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The rich
invest in
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poor invest
in money.
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he Economic and Political landscape globally 
has resulted in a lot of discussion about the 
possibility of a global recession throughout 
2019. Between the ongoing Brexit debacle, 
Trade Wars, low GDP growth and the SAA and 

Eskom crises, it’s been hard to find a catalyst capable of 
sparking a more positive outlook. Despite lower growth, the 
downturn has not arrived and sentiment seems to have 
improved, as have market returns compared to the previous few 
years. The All Share Index returned 8.24% for the year 
(compared with -10% in 2018), while the MSCI, S&P500 and 
FTSE100 generated 24.06%, 28.88% and 12.1% in USD 
respectively. The standout performers in the local economy 
have been the platinum and gold miners over this period.

Even the All Bond Index returned 10.32% for the year, ahead of 
cash, despite all the negativity. Longer term yields have declined 
slightly due to slower estimated growth, lower interest rates and 
muted inflation. The latest inflation reading was only 3.6%, 
substantially lower than over recent years.  Property had a tough 
time this last year, this was due to the struggling local economy, 
suppressed demand, rising vacancies and therefore downward 
pressure on rent. In addition, the local property market has high 
exposure to UK retail property, which has hurt due to the 
uncertainty around Brexit. 

Global uncertainty remains a concern, with many structural issues 
such as rising inequality, trade frictions, deglobalisation and 
continued low interest rates resulting in ineffective monetary 
policy to name a few. Global uncertainty is unfavourable for South 
Africa, which needs higher growth in our economy. Locally 
growth is already impacted by “policy uncertainty, weak policy 
implementation, low levels of fixed capital investment and a rigid 
labour market” (Futuregrowth); a global recession would only 
compound our challenges. There are undoubtedly still many risks 
globally, but “growth should edge higher in 2020, limiting 
recession risks,” global asset manager BlackRock argued in a 
recent note.  

In addition, the price-earnings ratio of the All Share Index is at its 
lowest level since 2013. Historically, patient investors have been 
rewarded for buying at these levels. Given the poor sentiment 
and economic outlook, one may argue that the concentration of 
the local market should be considered, with 40% of the All Share 
Index made up of only 5 shares.  Comparatively the FTSE 100 is 
27% and S&P500 at 11%. However, it is important to remember 
that four of these five shares are global companies (Naspers, BHP, 
Richemont and Anglo American), with only Standard Bank being 
the predominantly South African focused company.

Looking back, investor sentiment was at all-time lows in January 
2019, one would likely not have expected the better year we have 
experienced.  The real yield on most asset classes have materially 
picked up over this period. This reminds us that turning points in 
markets are unpredictable and it is important to stay invested to 
benefit.

As we head into 2020, with uncertainty of what the year holds, it’s 
always advisable to consider the structures and deductions 
available to you in order to take advantage of any tax benefits 
before the end of the tax year. There are generally three areas that 
need consideration over the next few weeks from a tax perspective:

1.  Retirement Fund Contributions
2.  Tax Free Savings Account
3.  Capital Gain exemption

Should you require any assistance with calculations or 
contributions, please do not hesitate to contact us. 

We’d like to thank you for your continued support through 2019 
and look forward to continuing to partner with you on your 
financial journey as we enter an exciting new decade. We’re never 
sure what the coming year may bring, but we continue to build 
robust long term portfolios based on your specific circumstances.  
Timing the market is almost impossible, it’s time in the market 
that counts for long term, patient investors.
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Financial Indicator Review
31 December 2019

Gold $/oz 1 521

SPOT % MOVE 12 MONTHS

18,66%

*ZAR/USD 13,98 -2,79%

*ZAR/GBP 18,57 1,36%

*ZAR/EUR 15,70 -4,55%

All Share (J203) 57 084 8,24%

Resources (J210) 49 260 20,01%

Financials (J580) 39 354 -4,71%

SA Industrials (J257) 75 034 6,66%

Property (J254) 342 -9,82%

S&P 500 3 231 28,88%

FTSE 100 7 542 12,10%

Nikkei 23 657 18,20%

DJ-EURO50 3 745 24,78%

Nasdaq 8 973 35,23%

Hang Seng 28 190 9,07%

Shanghai Composite 3 050 22,30%

France CAC40 5 978 26,37%

Germany DAX Composite 13 249 25,48%

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

www.iwm.co.zawww.iwm.co.zaSource: Fundhouse
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Who Needs to do 
Estate Planning?
Article written by Independent Wealth Managers 

Many may think that they are not old enough or wealthy enough to 
warrant doing any estate planning. However, if a person is over the 
age of eighteen, no matter how small their estate is, it is advisable 
to begin the process.

Where you are “at” in life, will determine your strategic plan for 
your estate, and which techniques to use in order to implement 
in the plan. An estate planner may be single, married, divorced, 
or separated. You may have minor children or adult children. 
You may be married for a second or third time, with children 
from previous marriages. You may own assets with a strong 
growth potential.

Each plan will be unique and structured according to an estate 
planner’s own unique set of circumstances, goals and objectives, 
and reviewed regularly to take account of personal and legislative 
changes.

Who should be involved?
The estate planner should work together with an estate planning 
team, which, depending on the complexity of the estate, can 
comprise of a set of professionals, including your financial planner. 
The professional team should assist the estate planner with 
developing and reviewing their estate goals, providing direction 
on various strategies and tactics, performing cost-benefit analyses, 
providing advice on the tax implications of various strategies and 

tactics, and liaising with other professionals on the estate 
planning team. The team may assist with drawing up legal 
documents such as the Last Will and Testament and an inter vivos 
trust deed. The plan may assist with ensuring the estate is liquid 
and with tax planning. Family members, more specifically, a 
spouse should also form part of the team, especially where more 
complex plans are contemplated.

‘What If’ File
It is just as important to organise one’s personal information and 
documents into a filing system that is logical and easy to access 
in case of an emergency.  This will help your loved ones by 
reducing the stress involved in obtaining the required 
information to do what is necessary.

For your assistance we have attached a ‘What If’ checklist, to assist 
you with putting together you own personalised ‘What if’ file.

Should you require any assistance with your Estate Planning, 
please do not hesitate to contact us.
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A handful of “superstar” firms have changed the investment landscape 
in recent years. But should their dominance be ringing alarm bells for 
investors?

The rise of US superstar firms
and its implications for investors
Article by Sean Markowicz, CFA

Competition is the bedrock of the market economy. It incentivises firms to keep prices low, produce better quality products and offer 
attractive wages. However, over the past two decades, there have been signs that competition has weakened across the US economy.

More than 75% of US industries have become more concentrated, as a handful of “superstar” firms increasingly dominate their respective 
industries in terms of sales, profits and equity returns. Although this winner-takes-all market has been great for investors, there is growing 
concern that it is indirectly harming consumers and worsening income inequality. This brings the increased possibility of regulatory 
intervention, which could be damaging for investors in these blockbusting firms.

Why has this happened?
Technological innovation has significantly transformed the US competitive landscape. The proliferation of digital products and intangible 
inputs such as data and software have enabled tech firms to rapidly acquire new customers and dominate their respective market at 
virtually zero marginal cost. Some industry leaders have also benefitted from the network effects that are present on social media 
platforms, where the value of their service increases with the number of participants.

These effects have been particularly marked in the IT sector. For instance, Google receives 88% of all US internet search activity, Facebook 
controls 42% of US social media and almost all mobile operating systems are provided by either Apple (iOS) or Google (Android). The 
dominance of these digital platforms and products have created powerful barriers to entry for competitors.



The rise of US superstar firms
and its implications for investors
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Competition has been further weakened by the flood of mergers and acquisitions (M&A). Over the past three decades, the average 
number of US M&A deals per year increased from around 5,600 to more than 10,000. Lax antitrust enforcement has facilitated this wave 
of market consolidation, as regulatory authorities have challenged fewer deals on anticompetitive grounds than in the past. This has 
paved the way for large companies in industries such as telecoms, pharmaceuticals and airlines to consolidate their market shares.

How have investors been impacted?
Rising market power has helped US firms earn a growing slice of the economic pie. Since the 1990s, corporate profits as a share of GDP 
have risen from around 6-8% to 10-12% today. This is almost a mirror image of labour’s income share, which has been on the decline for 
about three decades, but has accelerated since the turn of the century, falling from around 64% to 57%.



The rise of US superstar firms
and its implications for investors
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This reallocation of output towards superstar firms and away from workers has contributed towards rising income inequality. Equity 
returns have increased as industries have become more concentrated. But on average, low-income households derive a much smaller 
share of their wealth from stock ownership than high-income households. So although industry concentration has boosted shareholder 
returns, the benefits have not been equally distributed among the US population.

As superstar firms have prospered, stock market leadership has narrowed. Over the past two decades, the top 20 performing stocks in the 
Russell 3000 Index (just 0.7% of constituents) accounted for 25% of the index’s total return. This has meant that market breadth – the 
proportion of stocks that outperformed the index – has trended below the long-term average for a number of years.
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In practice passive investors have benefited more than active from the strong market performance of superstar firms. The problem now 
is that with concentration levels increasing in the US stock market, passive investors are taking more risk than they realise and are 
therefore exposing themselves to a potential reversal of recent market trends.

What could reverse the ascent of superstars?
Growing disaffection with stagnating income levels has contributed to the populist movement in the US and has been channelled into 
calls for government intervention. Both the Department of Justice and Federal Trade Commission have launched investigations into 
Google, Apple, Facebook and Amazon. Elizabeth Warren, one of the US Democratic presidential candidates, has also floated the idea of 
breaking some of these companies up.

Increased regulation poses significant downside risks to superstar firms’ revenue growth, profit margins and valuations. In the past, 
regulatory action against certain superstars coincided with lower stock valuation multiples and share prices, and was followed by a 
downward shift in the trajectory of sales growth. So if anything, increasing regulatory scrutiny over the coming years could place 
downward pressure on the stocks concerned.

Aside from rising regulatory risk, it is not a one way bet that such companies will dominate forever either. Today’s dominant firms could 
be tomorrow’s Nokia or Blackberry. Passive investors are most exposed to this risk materialising. But rigorous analysis of individual 
companies and their prospects can help investors to manage the dangers that may lie ahead.
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regulatory action against certain superstars coincided with lower stock valuation multiples and share prices, and was followed by a 
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companies and their prospects can help investors to manage the dangers that may lie ahead.
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n integral part of the financial adviser's role is 
helping retired clients to draw a rising income 
from their investment portfolios. Most clients 
want to know that they will be able to live a 
dignified and independent retirement without 

sacrificing on the quality of life they grew accustomed to during 
their working years.

However, the challenges faced by retirees are vastly different to 
those faced by working professionals. The biggest difference is 
how the sequence of investment returns affect the outcome of 
their chosen withdrawal strategy. If good returns are experienced 
early in retirement, the chance of sustaining the desired income 
is much greater compared to experiencing poor returns in the 
first few years. In contrast, the returns experienced later in 
retirement have a much smaller effect.

Unfortunately, portfolio returns are unpredictable. Although 
impacted greatly by the portfolio choice, they are also impacted 
by many factors not within the investor's control.

What we know
How do investors draw an income that it is sustainable for the rest 
of their lives? This has been described by Nobel prize winner 
William Sharpe as the “nastiest, hardest problem in finance.” 
Research began 25 years ago when Bill Bengen published an 
article examining how spending would have been sustained 
looking not at average rates of return, but actual historical 
sequences of market returns.

Based on US data and a 50% equity and 50% bond portfolio, this 
gave birth to the “4% rule” – suggesting that if a retiree started 
with a 4% withdrawal and increased it annually by inflation, the 
portfolio would have survived even the worst historical 30 year 
period.

Although useful as a rule of thumb, the outcome for different 
portfolios and different markets can vary significantly.

When building an income drawing portfolio, you are generally 
faced with two competing needs that you need to balance;
•  having enough exposure to growth assets (shares and listed    
   property) to preserve the purchasing power of your capital over
   time. However, this creates a more variable return profile, and
•  limiting the volatility in the portfolio (by adding money market   
   and bonds for example) to create a more stable, but lower
   return portfolio from which to draw an income

Drawing an income after a significant market fall or after a time 
when returns have been low (as we face today) can lock in low 
values as income is paid out. This is known as sequence risk – the 
risk that the order of returns you receive will be unfavourable.

The conflict here is that while lower return, income-based 
portfolios reduce short term anxieties, they also impede long 
term success. Conversely, growth portfolios provide the best 
potential for long term gains, but at the cost of shorter-term 
anxieties when returns are weak.
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The loss aversion bias
Recently, two factors have led to South African investors making 
portfolio changes which may not support a sustainable 
withdrawal over three decades (roughly the average retirement 
horizon).

The first is an extended period of local growth portfolios 
underperforming both their long-term expected returns and local 
income portfolios. Somewhat predictably, this has caused many 
investors to reduce their exposure to growth assets, seeking the 
short-term safety of income funds.

The second is a continued erosion of faith in South Africa's ability 
to produce a political and economic environment which will 
support stable long-term capital growth. This has caused many 
investors to materially increase their exposure to global assets, 
even if they have no plans to emigrate.

To understand why both of these reactions may be detrimental to 
the long-term prospects of a retiree, we analysed the range of 
possible outcomes for drawing a Rand-based income from three 
portfolios;
•  a local portfolio built for supporting an income withdrawal and  
   capital growth
•  a local income portfolio, and
•  a global growth portfolio.

To see the effect of sequence of returns risk, we've estimated 
retirement success rates for different portfolios, time frames, and 
initial withdrawal rates. Thinking of a retirement strategy in these 

terms should allow investors to form realistic expectations about 
the future.

Safety first?
The investor reacting to the sustained underperformance of 
growth assets by switching to an income portfolio does so to 
secure more predictable returns. Their perception is also that they 
are choosing superior returns in the near future, assuming that 
recent returns will continue. In reality, the investor is sacrificing 
long-term returns to secure a lower return with a narrower range 
of possible outcomes.

This trade-off is not supportive of an income withdrawal for a 
retirement of up to 30 years. The lack of exposure to growth assets
mean that the capital base is not able to increase over time. This 
makes an increasing income withdrawal unsustainable.

In contrast, a portfolio which balances the opposing forces of 
capital preservation and income will have higher variability of 
returns, but provide the investor with a greater probability of 
retirement success. This is because the portfolio's growth assets 
allow the capital base to increase over time, providing the source 
for future withdrawals.

The table on the following page compares the likely probabilities 
of success for investors drawing a starting income of 5% of their 
capital per year from the two portfolios over different time 
periods, with annual inflation-based increases and accounting for 
expected costs.
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From the table it can be seen that, while a low-return low-volatility portfolio can be very successful over the first 20 years, its success rate 
beyond that is very low. This is because the capital base has not been allowed to grow su�ciently to provide for the increasing income 
withdrawals.

As soon as the investment time frame extends beyond 20 years, a portfolio with more growth assets is required. This comes at the cost of 
more volatility.

Many investors attempt to hold the “safer” portfolio for a period, intending to switch to the more volatile portfolio when return 
expectations are more optimistic. Although good in theory, we have not seen any proof that timing the market in this way can be done 
consistently, and quite often is a net cost to investors.

Is the grass always greener?
The investor reacting to political and economic instability in South Africa by materially increasing their exposure to global assets is doing 
so to secure a perceived higher, and more reliable, rate of return. While this may make sense for an investor with Dollar denominated 
expenses, it carries a high risk for a South African retiree with future Rand-denominated living expenses.

During periods when the Rand is strengthening relative to the Dollar, the offshore assets will lose value in Rand terms. When this happens 
at the same time as a market fall, the portfolio's capital value can fall enough to make future income withdrawals unsustainable. The 
effect of the currency on the range of investment outcomes is significant.

The table below shows the likely probabilities of success for investors drawing a starting income of 5% from a global portfolio over 
different time periods. This is again contrasted with a portfolio built for retirement withdrawal.
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Compared to a growth plus income portfolio, the added currency exposure of a global growth portfolio creates more volatility. For the 
investor with a reasonable starting withdrawal, this added volatility does not increase the probability of success.

The effect of increased withdrawals
The investor's probability of success decreases rapidly as withdrawal rates are increased. This is because the sequence of return risk is 
magnified, increasing the percentage of scenarios during which the portfolio capital is unable to keep up with the requirement to provide 
an income.

Many retirees are drawing an income much higher than the research suggests is sustainable. The table below shows the probabilities  of 
success for investors drawing a starting income of 7% from the three portfolios over different time periods.

From the table it can be seen that, over longer periods, an initial withdrawal of 7% is not sustainable. In this scenario, an income portfolio 
is only effective for about 15 years. Beyond 15 years, a portfolio with an allocation to growth assets is required. However, beyond 20 years, 
the probability of success is very low regardless of the portfolio makeup. This shows the importance of drawing a reasonable starting 
income.

Making adjustments to extend your portfolio longevity
Investing is an emotional exercise and investor behaviour is as important to client outcomes as portfolio returns. During times of poor 
market returns, investors can be tempted to take matters into their own hands. Often, these decisions are not in their long-term interests.

For the investor currently drawing more than what is recommended by the research, there are a few practical solutions for improving their 
chances of success. They could consider:
•  Reducing their income needs over time while still maintaining their quality of life. This could take the form of lower overhead expenses,  
   less frequent travel as they age, or more affordable entertainment.
•  Liquidating surplus assets at a suitable time – downscaling the primary residence or selling a second property can unlock much-needed   
   capital.
•  Moving to a more flexible annual income review. This should take into account recent market performance as well as an assessment of  
   living costs.

The combination of unpredictable markets, sequence of returns risk, and behavioural temptations are what make retirement income 
planning the hardest problem in finance. However, these challenges can be overcome with a sensible investment and financial planning 
process.
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When you build the portfolio from the bottom up, each holding 
has different catalysts.

What needs to happen for relative performance to turn?
The most honest but least satisfying answer is that we don’t 
know. We will do well if and when the assets we find undervalued 
get less cheap and the assets we find overvalued get less 
expensive.

Not knowing is a fact of life for bottom-up investors. (It is almost 
enough to make us envy top-down investors with their big macro 
bets.) All we can say with confidence is that it’s not likely to be just 
one thing.

We own several dozen businesses from the thousands available 
globally, and each company will thrive or struggle for its own 
reasons. NetEase operates online games in China, where it has no 
interest in Russian loan rates. Sberbank makes loans in Russia, 
where it has no interest in Chinese online games. Motorcycle 
sales matter enormously to Honda Motor, but not at all to Taiwan 
Semiconductor Manufacturing Company, and AbbVie cares 
about logistics contracts about as much as XPO Logistics cares 
about drug trials. When you build the portfolio from the bottom 
up, each holding has different catalysts.

Our skill is in analysing those individual company drivers. By 
spending lots of time researching a single business, we believe 

we stand a good chance of understanding the factors that will 
influence its intrinsic value over the long term.

But whether a company is set up to thrive or struggle over the 
long term, market sentiment might vary wildly between 
despondent and euphoric. Sentiment and fundamentals 
eventually become close companions, but in the short term, they 
can be occasional acquaintances at best.

For investors with long-term horizons, often the best catalyst is no 
catalyst. If you can see a catalyst for a company’s performance to 
turn, other investors can probably see it too, so expectations of a 
recovery are likely to be reflected in the stock’s price, reducing the 
opportunity to buy the stock at a discount. The same is true of 
risks. A risk that everyone can see is likely to be reflected in asset 
prices, making it less dangerous than a risk no one is worried 
about. It’s the bus you don’t see that hits you—but it’s also the bus 
you don’t see that suddenly turns the corner and gives you a lift 
home.

Rather than searching for sweeping catalysts, we prefer to keep 
our focus on the companies held in the portfolios. As we’ve 
highlighted in past reports, Orbis Global holds a collection of 
businesses that trade at a substantial discount to the average 
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It’s the bus you don’t see that hits you—but it’s also the bus you don’t 
see that suddenly turns the corner and gives you a lift home.

global stock, despite having grown revenues more quickly over 
the long term. If the businesses in the portfolio execute as we 
expect, they should grow their intrinsic value, and the market 
should eventually recognise that value.

If we venture beyond the stock-specific factors we know well, we 
get into the nebulous realm of macro forces. Here, all we can offer 
are guesses. Could a change in major trends cause relative 
performance to turn? A much less useful but perhaps more 
satisfying answer is that a few things probably wouldn’t hurt.

It probably wouldn’t hurt if bond yields rose. This might lead to 
less expensive valuations for stable “bond proxy” stocks like Nestlé 
and less cheap valuations for companies, like Honda Motor and 
BMW, with solid fundamentals but well-publicised risks. Similarly, 
it probably wouldn’t hurt if people became less pessimistic about 
the global economy. As the adage goes, growth does well when 
growth is scarce, so if the outlook becomes less dour, investors 
might view cyclical businesses less harshly. And it probably 
wouldn’t hurt if the US and China reached a trade deal. While we 
think the fundamental impact of the trade war on businesses like 
NetEase and Tencent is quite small, trade headlines can hurt 
sentiment and cause share price volatility.

“It probably wouldn’t hurt” is as strong a statement as we can 

make, however. These big trends are not the focus of our 
bottom-up investment decisions. They appear to be affecting 
asset prices, but performance could turn without them, and it’s 
possible they could turn without much impact on our 
performance.

Importantly, these trends do not need to reverse to provide a 
more constructive backdrop. It might be helpful if they simply 
stopped. Falling bond yields, for example, have supported 
ever-richer valuations for “bond proxy” stocks—Nestlé, for example, 
trades at over 30 times trailing earnings. Should yields simply stop 
going lower, these expensive shares might cease getting more 
expensive. Similarly, a truce in the US-China trade war might lift 
sentiment for some of our Chinese holdings, even though a truce 
now would leave trade relations in a worse place than they were 
a year ago.

In short, we aren’t counting on a macro catalyst to drive a turn in 
performance. Rather, if our bottom-up analysis is correct for the 
companies we hold, we only need two things. One is time, 
though as ever, we don’t know how much. The other is a fair fight 
on the fundamentals between the undervalued assets we hold 
and the overvalued assets we don’t. It is a fight we relish.
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          CONTACT OUR DURBAN OFFICE  
          Unit 7, Rydall Vale Park, Douglas Saunders Drive,
          La Lucia Ridge O�ce Park, La Lucia

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

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

CONTACT US
Authorised Financial Services Provider 3145

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’)


