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 GREETINGS FROM THE FINANCIAL  
ADVICE TEAM

August 3rd saw South 
Africans use their 
vote to demand better 
service delivery and 
policy making in our 
country, hurting the 
ruling party at the polls 
and sending a clear 
message to parliament.

With 4 of the 5 major metros now under 
new management, it will be interesting 
to see if corruption can be ousted and 
real change implemented.
Global investors rewarded the results 
of the local government election as was 
seen by gains in the rand, JSE and bond 
markets.

As we find ourselves a year later, with 
a host of different uncertainties and 
issues, we still take comfort in the 
benefits of diversification and our 
approach to structuring client portfolios 
with a long term goal in mind. 

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

This segment of our October 2015 
newsletter is a good illustration of how 
unpredictable global investment 
markets and geo-politics can truly be. 
Nine months into 2016 and we still have 
not seen any further US Federal Reserve 
hikes, despite Ms. Yellen’s ongoing 
pandering to the global community, 
begging the question “how healthy is 
the US economy in reality?” 
Furthermore, the forces that kept 
markets on the edge of their seats 12 
months ago have been replaced by a 
new bag of global issues that are indeed 
keeping markets on the edge of their 
seats still.

From the US Primary 
elections, to the Brexit 
vote last quarter, it 
is plain to see that 
voters and investors 
are frustrated and 
confused, and 
their actions have 
amounted to a vote of 
no confidence in the 
policies of the political 
class. 

They are tired of the same rhetoric from 
politicians and are seemingly opting for 

the “unknown” and leaning towards 
policy makers who promise to shake 
things up.

With the uncertainty in developed 
markets, we have seen some 
encouraging numbers come from 
emerging market equities, posting some 
substantial gains noted in the MSCI EM 
index over the last 3, 6 and 12 month 
periods, with commodity stocks still 
leading the way.

In China, GDP is expected to be 6.5% 
to 6.7% for the third quarter, slightly 
lower than the previous 3 quarters.  
Despite economic growth in the world’s 
second-largest economy having fallen 
this year to its lowest rates since 1993, 
we are seeing ongoing efforts by 
Chinese authorities to transition the 
country into a market-led and consumer 
based economy. In many ways, the 
economy is still robust, and supply-side 
reform is designed to help cut 
overcapacity in sectors such as steel 
making and coal mining, while 
encouraging consumer spending and 
tand providing stimulus to the services 
sector.

Back home, we witnessed what is quite 
possibly the turning point in South 
African politics and a shining example 
in the quality of our democracy. 

US ELECTION: 
A NEW PARADIGM? 

in June, and in Austria where Norbert Hofer 
of the Freedom Party, a right-populist group 
with an anti- immigrant, Eurosceptic platform 
is in the lead for a re-run of the country’s 
presidential election. Even mainstream 
political parties are reconsidering their 
positions on key issues, particularly 
immigration and overt economic 
protectionism, in response to the rise of the 
right. 

But the US is the world’s largest economy 
and last remaining super power. Even its 
partial withdrawal from global trade and 
geopolitical decisions will have fundamental 
implications for the future shape of the global 
economy. 

The rancour and taunts of July’s Republican 
National Convention laid bare a profound 
shift in the political atmosphere in the 
United States. Donald Trump’s presidential 
campaign has provided a strong 
figurehead for an anti-globalisation, anti-
establishment, anti-immigration lobby. This 
movement largely rejects the Anglo-
American mantra that dominates global 

finance and is institutionalised in the 
International Monetary Fund and the  
World Bank. 

This sentiment is by no means confined to 
the US. Across the developed world there 
is discontent with the current status quo. In 
Europe this has been embodied by the UK’s 
surprise vote to leave the European Union 
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Withdrawal from major 
regional agreements will 
have a profound impact 
on countries that trade 
with the US. 

Many analysts have assessed the impact 
of a Trump presidency on Mexico, which 
he has threatened with a 35% tariff on 
exports to the US. Under WTO rules this 
would be impossible; average bound tariffs 
imposed by the WTO are much lower, at 
3.5% for all goods and 3.2% for non- 
agricultural goods. Such tariffs would 
perhaps not have a profound impact on 
Mexico’s trade with the US, which accounts 
for 79% of the country’s exports, and it is 
likely that any rises in tariffs would be offset 
by the peso depreciating against the US 
dollar. Other measures, such as anti-
dumping or temporary trade barriers would 
be difficult to impose given cross-border 

Scenarios 
Before the light and heat of the US 
presidential election really gets underway, 
we have taken the opportunity to consider 
the possible implications of any of its 
various outcomes would have on 
international markets. 

We believe there are four potential 
scenarios coming out of the US elections 
on 8 November: 

• President Hillary Clinton with  
a Republican or divided Congress  

• President Hillary Clinton with  
a Democratic Congress  

• President Donald Trump with a 
Republican Congress that doesn’t 
support the President’s full manifesto

• President Donald Trump with a 
Republican Congress that does 
support the President’s full manifesto. 

   
Discerning political rhetoric from economic 
realities is a challenge in the run-up to any 
election, so it is hard to make a judgement 
call without a clear view on policy details 
and the extent to which either candidate 
is able or inclined to fulfil their respective 
promises. Here, the role of Congress is 
key. No matter how committed the 
candidates might be to their manifestos, 
in most cases it is down to Congress to 
decide to pass individual measures. Even 
if there continues to be a Republican 
majority in Congress after the elections, it 
does not mean that Trump would have free 
reign if he were to triumph. Trump’s politics 
are far from mainstream within   the 
Republican Party, and Congress may well 
limit his ability to enact his more 
controversial policies. That said, the 
president can use executive powers to 
push through certain measures, particularly 
in the international trade arena. For 
example, Congress has transferred 
authority to the president with respect to 
changes in tariffs, trade sanctions and the 
negotiation of treaty changes, which may 
prove to be crucial. 

Economic and market impact 

Below, we focus on five longer-term global 
implications of the politics of the new 
president over their first term. 

1. Abroad: the Americas 
The general antipathy towards an 
increasingly interconnected and globalised 
world in the US will mean that regardless of 
which candidate wins, global free trade will 
be rolled back. In the US context, both 
candidates will step back from mega-
regional trade deals such as the Trans- 
Pacific Partnership (TPP) and the 
Transatlantic Trade and Investment 
Partnership (TTIP). A President Trump may 
well want to go further. He has threatened 
to secede from the North American Free 
Trade Area (NAFTA), the 1994 agreement 
that governs trade between the US, Canada 
and Mexico, and has even passed warning 
shots over the bow of US membership of 
the World Trade Organisation. In July he 
threatened to leave the WTO if it interfered 
with his policy to impose penalties on 
companies that move American production 
offshore. 

US ELECTION: A NEW PARADIGM? 
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towards the EU’s future may have profound 
consequences. A more aggressive Russia 
may increase uncertainty in Western Europe 
and stunt what little economic growth there 
is. However, a closer US-Russia relationship 
could also create tailwinds for the Russian 
economy, strengthening the rouble and 
external bonds. 

4. At home: fiscal spending 

As president, both Clinton and Trump are 
likely to dramatically increase fiscal 
spending on upgrading the US’s decaying 
infrastructure. With a more protectionist bent 
from both candidates, the government is 
unlikely to be following the current drive by 
the White House to attract foreign capital 
into public-private partnerships for 
infrastructure development. 

Even if international investors are not 
completely shunned, a fiscal stimulus will 
mean taking advantage of record-low 
interest rates to borrow more heavily. In the 
medium term, higher borrowing will increase 
the US current account deficit, which stands 
at more than US$1.2 trillion, and potentially 
weaken the dollar. 

By increasing fiscal spending, the US will 
become less reliant on monetary policy, 
which is at its limits and suffering from 
substantial diminishing returns. More 
importantly, perhaps, greater fiscal spending 
may lead to a rise in the neutral real rate of 
interest in the economy, which has been 
falling for the past 10 or 15 years and is now 
close to zero, according to the US Federal 
Reserve. A higher rate of return could lead 
to more inward investment, increased 
productivity and create more jobs, if the 
projects are targeted and the money wisely 
spent. Trump, in particular, is adamant that 
this policy would lead to faster economic 
growth and would ultimately pay for itself 
and perhaps reduce the deficit. 

US policymakers have long been worried 
about accumulating yet further debt, but 
with economic growth stuck in a rut eight 
years on from the financial crisis, both 
Republicans and Democrats have 
suggested trying to boost the economy with 
a fiscal stimulus. Regardless of the 

trade is mostly inter-company. 

Other Latin American countries, having 
elected more left-wing governments in the 
2000s, are more insulated from the US. 
The region’s major economies have since 
become more diversified and developed 
major trading ties with Asia. Exports to the 
US only accounted for between 5% and 
13% of other major Latin American 
countries’ export baskets in 2014, with the 
exception of Colombia, where the US 
accounted for 32% of its exports. While 
there is significant US ownership of Latin 
American businesses, US foreign direct 
investment flows to the region in 2014 did 
not top 15% of total Foreign Direct 
Investment (FDI) in most Latin American 
countries, outside of Mexico. 

2. Abroad: China 

China faces major risks from a more 
protectionist US. As China’s economy is 
at a delicate point in rebalancing towards 
a more consumption-driven growth model, 
a shock to its export industries could risk 
recession and social unrest. Trump has 
threatened a 45% tariff on Chinese imports, 
but, as in the case of Mexico, such a move 
would require Congressional support and 
would breach WTO rules. We, therefore, 
believe it to be highly unlikely. However, 
Trump would probably label China a 
currency manipulator, despite the fact 
Beijing is trying to stop the renminbi 
weakening rather than strengthening. In 
light of the economic interdependence of 
China and the US, we think it unlikely that 
Trump will be able to start a full-out trade 
war. 

Under a Clinton 
presidency, China would 
likely be blocked from 
gaining WTO market 
economy status. 

But this designation is also opposed by 
many European politicians who are under 
pressure from populations worried about 
the impact of Chinese imports on jobs. 
Ultimately, however, this is unlikely to have 
a major medium-term impact on Sino- 
American trade. 
Conversely, China stands to gain from the 

collapse of TPP. The world’s second-largest 
economy failed to join the mega- regional 
trade agreement, which would allow the US 
to tighten trade ties across the Pacific region 
and continue the Obama administration’s 
pivot to Asia. Without a major trade 
challenger, Beijing may be able to strengthen 
its trade within the region and expand its 
influence, particularly through its One Belt, 
One Road initiative, which seeks to connect 
China to Europe overland through Eurasia 
and by sea through the Indian Ocean and 
Suez Canal. In the long term, if China were 
successful in rebalancing its economy, 
reversing capital outflows and expanding 
the use of the renminbi as an international 
trading currency, the eastern hemisphere 
might become ever more influential over 
everything from technology to finance.
 

3. Abroad: Russia 

The Kremlin is watching and waiting to see 
what November will bring, as the US 
presidential election results could have a 
major impact on Russia’s standing in the 
world. A President Clinton is unlikely to 
profoundly change US policy towards 
Russia. Indeed, many analysts suggest that 
she may be even more hawkish than 
Obama. A Clinton administration would 
probably continue economic sanctions on 
Russia, which might respond by becoming 
more aggressive in Eastern Europe. In this 
situation, we believe the Russian economy 
will continue to struggle and fiscal pressures 
build. 

A Trump administration 
would probably have 
a more positive stance 
towards Russia. 

Trump is likely to oppose continuing 
sanctions against Russia in January 2017 
and withdraw the US from its leading role 
in the North Atlantic Treaty Organisation 
(NATO). Trump has already raised doubts 
as to whether the US would honour NATO 
mutual defence commitments under his 
presidency. A more confident President 
Putin might seek to expand Russian 
economic and energy sector influence in 
Eastern Europe. 

In any case, Trump’s apparent ambivalence 

US ELECTION: A NEW PARADIGM? 
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Under Trump, the US would likely move to 
a more unilateral and transactional approach 
to the world, with US security and business 
interests trumping the promotion of Western 
secular and democratic values. We believe, 
this change in approach will have its greatest 
economic and political impact on America’s 
closest neighbours and trading partners, 
which could face volatility in the medium 
term. 

Source: Viewpoint August 2016

Commentary: 
JOHN STOPFORD, Head of Multi-Asset 
Income and MIKE HUGMAN, Emerging 
Market Debt Strategist 

Additional Commentary: Compass Group. 

• By 1990 the total Japanese property 
market was valued at over 2,000 trillion 
yen or roughly 4x the real estate value 
of the entire United States.

• The grounds on the Imperial Palace 
were estimated to be worth more than 
the entire real estate value of California 
or Canada at the market peak.

• There were over 20 golf clubs that cost 
more than $1 million to join.

•  In 1989 the P/E ratio on the Nikkei was 
60x trailing 12 month earnings.

composition of Congress, therefore, we 
expect that government spending will 
increase, although Trump’s more grandiose 
plans are likely to be tempered by 
lawmakers. 

5. At home: US corporates 

Although a President Trump naturally feels 
like a riskier outcome to the election, he is 
pursuing some relatively business-friendly 
policies. Trump has talked about reforming 
corporate taxes by closing up loopholes 
and lowering basic rates, on which there 
is bi-partisan congressional support. 
Trump has insisted that his proposed tax 
overhaul would encourage American 
corporations to repatriate the approximately 
US$1 trillion in profits currently held 
overseas, a windfall that he claimed would 
help pay for tax cuts. This would likely 
include trying to resurrect the new 
Homeland Investment Act giving 
corporates an amnesty on overseas cash. 
If companies did repatriate even some of 

Thinking and acting long-term for the long-
term is one of the few edges remaining in 
the markets. Bring up this idea and there 
will almost always be someone waiting to 
take the other side with the ‘what about 
Japan?’ argument.

Japan’s two-and-half 
decade economic and 
market struggles make 
for some important 
lessons but most 
investors seem to have 
the wrong takeaways.

this cash, it would be positive for the dollar 
against the other G10 currencies and might 
also be positive for US equities. 

However, we need to be realistic. Both 
Democrats and Republicans in Washington 
have discussed a broad overhaul of 
corporate taxation for years, particularly as 
regards reducing headline corporation tax 
from its current 35%, but they have little to 
show for it. If either candidate can gain 
enough cross party support to pass major 
tax changes it would be a breakthrough.
 

So what? 

The US elections of November 2016 are a 
tipping point for the globe. Regardless of 
the outcome, the era of an ever-more 
globalised international economy is ending. 
A Clinton victory will likely have less wide-
reaching ramifications. She is widely seen 
as the status quo candidate, and the 
balance of probability is that she would have 
a Republican or divided Congress. 

One of my favorite market history books is 
Devil Take the Hindmost by Edward 
Chancellor. The book provides one of the 
best historical accounts of financial 
speculation that I’ve read. Some of my 
favorite anecdotes and stats came from the 
section on the Japan real estate and stock 
market bubble from the 1980s:

• From 1956 to 1986 land prices 
increased 5000% even though 
consumer prices only doubled in that 
time.

•  In the 1980s share prices increased 
3x faster than corporate profits for 
Japanese corporations.

US ELECTION: A NEW PARADIGM? 

THE GREATEST BUBBLE 
OF ALL-TIME?
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THE GREATEST BUBBLE OF ALL-TIME?

• Certainty rarely helps make good
decisions. People were certain that
Japan was going to zoom by the U.S.
and overtake it as the largest economy
in the world. And who could blame
them? Very few people predicted the
other side of that one.

• Avoid home country bias. If you live
in Japan and had all of your investments
in Japanese stocks you’ve not only
lived through a few decades of poor
investment returns but also a slow
growing economy.

• Avoid investing all of your money in 
a single asset class. Japanese
government bonds returned over 6.1% 
per year from 1990-2015, far outpacing 
the stock market in that time.

• Diversification, as always, is the key 
to avoiding a blow-up. The entire point 
of diversification is to avoid having your 
entire portfolio in a Japan situation. The 
global stock market has done just fine 
since 1990 even when you include
Japan in the results.

Commentary: BEN CARLSON

As crazy as things got in the tech bubble, 
those peak valuations were still a little less 
than half the peak valuations in Japan.
This was a bubble of massive scale in both 
stocks and real estate.

A $100,000 investment in Japanese large 
cap stocks in 1970 would have turned into 
$5.7 million by 1989. In small cap Japanese 
stocks that $100,000 would have grown 
to $18.3 million! Yet from 1990-2015 the 
same $100,000 would have turned into 
$90,400 and $149,000, respectively.

You can also see the affect Japanese 
stocks had on the foreign developed stock 
market performance by looking at the 
difference in returns between the EAFE 
and EAFE ex-Japan. Avoid Japan in the 
70s and 80s and you would have been 
kicking yourself. Include them since then 
and you would be kicking yourself.

Japan has surely been a cautionary tale 
since 1990 but you have to take into 
account how truly insane the markets went 
to get to that point.

Here are some of the wrong lessons 
investors have taken away from Japan’s 
bubble deflating:

• Buy and hold doesn’t work. The truth
is buy and hold doesn’t always work
over every single period. There almost 
have to be periods where buy and
hold doesn’t work, otherwise everyone 
would do it. If something worked all
the time, eventually it wouldn’t work
because too many people would join 
in. This extreme example shows that
buy and hold worked mighty well in
one time frame but terribly in another. 
Still, in the overall period it looks like

it still “worked.” It really matters how 
you define your time frame. Both sides 
could claim victory on this one.

• The U.S. is the next Japan. We have
quite a ways to go to every reach the
speculative excesses that had to be
worked off in Japan. Not to mention
there are enormous differences in
demographics, the diversity of the U.S. 
economy and the immigration policy
differences between the two countries.

And the right lessons:

• Never underestimate how far people 
can take the markets to the extremes. 
This works in both directions. The
pendulum swings back and forth but
always seems to go further than most
would assume is possible. Japan offers 
what I would consider the largest
bubble in history, but people have a
habit of forgetting about these things
and assuming they can’t happen again.

• Valuations matter. Valuations don’t
work as a timing tool. If you tried to use 
them in Japan you probably would
have gotten out of the market a decade 
before the peak. It’s easy to say this in
hindsight, but there were few scenarios 
where the late-1980s real estate and
stock market valuations could have
been validated going forward.

Meb Faber also has a great chart on how truly massive the Japanese 
bubble was in terms of its CAPE valuation relative to the U.S. tech bubble.

Over the next decade the Japanese stock market lost roughly 80% 
of its value (which is still far below that peak today).

Indexes: MSCI Nomura, DFA Small Caps. MSCI EAFE, MSCI EAFE ex-Japan
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THE DAVIS TAX COMMITTEE 
RELEASES ITS 

FINAL REPORT 
ON ESTATE DUTY 

3. Estate Duty abatement and 
rates
The first R3.5 million of a person’s estate is 
currently free from Estate Duty. It is proposed 
that this is substantially increased to R15 
million. It is further proposed that the estate 
duty rate be increased to 25% of the value 
of an estate above R30 million. This will 
effectively then result in the following estate 
duty rates:
Estate value less than R15 million:  
0%
Estate value R15m – R30m:  
20% of the amount above R15m
Estate value above R30m:   
25% of the amount above R30m + R6m

4. Trusts

Trusts are definitely a focus point for the 
DTC and statistics indicate that only 33% 
of trusts are compliant. Before making 
recommendations on tax policy on trusts, 
the DTC recommended the following:

• A comprehensive analysis of each trust 
should be conducted to ensure that 
the trust is compliant from on Income 
Tax and Estate Duty perspective.

• All trust arrangements should be 
examined by SARS on registration of 
trust arrangements and upon transfer 
of assets into trusts.

• The fundamentals of legislation relating 
to trusts should be reviewed.

• There should be increased disclosure 
requirements on trusts and connected 
persons.

The Davis Tax Committee (the “DTC”) has 
been tasked with reviewing South African 
Tax Policy and providing recommendations 
for improvements to the policy framework. 
Their reports are advisory in nature and it 
is the prerogative of Minister of Finance to 
determine whether or not any of the 
recommendations will become law after 
following the necessary budget and 
legislative processes.

In July 2015, the DTC released their first 
interim report on their review of Estate Duty. 
The report was met with wide spread 
criticism and much commentary as it 
contained recommendations representative 
of major changes to the tax treatment of 
transactions typically conducted by 
taxpayers in order to manage their wealth. 
Certain of these recommendations have 
already been proposed to parliament within 
the Taxation Laws Amendment Bill of 2016. 
The most notable of these is the new 
section 7C which effectively creates an 
obligation to charge interest on all loans 
to trusts.

On 24 August 2016, the second and final 
report on Estate Duty by the DTC was 
released. Whilst the report does relax 
certain of the initial recommendations, it 
has also created some new 
recommendations which, if agreed to by 
Government, will cause a significant 
change in how estate planning is 
approached in South Africa. The most 
pertinent of these recommendations are 
summarized and explained below:

1. Retirement Fund 
Abatement

Currently, contributions to retirement funds 
(provident, pension or retirement annuity 
funds) are deductible up to a limit of 27.5% 
of gross income and capped at a maximum 
of R350,000 per year. The DTC has 
recommended that this maximum threshold 
is increased to take account of inflation.

2. Inter-spouse transactions
Tax laws currently provide relief for 
transactions between spouses in the 
following ways:

• Donations between spouses are not 
subject to Donations Tax

• Transfers of assets in respect of a 
divorce order are free from Capital 
Gains Tax and Donations Tax.

• Bequests to a spouse on death are free 
from Capital Gains Tax and Estate Duty.

The DTC has indicated that such freedom 
of transactions between spouses is open 
to abuse and results in inconsistent treatment 
of married and single parent families. They 
have therefore recommended the following:

• The concept of an “enduring benefit” 
should be applied to determine a 
reasonable level of exemption for cash 
inter-spouse donations.

• The estate duty inter-spouse abatement 
(which means that inter-spouse 
bequests are free from estate duty) 
should be withdrawn however the 
primary abatement should be 
enhanced.

• The Capital Gains Tax rollover 
provisions relating to inter-spouse 
bequests will be repealed however the 
death exemption should be enhanced.

• Transfer of assets in terms of a divorce 
order will follow similar treatment to that 
of death.
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compliance of trusts and therefore all 
taxpayers are urged to review the trusts to 
which they are connected in order to 
establish whether or not they are compliant. 
Many trusts hold passive investments and 
therefore trustees tend to neglect their 
obligations which will leave them open to 
attack with drastic consequences. 
Furthermore, the increased disclosure 
obligations and expected increased audit 
intensity by SARS will result in higher 
compliance time and therefore costs to 
effectively manage a trust. 

Commentary: 
GRAEME SAGGERS, Noland’s CA (SA), 
Tax Partner

From a tax perspective, the perception of 
the DTC is that taxpayers are utilizing trusts 
primarily to reduce Income Tax or prevent 
Estate Duty. In order to avoid this, the DTC 
has recommended the following measures:

• Where an interest-free or low-interest 
loan exists between a trust and a 
connected person, i.e. the trusts owes 
the connected person, the connected 
person will be deemed to control the 
trust and therefore the assets of the 
trust may be brought into the 
taxpayer’s estate for estate duty 
purposes.

• All discretionary (i.e. non-vested) 
income whether capital or revenue, 
should be taxed in the trust and not 
in the hands of the beneficiary or any 
other connected person at a flat rate 
of 41%.

5. Further matters to be 
investigated

The report identified the following issues 
which they believe should be investigated 
further:

• Possible implementation of wealth 
taxes.

• Legislation relating to foreign trust 
structures.

• The use of offshore retirement funds to 
conceal the true nature of investments.

In summary, whilst it is not clear how many 
of these recommendations will be 
implemented, it is fair to assume that the 
Minister of Finance will take this report 
seriously. This will have far-reaching 
consequences to taxpayers. It is 
undoubtedly clear that a priority is the non-

At this stage, nothing is legislated and therefore, although it is important to be aware of the possibilities, any action should be 
taken with caution until the final amendments have been passed.  We will stay abreast of any changes and provide recommendations 
where necessary, once we have a clearer understanding of how the Minister of Finance will proceed.

Note from Independent Wealth Managers:

RISK AVERSION IS HARD 
WIRED INTO INVESTORS

Risk is the elusive concept which most 
find difficult to explain, and for investors 
to grasp. As humans we are naturally 
risk averse, as the popular example by 
Tversky and Kahneman illustrates:

1.  You have R1,000 and you must pick one of the following 
choices:
Choice A: You have a 50% chance of gaining R1,000, and 
a 50% chance of gaining R0. 
Choice B: You have a 100% chance of gaining R500.

2. You have R2,000 and you must pick one of the following 
choices:
Choice A: You have a 50% chance of losing R1,000, and 
50% of losing R0. 
Choice B: You have a 100% chance of losing R500

Rationally, we should be 
ambivalent between the two 
choices, however their 
research suggests that by far 
the majority of respondents 
select option B for the first 
question, and option A for the 
second, highlighting the 

29 OCTOBER 2016



Once invested, the risk continues! Monitoring 
investments and avoiding the behavioural 
trappings (buy on greed, sell on fear being 
the most value destructive) are risk 
management steps which help preserve 
and grow capital. For the most part, you 
should, as an investor, be able to leave a 
portfolio to deliver the goods.

Ultimately, erosion of wealth is the ultimate 
risk for investors, and the odds are highest 
of this occurring when insufficient risk is 
taken.

preference to limit losses relative to the 
tendency to acquire gains.

For investors this can lead to a material 
risk aversion bias which reflects in their 
investment portfolios. This bias plays out 
in many ways: retaining high levels of 
conservative investments, or even cash 
when you should be more fully invested; 
preferring bricks and mortar property over 
uncertain shares; or even selling a good 
investment when it has performed strongly. 
Each of these are examples of risk aversion 
playing out in a way which may not make 
rational sense given the investors capital 
growth requirements.

The trouble with risk aversion in investing 
is that it is counter-productive. We are, after 
all, trying to generate capital growth which 
is a pursuit which assumes risk taking 
behaviour. We have a constant struggle 
against ourselves to ensure we are taking 
sufficient, and appropriate, risk.

To demonstrate this impact on wealth 
creation, consider the long term asset class 
returns and the premium which investors 
have earned by exposing themselves to 
risk: Refer to figure 1.

Local SA equities have been the best 
performer by some margin and created 
the most wealth for investors, however the 
ride has not been so smooth: Refer to  
figure 2

The range of returns indicated above, 
where the largest annual loss has been 
over 40%, makes it very difficult for 
investors to take on this risk. Without it 
though, investors are short a material tool 
in creating wealth.

Embedded in this world of risk is essentially 
every moving part of the global economy: 
politics, interest rates, credit risk, the 
weather, fraud, poor management, dying 
business models – an endless list. Risk 
encapsulates everything and everything 
and does not discriminate. How then do 
we deal with it, knowing that it is an 
essential building block in any growth 
portfolio?
To start with, the role of the financial planner 
is critical in assessing the need to take 
risk. For most investors this need is clear: 
capital growth, wealth creation, retirement 
being the obvious goals for many. Defining 
this investment objective is a non- 
negotiable starting point.

Implementing this goal can be more difficult, 
when the risk aversion sets in. To start with, 
it helps to mitigate against risk with some 
due diligence steps to ensure the obvious 
risks are avoided: selecting a good 
independent financial adviser; due diligence 
on investments; making sure fees are fair. 
This step by step process can help an 
individual take the steps towards accepting 
higher levels of risk in line with their needs, 
as it becomes emotionally more difficult to 
take this risk on.
 
Fund managers (being humans as well) are 
also risk averse for the large majority. This 
is seen in their investment decisions, where 
they are quicker to reduce risk, than they 
are to assume it. Selecting the good 
performing managers is exceptionally 
difficult; selecting managers who can 
manage risk is substantially easier.

SA Equities Gold Global Brands

Figure 1: Long-Term Real Returns

Annualised real return since December 1929 - Deceber 2014
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Historic Range of Returns: 1991- as at: 31/07/2016

-60.0%
Avg 1yr Avg 3yr Avg 5yr Avg 10yr

Max 66.6% 41.8% 30.0% 16.9%

Min -42.9% -6.4 -3.3% 3.7%

Median 13.9% 10.3% 10.1% 10.3%

Figure 2: Range of returns of the JSE 1991 – 2016
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