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A global and local economic update 

The Covid-19 Coronavirus has curtailed travel, severely 

hampered production and exports out of China, and is 

rapidly spreading to other countries. Markets have also 

collapsed as investors suddenly woke up to the impact of 

Covid-19 on global trade. 

This report was delayed to hopefully give you some valuable 

insight into managing all the additional tax Tito Mboweni 

was going to make our clients pay. We have made a few 

notes under “financial services notes” below, but it was 

hardly worth the wait. 

Instead the market losses of the last few days deserves some 

context. We have excluded the statistics sheet for January as 

they are now superfluous and have rather unpacked what 

has happened to the markets. 

Let’s take a not-so-technical step back to Dec 2013, looking 

just at SA and the World Index which is dominated by the US 

and other first world economies.

 

Annual Returns 2013 2014 2015 2016 2017 2018 2019 28-Feb-20 

Rand / USD (24) (10) (34) 13 9 (17) 2 (12) 

FTSE JSE Allshare 18 8 2 (0) 17 (11) 8 (11) 

MSCI World Index 24 3 (3) 5 20 (10) 25 (9) 

 
Annual Indices 

 
2013 

 
2014 

 
2015 

 
2016 

 
2017 

 
2018 

 
2019 

 
28-Feb-20 

FTSE JSE Allshare 46,256 49,771 50,693 50,654 59,504 52,737 57,084 51,038 

MSCI World Index 1,661 1,710 1,663 1,751 2,103 1,883 2,358 2,141 

 

2013 – Good growth in global markets after many years of 

quantitative easing, despite fears of global debt. SA gold and 

platinum bounce off their lows. 

2014 – 2016 – Global markets are volatile, but there is little 

movement due to lack of stimulus, uncertainty on Brexit and 

concerns about Trump’s promised trade wars. However, 

investors are going backwards in US treasury bonds, so 

frustration has set in in with no growth coming out of the 

market. Global investors are exiting emerging markets and 

Jacob Zuma adds his signature resulting is a solid rand 

collapse (probably the beginning of the end for him). 

2017 – Markets shrug all this off with low US unemployment 

and few alternatives, and markets shoot up, most notably IT 

and tech stocks. Investors believe this is the future and we 

must invest in the future, regardless of cost. Trump’s tax 

restructure stimulates confidence in markets. 

2018 – Oh dear, the state of the world economy is not so 

great. Panic sets in and investors rush to US treasury bonds 

that are still offering negative real returns. US is growing but 

is starting to slow, Trump is making horrible noises and 

generally things are looking dismal. Markets are also still 

expensive so best avoided. 

2019 – Trump is a hero; US growth is slowing but still strong 

and investors had better get into the market quickly or risk 

missing out on IT end tech stocks. SA is the exception as we 

are seen to be going nowhere on growth and investors 

prefer other emerging markets that are not about to be 

downgraded. Investors did get into the US market and they 

push the prices up from expensive to very expensive. 

2020 – Covid-19 – This is a China problem, so investors 

continue piling into the market to cash in on the never-

ending growth cycle. That is until this week when all hell 

breaks loose and investors rush to get out before world 

trade halts and they end up losing everything. 

Looking at all this, the retraction has more to do with 

investors who should not have got into the market in 2019 

and bought all those expensive tech stocks. The impact of 

the Coronavirus on global trade and travel was definitely the 
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catalyst. (It is true that what we don’t expect will impact us 

most.) It is still unsure when investors will realise that they 

should be doing something else with their money, and how 

far they go. While we are no visionaries, we thought markets 

were very expensive, but no-one could see the catalyst. 

We will see how diversification has stabilised our clients’ 

portfolios when we review the stats for end February, but 

thus far we are very pleased to reiterate that risk 

management does count in structuring portfolios for client.

Wealth Associates Asset Management view 

Below is a chart of our risk-profiled funds against their peers. 

 

Our Flexible Growth Fund is used by our advisers as a lower risk offering to SA general equity. However, the FSCA does not allow 

us to officially report on performance comparisons across fund categories. In the chart it is compared to the worldwide flexible 

category which is made up of SA listed funds that have full offshore exposure, hence the disparity. 

 

Industry accolade 

We are pleased to be recognised by the industry, which 

acknowledges the strong management of our funds. 

Morningstar is an international company that provides a 

wide range of fund analysis services, among them a rigorous 

rating system. Its highest accolade is a 5-star rating. 

Morningstar rates you once you have completed three years 

of management, considering risk, management return and 

costs amongst many other metrics. We are delighted to have 

received a a 5-star rating for the Wealth Associates BCI 

Moderate Fund of Funds, as well as a nomination for the 

Raging Bull Awards in the category “Best South African 

Multi-Asset Medium Equity Fund – 3 years” ending 31 

December 2019. 
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Investment discussion 

We were recently interviewed by the Financial Mail to tackle 

some pressing questions facing SA investors. We have 

included these answers for your interest. 

 

Q. What is an appropriate offshore investment strategy 

for local investors given the timing of a potential Moody's 

downgrade in 2020? 

A. Moody’s downgrading SA to non-investment grade 

impacts our borrowing costs (bond yields) and the potential 

flow of direct foreign investment into SA. Our current 

borrowing costs are already higher than Brazil, which was 

downgraded to junk status in 2015. For investors, this 

translates into a much higher return for investors in the 

bond market. This suggests that global investors are 

expecting the downgrade, which is then largely reflected in 

the currency and the bond market. In addition to this, the 

USD is one of the strongest currencies in the world against 

other first world and emerging market currencies, so exiting 

a weak Rand and investing in a strong USD may have a short-

term gain, but is likely to hurt SA investors in the longer-

term. We are thus generally not in panic mode to try and 

time the rand weakness (which has moved sideways for the 

last year and a half). We are very much in favour of investing 

a portion of a client’s portfolio offshore to gain access to 

global markets which will compliment and stabilise a very 

limited stock selection from our SA market. 

 

Q. What signals should local investors look for from 

central banks when devising their ideal investment strategy? 

A. Inflation, interest rates and bond yields are all fairly 

closely intertwined, and central banks dictate the interest 

rate. Currently, US investors are faced with investing in US 

bonds (that are offering negative real yields – a reminder 

that real yields are yields above inflation), and US stocks that 

are offering dividend yields above inflation. Are you thus 

surprised that US markets are so buoyant? In SA, it has been 

the other way around, although many good stocks have 

been absolutely hammered on their price but are offering 

extremely attractive dividends above inflation. We think 

watching this differential will be material for SA investors. 

 

Q With potential devaluation of the rand following a 

Moody's credit rating downgrade to junk, which currencies or 

assets offer the safest haven for local investors? 

A. When global investors panic, they rush to USD, 

regardless of the fundamentals of debt and price. As we try 

at all costs to encourage our clients to structure a robust 

portfolio, we are not advocating a panic response, as the 

robustness of a portfolio will stand the test of time. For SA 

investors who have global exposure, this is a good time to 

rebalance a portfolio and ensure that they have a spread of 

first world currencies. Rebalancing is effectively trimming to 

normal weight what did well (and thus is weighted higher in 

your portfolio than it should be). Most global equity funds 

will have an exposure to the US, but will also hold stocks in 

the UK, Europe, Japan and some emerging markets. Most 

global funds report in USD but have a global spread which by 

nature diversifies your currency weighting. We do anticipate 

heightened volatility in the short-term, but there are many 

reasons why global investors who have higher risk appetites 

will reinvest in SA once the dust settles after a downgrade. 
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Q. How should local investors structure portfolios 

between local and offshore exposure given local risks? 

A. The SA economy contributes less than 1% to the 

global GDP, which suggests that you should have a healthy 

exposure to global assets. This could range from 25% to 50% 

depending on the individual circumstances. However, when 

you invest in external currencies and external stock markets, 

you need to expect periods of short-term losses. The 

important thing is that you will not need the money when 

either or both are going against you, and hopefully you will 

not make irrational decisions when they are down. We think 

structuring your portfolio to your personal risk tolerance will 

have a much greater success rate than trying to time the 

currency. 

 

Q. What are expected returns across global assets and 

markets in 2020? 

A. Where is my crystal ball? The year 2019 has shown 

that investors do not always make rational decisions, and 

thus the best rational model of 1000 factors to determine 

stock prices and expected returns will be zeroed by investor 

behaviour. Anticipating one-year returns in our opinion is 

best left to the discussion around the pub. Over a five to 

seven-year period, we are prepared to be disappointed with 

first world market returns and are more hopeful on 

emerging economies. Likewise, emerging market bonds are 

more likely to give investors better returns than first world 

economy bonds. 

Q. How should investors look to allocate assets given 

the market dynamics at play? 

A. Diversification is the cornerstone of our investment 

philosophy and thus ensuring that investors have several 

different opportunities to grow their portfolios will keep 

them sleeping easy at night when a few are doing poorly. 

The small speculative play to pick up exciting returns (or 

failure as the case may be) is often fun but should be less 

than 5% of a portfolio unless you have a very large risk 

appetite. When a portfolio suffers a massive fall, the 

recovery needs to be that much greater to get you back to 

par. There are many investors who 

 take large asset allocation calls, but then can ride out the 

storm. The riskier the portfolio, the longer you need to be 

able to wait it out. 

 

Q. Which emerging markets offer the greatest potential 

and why? 

A. Potential for economic growth does not always 

translate into real growth in the market. It’s what we do not 

know that creates the opportunity and pain for investors. 

Most emerging markets in Asia are growing well above 5% of 

their GDP and have really exciting prospects where there is 

no barrier to entry for small businesses. However, investors 

know it and how much of that optimism is in the price is the 

key question. On the contrary, South Africa is likely to really 

struggle to grow, which is also in the price. Many African 

countries (Ex SA) are growing well but are out of favour (yes, 

it is also in the price). For longer-term investors, you are only 

going to be disappointed if you choose one emerging 

market. The sector in general is attractive, so investing with 

a global fund manager who has some understanding of the 

markets and valuations and has a track record of success will 

be the obvious choice. For the aggressive investor, go and 

have fun, but do your homework and invest in companies. 
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Considering that the industrial commodity cycle has been in 

a cyclical downturn for a number of years, an emerging 

market that is highly reliant on resources will explode when 

that cycle turns. 

 

Q. How will geopolitics, trade, and elections influence 

global financial markets? 

A. Historically geopolitics and elections have a muted 

effect on longer-term trends for markets. Trade, or more 

importantly the lack of trade, is a real killer of growth. 

Taxation on imported goods into the US has already had a 

significant effect on US production costs, which still needs to 

hit the consumer and thus the market. Countries reliant on 

exports like China, Vietnam and Taiwan will suffer if they do 

not find alternative markets. That is exactly what is 

happening though. A generation of economic expansion in 

China and more recently in Asia in general is turning 1.4bn 

people into consumers, and economic growth in African 

countries is starting to do the same. This is possibly one of 

the most exciting cycles to watch. 

 

Q.  What trends are institutional investors and 

strategists watching? 

A. Every trend imaginable, and then possibly one or 

two more. Socially responsible investing is going to get 

bigger and more important. How effective that will be to 

provide medium term returns is uncertain but it is 

nonetheless vital for global sustainability. 

There is so much information available to investors that it is 

practically impossible to keep up. Portfolio risk is the 

ultimate trend to watch as this will directly impact your 

obligations. Structure your core portfolio and have exciting 

satellites around it for that small percentage. There are so 

many exciting companies globally that are just waiting for 

the opportunity to be the next mega corporate. Buy them for 

the right reasons, then forget about them. If you have to 

watch the stock price daily, you have bought too much. 

 

 

Q. What are the most tax efficient investment vehicles 

to externalise wealth and how should investors select funds 

based to the jurisdictions where they are administered? 

A. There are two structures that have ZERO interest 

income tax, ZERO capital gains tax and ZERO dividends tax, 

namely retirement funds and living annuities (I bet you did 

not expect that answer). 

For externalised funds, offshore life plans and offshore 

endowments are the most tax-efficient vehicles available for 

the normal taxpayer. Most of these are housed in tax neutral 

jurisdictions so you only pay income tax and capital gains 

within the life plan or endowment. There are numerous 

permutations to the pros and cons of each similarly 

structured product so it is best to interrogate the structure 

first.  

 

 

 

 



Q. What are the pros and cons of buying dual citizenship or permanent residency as an investment strategy, if any? 

A. The window of opportunity to play with your non-residence status globally is closing rapidly. The US already has a look-

through principle (US citizens pay tax on 100% of their worldwide income – with some abatements to ease the pain a bit), as do 

many other countries. For SA residents, each person can take our R10 million per year (that is R20 million per year for a couple) 

with SA Reserve Bank approval. You can thus easily buy a villa in Portugal if you want some global residential property in your 

portfolio without any changes to your tax residency. You may however find that there are much more attractive residential and 

commercial property options in countries not offering residency. You then don’t have to pay the annual fees to retain your tax 

residency there. If you do not need a villa in your portfolio, then you are taking a huge risk if you are just doing it for tax 

residency. 

 

Financial services notes 

Having delayed the newsletter for the budget, here are a few notes that will be pertinent for investors: 

• Treasury to reassess emigration and tax residency 

• Exempt foreign income for SA tax residents is raised from R1 mil to R1.25 mil 

• Tax Free Saving Vehicle contribution increased from R33k to R36k per person per year 

• Medical tax credits increased 

• Bracket creep has been addressed at a rate above CPI. Last year it was not addressed, so over the two years we are worse 

off 

• Foreign currency transfers to continue but this will focus on certain types of transactions. 

 

Investment strategy 

We are expecting massive volatility leading up to the Moody’s ratings decision. All we can do is stick to your strategies and know 

that you have already done all that you can (diversification) to withstand the bumpy ride ahead. 

As always, please do not hesitate to call us for assistance if you have any queries. 

Keep well. 

 

Alastair Mackie and Jeremy Squier 

WEALTH ASSOCIATES ASSET MANAGEMENT 

  



8  Report to Wealth Associates Investors | February 2020 

 

 

This report has been compiled by the Wealth Associates Asset Management Investment Committee for use by accredited advisors and clients invested in 

the portfolios. The intention of these quarterly reports is to provide insights into the portfolios. No investment decisions should be taken by clients without 

reference to their accredited advisor. Wealth Associates Asset Management (Pty) Ltd is an authorized Financial Services Provider. 

Wealth Associates Asset Management (Pty) Ltd  

Reg. 2003/012179/07 FSP: 21018  

Directors: M du Plooy, J Squier Key Individuals: J Squier, M du Plooy (Management)  

Suite 180, Private Bag x87, Bryanston, 2021 T 011 807 6182  

www.wealthassociates.co.za 


