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If you look back over the last few years, returns have 
been dismal and making a choice on where to invest 
has been a tough call on where you would find the best 
value and achieve the best returns. When offshore eq-
uities were doing well, the rand was appreciating. When 
local equites were doing well, the rand was depreciating. 
This has made it a very bitter pill to swallow for many 
advisors and their clients making investment calls over 
the last few years as investors keep trying to time their 
allocations correctly only to come short of this mam-
moth task. This has led me to recap on the point of di-
versification which is something we have been trying to 
master for many years as an advisory business in our 
multi-manager & multi-strategy investment solutions 
we build for our clients.

Having a diversified portfolio is one of the longest stand-
ing principles when investing, but what surprises me 
is that not many investors use this simple principle to 
their benefit when taking on risk in the market or when 
building a portfolio with their advisors. Diversification 
allows investors to reduce the risk in their portfolios by 
spreading your capital amongst various investments so 
that you don’t have to rely on a single investment for all 
your returns, and this can all be done without reducing 
the return in the portfolio either. 

Contrary to belief, portfolio diversification works best 
when markets are going up and operating normally as 
opposed to financial crisis and bearish periods; Portfo-
lio diversification provides less reduction during market 
turmoil such as in 2008 where correlations tend to in-
crease between funds and asset classes which reduces 
the benefits of diversification. So, when markets fall, 
panic hits the market and investors turn to their gut in-
stinct and sell as quickly as possible to recoup losses, 
this only exaggerates losses and all riskier asset classes 
tend to follow this theme which is what causes broader 
losses as we saw earlier this year and in previous cor-
rections.

Due to decades of incorrect use, investors only use di-
versification when it suits them, as they try and time the 
markets by moving in and out of certain funds/shares 
when markets are going up or down. But the reality is 
that it’s a principle to be used consistently irrespective 
of up or down markets. 

There are some key benefits to diversification: 
Firstly, to minimize the risk of losses – if one investment 
performs poorly over a certain period, other invest-
ments may perform better over that same period, re-
ducing the potential losses of your investment portfolio 
from concentrating all your capital under one type of 
investment. The graph below shows the use of two in-
vestment managers that we use in some of our client 
portfolios and indicates the successful use of different 
funds which can add a lot of value when trying to re-
duce losses in your investment portfolio. No particu-
lar investment consistently outperforms other invest-
ments, they are best used together.

The benefits of blending managers
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• Fund Choice: Active funds, passive funds, hedge funds 
or ETF’s.
• Property or listed property vs private equity
• Local vs offshore assets

The list of available opportunities to diversify are end-
less, which is what makes diversification a simple prin-
ciple to understand, but at times, a lot more difficult 
to implement when getting caught up in the emotion 
of managing your own portfolio. My simple recommen-
dation is to surround yourself with a team of experts 
who can assist you in implementing a good diversified 
portfolio, many investors don’t take enough advantage 
of this!

GARETH VAN DER MERWE
WEALTH MANAGER

FINANCIAL PLANNING MUST ALWAYS  
INCLUDE CONTINUOUS ESTATE PLANNING

Although it is important to ensure you are invested in 
investment vehicles which are tax efficient, it is equal-
ly important to ensure your investment planning takes 
into account estate planning to ensure that you have 
made sufficient provision to minimize estate taxes, and 
maximise the benefits your heirs will receive.

Ensure beneficiaries are nominated within invest-
ment products
In the February 2018 budget speech, it was announced 
that estate duty will be increased through a “step-up” 
approach, meaning the estate duty rate for the first 
R30 million in an individual’s estate will remain as 
is and be taxed at 20%, but anything above R30 mil-
lion, will now be taxed at an increased estate duty 
rate of 25%. Although we know that pre-retirement 
and post-retirement products do not form part of an 
individual’s estate, this is only the case if a beneficia-
ry is nominated within the product. If no beneficiary is 
nominated, the investment will be paid to the Estate 
of the deceased, it will be included for estate duty pur-
poses, and distributed according to the last Will and 
Testament, or interstate if no Will has been drafted.  

Secondly, to generate smoother returns – the blending 
of different assets or funds won’t give you the best re-
turn all the time, but it enables a much smoother ride 
when compounding your returns over the long-term. 
Even though I have used a shorter period, the graph be-
low shows the successful use of this principle and how 
a smooth return profile can add more value in com-
pounding your money. This can be compounded even 
further as an investors time horizon increases.

 
Thirdly, to preserve capital – rule number one, don’t 
loose your money; rule number two, don’t forget rule 
number one! The graph below shows how our Resolute 
Equity blended portfolio was able to minimize losses 
and allow for a better preservation of capital during 
the 2008 financial crisis. Where the All share index lost 
more than 40% of its value, our blended portfolio lost 
less than half of that. What most investors don’t under-
stand is that during a crisis, most funds and shares will 
participate in losses as well; it’s the extent to how much 
they participate that makes a meaningful difference in 
the long term for an investors return.
 

Fourthly, the use of different investment vehicles – to 
diversify your portfolio, you need to spread your cap-
ital across different asset classes to reduce your risk. 
Normally, different asset classes or shares will perform 
better than others over different periods depending on 
a range of factors including: current market conditions, 
interest rates and currency markets. 

Some different vehicles include:
• Share Choice: Growth, defensive, value, momentum, 
cyclical or non-cyclical shares.
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• Fund Choice: Active funds, passive funds, hedge funds 
or ETF’s.
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• Local vs offshore assets

The list of available opportunities to diversify are end-
less, which is what makes diversification a simple prin-
ciple to understand, but at times, a lot more difficult 
to implement when getting caught up in the emotion 
of managing your own portfolio. My simple recommen-
dation is to surround yourself with a team of experts 
who can assist you in implementing a good diversified 
portfolio, many investors don’t take enough advantage 
of this!

Although estate duty is payable on endowments, if a 
beneficiary is nominated within the product, as is the 
case for retirement products, it will pay directly to the 
nominated beneficiary ensuring no executor fees are 
payable, and the funds are paid to the beneficiary/ies 
far quicker than if it has to be wound up in the estate.

Make use of allowed annual donations tax exemp-
tions
As per current legislation, donations tax is payable at 
a rate of 20%, however there is no donations tax pay-
able between spouses no matter what the value, and a 
maximum of R100,000 per annum can be donated per 
individual to persons other than their spouse collective-
ly without incurring donations tax. If a person is in the 
position where they are able to make financial dona-
tions in their living years to those they want to inherit, 
this is a great way to legally avoid unnecessary estate 
duty, taxes and executor fees. 

Estate Duty abatement at death
Every individual’s estate receives a R3.5 million abate-
ment, meaning the first R3.5 million in estate dutiable 
assets are excluded for estate duty purposes. Although 
this is not necessarily a tool which can be used effec-
tively in our living years, it is important for person’s who 
have lost their spouses to know that this abatement, or 
at least the portion which was not used in the winding 
up of their spouses’ estate, can be used in conjunction 
with their own abatement of R3.5 million. Eg. If a hus-
band passes away, and is survived by his wife, and his 
estate is only worth R2 million, he will only be able to 
use R2 million of the R3.5 million abatement. However, 
when his wife passes away, she will have her own R3.5 
million abatement, as well as the additional R1.5 million 
abatement which was not used by her husband, giving 
her a total abatement of R5 million when she passes 
away.

There is much talk about this “rolling-over” of the abate-
ment, and the Davis tax committee has recommended 
increasing each individual’s rand value abatement go-
ing forward, and not allowing any unused abatement to 
roll-over to their surviving spouse in the future. It is ex-
pected that this will have little impact on most individu-
als as it is expected that the abatement will increase sig-
nificantly, but it will rather have an impact on the high 
net worth individuals, in an attempt to treat it as part of 
a possible wealth tax.

Ensuring your family is looked after
If you want to ensure that your family is well looked af-
ter when you are no longer around to look after them, 
and your financial assets are not sufficient, or if you 
want to ensure your family is able to retain physical as-
sets as opposed to having to sell them to cover estate 
duty, outstanding debt, or taxes, it is recommended 
that you put in place life assurance, which can be ced-
ed to the estate, which is sufficient to cover the above 
mentioned expenses, with any surplus funds remaining 
being inherited by the heir who is to inherit the resi-

due of the estate. As a person grows older, they enter 
different life stages and they may have accumulated 
sufficient financial assets, the life assurance values can 
be re-evaluated and earmarked for alternative means 
or cancelled entirely and the premiums redirected into 
investment products.

At the end of the day, we know we cannot completely 
escape paying tax, but we can make use of the tools  
provided to us to ensure we minimize the tax we do 
pay.

A professional, independent financial advisor can add 
considerable value to a household’s wealth over time, 
but not in the way that many people would think.

Being a financial advisor goes beyond simply select-
ing an investment product or deciding which funds to 
invest into. Considerable thought and effort is spent 
on some of the less noticeable aspects that often can 
have an even bigger impact on a client’s wealth over the 
long-term, than purely investment returns.

Various studies have found that what investors gain 
from employing a financial advisor far outweighs what 
they pay in advice fees. A study by our investment 
partner, Morningstar, put a number to this added val-
ue: 1.82% a year. This may not sound like much, but 
over many years it compounds to form a considerable 
portion of an investor’s assets. A second study, by the 
Centre for Interuniversity Research and Analysis on 
Organisations (Cirao) in the United States, found that 
households that had used a financial adviser for be-
tween four and six years possessed 58 percent more 
financial assets, on average, than those that hadn’t.

JAMES FERREIRA
WEALTH MANAGER
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What is interesting is that this added value did not come 
from the advisors choosing better-performing invest-
ments than the investors could necessarily have cho-
sen themselves. The Morningstar report found that it is 
not the performance of specific investments in a port-
folio that determines long-term value to the investor. 
Rather, it is several factors that many investors tend to 
overlook that makes the biggest difference. 

So, how do advisors really add value? Below are a few 
factors that contribute to the overall financial plan.

1. Focusing on the long-term and providing guid-
ance through market fluctuations. 
Advisors sometimes take on the role of psychologist 
when markets aren’t moving in the right direction and 
investor panic starts to set in. Being the calming voice 
of reason can have unbelievable benefits as opposed 
to making irrational decisions based on fear or greed. 
Advisors also help clients to identify their biases. Many 
of us think we don’t really have any … which is exactly 
the point.

2. Drawing up a financial plan with the goal of meet-
ing a client’s specific requirements. 
Advisors are required to undertake a thorough analy-
sis of their clients’ personal circumstances and financial 
needs before drawing up a financial plan, recommend-
ing investments and building a portfolio. Establishing 
that plan can make a huge difference along the road as 
you will always know whether you are on track to meet 
your goals or if corrective changes need to be imple-
mented.

3. Allocating assets based on appropriate levels of 
risk. 
Investment capital is allocated across the main asset 
classes of equities, bonds, listed property and cash, as 
determined by the financial needs analysis and finan-
cial plan drawn up by the advisor. We put a significant 
amount of effort into effectively managing our model 
portfolios to streamline this process to protect our cli-
ents and offer actively managed solutions.

4. Identifying risks in clients’ portfolios that the cli-
ents might look past. 
Examples include being overweight in South African 
assets, chasing equity performance, being too conser-
vative for the long-term, having insufficient manager 
diversity and being too concentrated in a single market 
sector or company. All these aspects are managed via 
our model portfolios with the assistance of Morning-
star.

5. Ensuring a sustainable withdrawal strategy. 
This applies to clients drawing an income from their in-
vestments. The Morningstar research found that advi-
sors added value by using a “dynamic” strategy where-
by the withdrawal amount is regularly reassessed in the 
light of market conditions to ensure that the portfolio 
and income arising from it are sustainable.

6. Ensuring tax efficiency. 
This was one of the top ways in which advisors add-
ed value, the Morningstar research found. An advisor 
can help you take advantage of tax breaks that may be 
available to you but that you are unaware of. The more 
you save in tax, the more the money you save can work 
for you in your portfolio, adding to compounding over 
time.

7. Checking that clients are saving enough to build 
sufficient retirement capital. 
Perfect investment returns will not magically produce 
retirement income out of too little savings. An advisor 
can walk you through various projections and contri-
butions rates that can assist in making sure you are on 
track to meet your retirement goals.

8. Pressing clients to answer questions they don’t 
want to be asked. 
Advisors are there to ask clients how they plan to take 
care of their aging parents, whether their will is up to 
date, how they are going to educate their children or 
what they will do if they lost their jobs. These are im-
portant questions that add to the holistic financial plan 
that incorporates all aspects of a client’s life to ensure 
all goals and needs are met. Often these are questions 
neglected by individuals and proper considerations ar-
en’t given to the potential effects.

Financial advice can differ considerably between cli-
ents, so having a financial advisor who is there to eval-
uate your situation and offer specific advice to suit your 
particular circumstances can prove invaluable over the 
long-term.


