, and the future can differ from 
the past. Under these conditions algorithms 
struggle and humans shine. Moreover, the 
inherent limitations and biases of Big Data 
will continue to present opportunities to the 
contrarian investor.

This is not to say fundamental investors 
should write off the advance of Big Data. 
Even today, before Big Data tools are ready, 
human experts – including investors – can 
improve their decisions by adopting Big 
Data ways of thinking and incorporating 
rigorous statistical and algorithmic 
frameworks. This way they can dampen the 
weaknesses and amplify strengths of the 
human mind – for the time being, the best 
mind on the planet.

are clearly defined, there is sufficient 
history, and the future looks roughly like 
the past. When any of these conditions are 
not met – as, for example, is the case with 
most real-life investing situations – these 
algorithms fail.

Human minds have 
serious flaws, but when 
situations are fluid and 
ambiguous the human 
mind remains the best 
decision-making tool. 

Our minds are unparalleled when the task 
at hand requires making linkages between 
fuzzy concepts, asking the right questions, 
envisioning the future, and incorporating 
disjoint, unstructured information.

Big Data technologists recognise this. 
Google’s search algorithm uses the input 
of human users to perfect its page 
rankings: each time you search and select 
a link to click on, Google tags that link with 
your search terms. It effectively takes the 
work you – a human – did selecting the 
right link and uses it to provide structure 
to unwieldy online content.

While humans rule the earth

Computers are far from catching up to our 
general judgment capabilities. If and when 
they do, humanity will probably no longer 
rule the earth, since the generally intelligent 
computers might not want to do our 
bidding! Fortunately for us, artificial general 
intelligence is a very difficult problem that 
we are not close to solving. Until we have 
artificial general intelligence, there is 

always a human decision maker behind the 
computer monitor, turning our entire human 
and computer power to human interests – 
public and private.

The result is that Big Data isn’t quite as 
objective a representation of reality as we 
might expect – it’s already been filtered 
through human minds. More than that, it’s 
been filtered through the gatekeepers 
controlling that data. Human self-interest 
can affect the choices of what data we 
collect and to whom we make it available, 
what algorithms we use, and how we 
interpret the results.

This means that Big Data will probably 
reduce, but not eliminate, all follies of the 
human mind – and at times may even 
amplify them. After all, computers are a lever 
for human minds the same way machines 
are a lever for human bodies. In relying on 
faulty underlying assumptions (made by 
humans), so-called ‘failsafe’ technology 
turned out not to be, and were largely 
responsible for a number of market crises: 
the crash of 1987, the failure of Long Term 
Capital Management in 1998 and, most 
recently, the GFC.

Despite all the obstacles, the human race 
will find a way to benefit from Big Data. 

As much as our progress 
may seem surprisingly 
slow today, what we are 
able to achieve 20 years 
from now will astonish us. 

Such is the nature of compounding growth. 
Computers will take over most well-defined 
decision-making tasks, from writing basic 

ANNA LOPATNIKOVA of Allan Gray 
Australia, holds a Bachelor of Science 
(MIT) and a Doctor of Philosophy 
degree in Physics (Harvard). 

28 APRIL 2016



interest rates extraordinarily low. The result 
was massive portfolio flows to emerging 
markets. Emerging currencies strengthened; 
to such an extent that in the case of Brazil, 
a tax on foreign investments was even 
imposed to curb the strength of the real. 

The party ends 

Cycles are not permanent and the perfect 
conditions for the emerging world were not 
going to last forever. The first sign of what 
could be expected when the cycle would 
eventually turn was the so-called taper 
tantrum that followed Bernanke’s indication 
that the policy of quantitative easing would 
not continue at the same pace indefinitely. 
He said it would taper off and end when the 
Fed felt it was appropriate to do so. 
Emerging market investors were spooked 
by his remarks, resulting in a major correction 
in currencies, bond yields and stock prices. 
Bernanke made his ‘taper speech’ in May 
2013. The tantrum that followed was short-
lived and emerging markets recovered, but 
it was the perfect preview of what was to 
come. The party (of capital inflows into 
emerging markets) was drawing to a close. 

The US recovery was slow, but the Fed did 
eventually taper and finally stopped 
quantitative easing altogether. They also 
hiked interest rates for the first time in 
December 2015, thereby signalling a slow 
start to the long-awaited process of gradually 
normalising interest rates. This move was 

The boom years 
The early 2000s were marked by a strong 
global economic growth cycle. In the 
developed world, growth was fuelled by 
easy credit. The reputable Bank Credit 
Analyst (BCA), a Canadian- based 
research house, dubbed it the debt 
supercycle. This period was marked by 
rapid expansion, and in several countries 
such as the US, Spain, Ireland and Portugal 
to name only a few, it eventually led to 
property bubbles. All cycles eventually 
turn (more about this later) and this one 
was no different. The debt supercycle 
started to falter with the sub-prime crisis 
and finally ended abruptly with the collapse 
of Lehman Brothers in September 2008. 
This heralded the start of the global 
financial crisis that effectively ended the 
strong global growth cycle.
 
Up to that point, the emerging world also 
experienced rapid economic growth, led 
by the juggernaut Chinese economy. Rapid 
urbanisation in China demanded massive 
infrastructure spending, creating a huge 
demand for cement, steel, iron ore, copper, 
coal and virtually all other commodities. 
The world was thus experiencing a strong 
synchronised growth phase. In the 
developed world it was driven by a large 
build-up of debt, while the emerging world 
was powered by a Chinese-fuelled 
commodity boom. 

The zero interest rate world 
The reaction from monetary authorities in 
the developed world to the financial crisis 
was to cut interest rates to zero. And when 
that failed to deliver the required growth, 
the US Federal Reserve (Fed) under 
chairman Ben Bernanke embarked on an 
aggressive programme of quantitative 
easing by buying billions of dollars in 
government debt, adding massively to US 
money supply. The EU was slower than the 
US in its response to the crisis but in the 
end, under the leadership of Mario Draghi, 
followed. 

Eventually the entire 
developed world had a 
zero interest rate policy. 

Meanwhile the Chinese, reeling under a 
sharp decline in demand for their 
manufactured export products, tried to 
stimulate their economy by embarking on 
an accelerated infrastructure spending 
programme. The result was another leg-up 
for commodity producers, most of which 
are in the emerging world. 

For the next few years, the emerging world 
grew at a far quicker pace than developed 
countries. Unsurprisingly, investors found 
superior opportunities in emerging markets 
and shunned investment in the developed 
world where growth was very weak and 

WHY SA MARKETS 
WERE CRUSHED

COMMENTARY BY CHARLES DE KOCK, CORONATION 

2015 was a brutally tough year for South African 
investors. 

To understand why conditions have been so 
harsh, a historical perspective spanning the past 
15 years is required. This will also help inform 
some observations (not predictions) of what one 
may expect going forward. 

A VI
CI

OU

S CYCLE
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next few days, had a severe impact on 
investor confidence. Yields on government 
bonds soared, the rand plummeted and 
domestic stocks crashed. 

What to expect going forward 

The strong dollar and weak commodity cycle 
will turn at some point. Cycles are after all 
not permanent, but looking at the world 
today I am not hopeful that faster global 
growth is around the corner. South Africa 
desperately needs stronger growth and in 
the absence of an export-led recovery it is 
imperative that government changes course 
in its spending patterns. The fiscal deficit 
has to be shrunk and domestic growth has 
to improve for us to avoid being downgraded 
to junk status. Government will have to hike 
taxes and curb its current expenditure. It 
will have to stop the bleeding at state-owned 
enterprises, which are appallingly managed 
at a massive cost to taxpayers. The drought 
has also come at a particularly bad time. 

There is no dispute that 2015 has been 
tough for all emerging economies and for 
commodity producers in particular. In the 
case of South Africa, this has been 
exacerbated by excessive current 
expenditure by government and 
compounded by the failure of Eskom and 
other state-owned enterprises, which 
impacts confidence and limits growth. It is 
not too late for government to show it can 
take corrective actions to prevent the 
country slipping to junk status, but time is 
running out fast. 

CHARLES DE KOCK is a senior 
portfolio manager with 30 years’ 
investment experience. He plays a 
leadership role in the asset allocation 
process and is responsible for the 
management of a number of client 
portfolios.

widely anticipated and did not cause a 
ripple in financial markets. The damage to 
emerging markets was already done in 
the lead-up to the hike. 

China also experienced far-reaching 
change, with its economic growth slowing 
from around 10% per annum to the current 
level of more or less 6%. The nature of its 
growth is also shifting from being massively 
orientated to infrastructure spending 
towards being more consumer-driven. The 
slower growth in infrastructure spending 
has had a severe negative impact on the 
demand for steel and other commodities. 

The commodity cycle 
has swung from boom 
to bust and commodity 
producers such as South 
Africa have been hard 
hit.

In assessing these developments, a few 
observations on cycles need to be kept in 
mind: 

•  The real economy as well as the  
  financial markets experience cycles. 
  

•  Unlike the lunar cycle, these are not  
 regular and predictable.    

•  All cycles end, but predicting the  
 timing of a cycle’s demise is near  
 impossible.    

•  The current economic cycle is  
 marked by a strong US dollar,  
 generally weak global economic   
 growth, very low inflation and  
 extremely low commodity prices.   
 

•  Emerging markets and their  
 currencies, as well as commodity  
 producers, are currently despised  
 in the financial markets while high- 
 quality defensive stocks have  
 become investor darlings.    

•  Investing with the momentum cycle  
 (rather than value investing) has been      
 the winning style.   
 

•  This cycle will end.
 

The South African perspective  

As a small and open economy, South Africa 
cannot avoid the global economic trends. 
We also experienced strong economic 
growth in the early 2000s. Soaring platinum 
and other commodity prices led to high 
profits for miners and tax windfalls for the 
government. Then, in the aftermath of the 
global financial crisis and the zero interest 
rate world as described above, South Africa 
benefited from the favourable commodity 
and emerging market cycle. The rand, like 
many other emerging currencies, was strong 
as portfolio inflows were steady and financed 
a wide current account deficit. Then, as 
China slowed, commodity prices declined 
and emerging countries experienced a 
reversal of capital flows. As a consequence, 
the rand tumbled, the trade balance 
worsened and the government’s finances 
took a turn for the worse.  

What made matters far 
worse for South Africa was 
that despite the significant 
deterioration in the global 
macroeconomic climate, 
government did not adjust 
its spending pattern at all. 
Salaries of civil servants 
kept rising year after 
year at levels way ahead 
of inflation, leaving very 
little for spending on 
infrastructure and thereby 
limiting future potential 
growth. 

The years of inadequate spending on 
maintaining and improving the country’s 
infrastructure started to show, with problems 
emerging in generating sufficient electricity. 
The current drought is unfortunately also 
going to confirm the inadequacies of our 
water infrastructure. The combination of 
lower growth  and deteriorating fiscal 
deficits, as well as a weak balance of 
payments, prompted ratings agencies to 
downgrade our credit rating. 

Then, on top of a very difficult macroeconomic 
environment, the axing of finance minister 
Nhlanhla Nene and what followed over the 
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As of 1 March 2015, Tax Free Savings 
Accounts became available to South 
Africans.  Utilising these accounts could 
result in considerable benefits for long-term 
investors by earning “tax free” income and 
capital gains.

Further to our March 2015 Newsletter, we 
indicated that we had various concerns 
regarding the technical details that we were 
waiting for further response on.  We are 
pleased to advise that our Investment 
Committee has researched and put into 
place an independent offering for investors 
wishing to make use of these investment 
vehicles.  Please do not hesitate to contact 
us for more information.

Important points to note 
regarding these accounts:

• The maximum investment limits are for all 
tax-free savings accounts you may have 
across different product providers.  Any 
portion of your un-used annual limit may 
not be carried forward to the next tax year. 

• There is a 40% tax penalty on any amount 
you invest, in excess of the maximum, 
across product providers. 

• Although withdrawals are allowed, any 
amount taken from these accounts will not 
increase the lifetime limit of R 500,000.  It 
is therefore advisable to utilise these 
accounts for long term investment.

• The owner must be a natural person (Not 
available to legal entities such as Trusts, 
Companies etc). 

• The account must be in the name of the 
contributor, there are no joint accounts. 

• If a Beneficiary for proceeds dies  
before the Policyholder, the deceased 
beneficiary’s share will be divided equally 
between the remaining beneficiaries  
(if any). 

If you nominate a beneficiary other than your 
spouse and you are married in community of 
property, then your spouse’s written consent 
is required as all assets fall part of your joint 
estate.

BENEFITS:

• All capital gains tax, income tax, interest and dividends you earn within the 
account is completely tax free.  

• You may nominate one or more beneficiaries. When you pass away, your 
investment can be paid to your beneficiaries immediately and there are no 
executor fees. The value of the investment will however be included in the 
estate for the calculation of estate duty.  

• Fees are identical to investing in a Unit Trust. There are no additional costs 
and no performance charges.  

• Subject to the following limits, contributions are flexible. You can set up a 
monthly debit order or add lump sums on an ad hoc basis. The monthly 
contributions can be started, stopped and changed at any time without fees 
or penalties.

TAX FREE 
SAVINGS ACCOUNT
(TFSA) 
AN OPPORTUNITY NOT TO BE MISSED

MINIMUM AND MAXIMUM  
INVESTMENT AMOUNTS

Minimum

Minimum per additional investment

Maximum per year, subject to a 
lifetime maximum of R 500,000

LUMP SUM

R20 000

R500

R30 000

DEBIT ORDER

Minimum per month

Maximum per month

R500

R2 500

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