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In the early hours of Saturday morning we, i.e. South 
Africa got the good news or was it “no news is good news” 
that Moody’s did not downgrade us! The expectation was 
that they would put us on a “negative outlook” but not 
downgrade us to junk!

This good news means that our country’s credit rating 
remains unchanged at Baa3, the very last rung of invest-
ment grade, with a stable outlook… In a short note at 
00:50 on Saturday morning, Moody's listed SA as one of 
seven issuers whose ratings were not updated. It did not 
provide any reasons. 

So who is Moody’s and why should we care?

Moody’s is one of the big three international rating agen-
cies, the other two being Fitch and Standard & Poor’s. 
Ratings play an important role in today's capital markets. 
They help to foster the dramatic growth, stability, and the 
efficiency of international and domestic markets, which 
now encompass more than $80 trillion of rated bonds and 
other fixed-income securities world-wide. 

KEEPING OUR HEADS ABOVE WATER  

Effectively they play a massive role in capital markets. 
Credit rating agencies assess the relative credit risk of 
specific debt securities or structured finance instruments 
and borrowing entities (issuers of debt), and in some cases 
the creditworthiness of governments and their securi-
ties.

Moody's is the last of the big three international rating 
agencies to not have downgraded SA to junk. Rival ratings 
agencies Fitch and S&P both downgraded SA to sub-in-
vestment grade back in 2017. If Moody's had downgraded 
SA to sub-investment grade, the country would have been 
ejected from the major Citi World Government Bond 
Index, forcing asset managers to sell billions of rands' 
worth of SA bonds. This would have in all probability sent 
the Rand into free fall, breaching the R20 to $1 mark.

With a downgrade, the government has to pay more in 
debt servicing costs, meaning that it will have less to 
spend on social initiatives and infrastructure. In order to 
plug the funding gap, government will have to increase 
revenue through higher taxes. But the effects of junk 
status don't just end at borrowing and would also nega-
tively affect ordinary South Africans. If the rand weakens it 
will add to inflationary pressures which are bad for the 
income and living expenses of ordinary South Africans, 
and can lead to higher interest rates.

A downgrade would also have been seen as a blow to 
President Cyril Ramaphosa's goal of attracting $100bn in 
new investment into South Africa and kick-starting the 
country's sluggish economic growth rate.  
Ahead of the scheduled announcement, economists had 
been split over the likelihood of a full downgrade. This is 
the second time in a row that Moody's has skipped a 
scheduled review of SA's sovereign debt. The date of the 
next scheduled rating action is November 1, 2019. By all 
counts it looks as if they waiting to see the outcome of the 
upcoming elections and give Ramaohosa a little time to 
implement his plans for a better South Africa!

Our reprieve
Hopefully this is the opportunity for SA to get its fiscal 
house in order and its policies aligned to a pro-growth and 
a confidence inspiring economic strategy. The critical 
areas to ensure SA retains its investment-grade credit 
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rating are: political stability, policy certainty, reform of 
state-owned enterprises, structural reform and a credible 
growth roadmap.

The hard part of this is that these reforms and strategy is 
not the populist option and in particular is strongly 
opposed by the Unions. However saying that, Ramaphosa 
cannot follow narrow political interest, the time is now for 
decisive action, country first, party second…

Eskom
Eskom, however, remains the biggest risk to the economy. 
Since November last year, power cuts have been a regular 
occurrence across the country as cash-strapped Eskom 
battles to get to grips with a shortage of electricity capacity 
due to years of mismanagement at the power utility. The 
strange part is that just the other day we were at Stage 4 
load shedding with no end in sight, then the week leading 
up to Moody’s decision the lights stayed on. With the 
looming elections the ANC need to keep the lights on at all 
costs, but one does not know what is actually going on 
behind the scenes…

The Markets
With all the political noise and last year’s negative market 
performance it is quite easy to become panicky and 
confused. However, the markets have taught us that if one 
sticks to a sound financial plan and remain patient then 
you will ultimately be rewarded. 

 

 

The South African stock market is having a great start to 
the year – in part thanks to booming mining shares. The 
JSE is up over 8% over the past 3 months. This is the best 
first-quarter performance since before the financial crisis! 
Who would have thought that possible with our current 
state of affairs…. 

The JSE has just had its best first quarter in 12 years – despite meltdowns in Aspen, Mr Price, and Shoprite

As we always say, the best course of action is:
- Long term, never try and time the markets
- Avoid sensational headlines
- Diversification
- Stick to a plan and a robust investment process
- Stay the course
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Signs of Spring? 
JEREMY GARDINER

The point of ‘capitulation’ in economic cycle theory is 
generally seen as the bottom in any cycle, the point just 
before ‘things start to improve’. It is unfortunately, and 
indeed sadly, also generally the point at which most equity
investors finally give up and sell, when stocks are at their 
cheapest, driven entirely by sentiment and emotion rather 
than investment fundamentals. The investment industry 
must be one of the few where people are inclined to sell 
when their asset is cheap, and conversely, when prices 
rocket, they buy more.

Anecdotally and deviating slightly from economics, the 
fourth quarter of 2018 for me felt like the point at which 
South Africans reached their ‘capitulation point’ with our 
country. Of course, a collapsing currency and equity 
market combined with a rocketing petrol price didn’t help. 
The level of political anger and noise seemed unprece-
dented: everyone was fighting with everyone and with it 
came a spike in talk about emigration and about having a 
‘Plan B’. South Africans are angry, and many seem to have 
reached the point of ‘giving up’ on Brand SA.

So does that mean then, that things are about to improve?

Well, things do feel slightly better this year. It could simply 
be down to a good holiday and some sunshine. Also, don’t 
underestimate the impact of rising markets and a 
strengthening currency in terms of improving the mood. 
And conversely, don’t underestimate the negative impact 
of loadshedding on ‘darkening’ the mood, so hopefully it 
doesn’t last. 

While one doesn’t want to herald a ‘false dawn’,

here are a number of factors that could work in our favour 
to certainly numb the pain, and perhaps even lighten the 
mood considerably. Could investors finally be rewarded 
for the five years of flat returns they’ve had to endure?

First of all, one shudders to think how angry and 
depressed we would have been if we still had Jacob Zuma 
as President, with the prospect of another five years of
the Zuma presidency coming after elections. We would 
still have Finance Minister Gigaba running what would be 
an officially (across all three rating agencies) junk econo-
my and similarly junk currency, probably around R25 to 
the US dollar.

And while the various commissions currently playing 
themselves out are both fascinating and horrifying at the 
same time, be very thankful that they’re happening. They 
certainly wouldn’t be if the Zuma Dynasty were still in 
control. Hard as they are to watch, as they brutally expose 
the corruption ‘free for all’ that existed during the the 
Zuma presidency, it is a very necessary process. If we are
to right the wrongs of the past, it is important that we 
know exactly who and when and how everything was 
done.

Secondly, Donald Trump is in trouble. His government 
shutdown has – according to polls – plunged his popularity 
to 34%. He’s got elections in just over 18 months’ time, and 
stock markets are soggy. He is therefore being much 
friendlier to the Chinese this year – a reduction of the 
trade war, and even a discontinuation, would be very posi-
tive for emerging markets, including SA.

The world is ‘slowing, but still growing’ seems to be the 
common theme out of Davos this year. The US and China 
should both remain firm and if the Chinese stimulate 
more, which they may well, then emerging markets, 
including SA, will see stronger growth.

‘Slowing, but growing’ means we shouldn’t see unexpected 
US rate hikes. None are forecast for this year, and some, 
including previous Fed Chair Janet Yellen, are signalling 
this may be the peak of the tightening cycle. In addition, a 
temporary reprieve from balance sheet normalisation 
should mean the US dollar has probably peaked. That, 
together with stable US interest rates, are both favourable 
winds for emerging markets like SA.

Across the pond, Britain will most likely stumble into some 
sort of deal, and then the world can move on from the 
noise that is Brexit. While there is an element of schaden-
freude in seeing Britain or the US also suffering self-in-
duced pain and political turmoil, we always have to 
remember that any significant instability in the developed 
world inevitably sees us (read emerging markets) being 
punished as well.

So, all of the above, coupled with the fact that emerging 
market equities, bonds and currencies are reasonably 
valued, have seen investors starting to shift back towards 
higher-yielding emerging market assets, including SA.

Some economic tailwinds (as opposed to the headwinds 
we faced last year), is exactly what Cyril Ramaphosa 
needs. Add to that a strong mandate from successful 
elections (and certainly most polls seem to be pointing 
that way), and 2019 should not only see South Africa lifting 
from the muddy waters of corruption in which the ‘Zuma 
lost years’ left us stranded, but investors hopefully finally 
being rewarded for their patience

KEEPING OUR HEADS ABOVE WATER | SIGNS OF SPRING | TRUST BENEFICIARIES AND
THEIR RIGHTS | MAKING THE MOST OF TAX FREE SAVINGS | THE THREE FACTORS THAT
WILL DETERMINE YOUR FUTURE WEALTH 

    



4

LONG-TERM VIEW OF THE RAND | HOW TIMES HAVE CHANGED | RATING AGENCIES DOWNGRADE
IN THIS EDITION:IN THIS EDITION:

MESSAGE FROM 
THE WEALTH MANAGEMENT TEAM

TRUST BENEFICIARIES AND THEIR RIGHTS  
“I bequeath the residue of my estate to my children. However, 
the benefit will be held in trust until the death of my spouse”. 

If the Average Joe reads this sentence in a will, they may for a 
fleeting moment wonder why no-one can write plain language 
contracts, but probably won’t spend much time pondering its 
implications. Yet the clause may present those involved with a 
problem since it is unclear whether the trust that was set up in 
terms of the will is an ownership trust or a so-called ‘bewind’ 
trust (more about the difference later). While this may not 
seem important, it has a direct bearing on the position of trust 
beneficiaries.

The rights of trust beneficiaries depend on the provisions of 
the trust instrument. A trust instrument refers to the way in 
which a trust is established, whether it is through an agree-
ment or trust deed (in the case of the typical family trust), a 
will (in the case of a testamentary trust) or by way of a court 
order (where a trust is set up for the beneficiary of a Road 
Accident Fund claim).  It stands to reason that there should 
be clarity about why the trust is established and what posi-
tion and rights beneficiaries should have.

Where trust assets are owned by the trustees, the trust 
will be called an ownership trust, but if the beneficiaries 
own the assets, the trust will be known as a ‘bewind’ trust. 

Trust beneficiaries can be identified by name in the trust 
instrument or may be members of a class of beneficiaries, 
for example, the children of the deceased. Who the bene-
ficiaries are and what their rights are must be stipulated in 
the trust instrument.

In the case of a testamentary trust, such as the example at 
the start of this article, the wording is of utmost impor-
tance in determining whether the trust created in the will 
is an ownership trust or a ‘bewind’ trust. If it is a ‘bewind’ 
trust, the ownership of the inheritance vests in the benefi-
ciaries and cannot be taken away by the trustees.”

The wording is also important in determining what the 
rights of the beneficiaries are with regards to income 
and/or capital. The beneficiaries in an ownership trust can 
have vested rights to benefits – in other words rights to 
income, capital or both. Or they can have contingent 
rights. In the latter case, the decision to distribute income 
and/or capital sits with trustees. The only ‘right’ beneficiar-
ies have is to be considered for these benefits when the 
trustees decide to distribute the benefits.

Beneficiaries also have the right to proper administration 
by the trustees as well as the right to take part in decisions 
to amend the trust deed. Any beneficiary with a vested 
right to income and/or capital from a trust must agree to 
any decision to amend the trust deed. The same applies to 
any beneficiary who, although they have not received 
benefits yet, has indicated that they are aware of contin-
gent rights and accept those rights. If a beneficiary 
believes trustees are not acting in their best interests and 
in line with their general fiduciary duty, they can sue for 
breach of trust. Beneficiaries also have a right to request 
the Master of the High Court to demand an account of 
their administration of the trust from the trustees.

Tax consequences
Although tax implications can become quite complex and 
expert advice may be required, the general rule is that 
income or capital gains that are vested in a beneficiary are 
attributed to that beneficiary for tax purposes and taxed 
in the beneficiary’s hands.

It is also possible to distribute income to a beneficiary and 
have it taxed in the hands of the beneficiary but retain it in 
trust for the exclusive benefit of that beneficiary under a 
power granted to the trustees in the will. What must be 
kept in mind is that such income, as well as attributed 
capital gain, will be regarded as vested in the beneficiary 
and may then lose the insolvency protection afforded by a 
trust. 

trust for the exclusive benefit of that beneficiary under a 
power granted to the trustees in the will. What must be 
kept in mind is that such income, as well as attributed 
capital gain, will be regarded as vested in the beneficiary 
and may then lose the insolvency protection afforded by a 
trust.

Certain extracts have been provided by the Fiduciary Institute of 
Southern Africa (Fisa).

GARETH VAN DER MERWE, CFP ®
WEALTH MANAGER
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By comparison, the same investment in the non-tax-free 
version of the Prudential Enhanced SA Property Tracker 
Fund (the identical fund but not the tax-free vehicle), and 
at the same fees, would have grown to R1.98m, with R255 
000 paid in taxes on interest and dividends (and with no 
annual exemptions applied). 

Then, if the investor decides to sell all or part of the 
non-tax-free investment, they will have to pay capital gains 
tax of around R244 000, which will reduce the investment 
value to R1.74m. 
So this makes the tax-free unit trust even more attractive. 
The investor would therefore have notched up an extra 
R500 000 at the end of the 15-year investment horizon 
solely as a result of the tax-free benefits of this vehicle. 
This is a substantial bonus for anyone to add to their 
retirement income. 

Tax-free listed property beats cash over time
It is particularly beneficial to hold listed property compa-
nies in the form of real estate investment trusts (REITs) 
inside a tax-free investment, because there is effectively 
no corporate or individual tax on the investment returns. 
While holding cash inside a tax-free investment may 
appear very attractive – because it offers relatively high 
short-term tax savings – cash may in fact be the least 
appropriate asset class to choose over the long term. 

This is because it earns after-inflation annual returns of 
only 1% to 2% over the long term, substantially less than 
the 6% to 8% annual real return provided by growth assets 
like equities and listed property. The returns on these 
longer-term investments, re-invested and compounded 
over many years, will probably be much higher than cash.

A holistic view 
While this article focuses mostly on understanding the 
potential tax savings of tax-free investments, don’t forget 
the basics when it comes to making the most of investing: 
develop an appropriate long-term investment strategy; 
and remember to invest tax-free for your children. 
By using tax-free investments in combination with other 
investment vehicles and allowances as part of a holistic, 
long-term investment plan, you can substantially optimise 
your family’s overall investment portfolios. 

These tax savings, together with an optimal investment 
strategy, could have a significant positive impact on your 
long-term returns.       

 Introduced in March 2015, tax-free investments have now 
been available to investors for three years. While this is a 
relatively short history in terms of investment horizon, we 
are now able to see more clearly how investors are bene-
fitting from the tax savings these vehicles offer.  

It is difficult to determine which types of tax-free invest-
ments would be the most beneficial to individuals. The 
actual tax savings compared to normal (non-tax-free) unit 
trusts depend on a combination of factors, the primary 
two being, first, your marginal income tax rate; and, 
second, the type and quantum of income and capital gains 
earned in your selected unit trust. 
Obviously, the higher your marginal income tax rate, the 
more you will save in these vehicles. At the same time, 
fund returns are taxed according to their source of 
income. 

An example of tax savings
Using a hypothetical example to illustrate possible fund 
returns and tax savings over time, let’s see how much tax 
savings would accumulate to an investor in the 45% 
income tax bracket if they had been able to invest tax-free 
for the past 15 years and selected the Prudential 
Enhanced SA Property Tracker Fund tax-free unit trust.

They are able to invest the full annual allowance of R33 
000 every year for 15 years, which means that they would 
have contributed a total of R495 000. This is very near the 
current maximum R500 000 lifetime limit. I have used the 
highest possible tax bracket and allowable contribution 
expressly to try to provide an indication of what the upper 
limit of the tax saving for individuals could be. 

The graph shows that the R495 000 investment in the 
tax-free fund would have grown to a total of R2.23m by 
the end of 2017. 
 

Making the most of 
tax-free savings 

Pieter Hugo  
MD of Prudential Unit Trusts
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The three factors that will 
determine your future wealth 

Brought to you by PSG Wealth

Saving enough for retirement can seem like a daunting 
and complex problem. However, there are really only 
three things that investors have to consider.
“In its simplest form, saving for retirement depends on 
three factors: time, contributions and returns,” says 
Adriaan Pask, chief investment officer at PSG Wealth. 
“Although you can shift your focus between these three 
factors, you cannot neglect any of them for too long.”

Vitally, investors also need to appreciate how the three 
factors interact.
“They need to work in conjunction,” argues Pask. “Inves-
tors need to understand how they stitch together and 
appreciate the trade-offs between them.”

Time
Discussions about how best to save for retirement almost 
always start with giving yourself enough time. That is 
because the power of compounding over the long term is 
the greatest tool that any investor has at their disposal.

“Time is really the easiest of the three factors because it 
doesn’t cost you anything,” says Pask. “The ups and downs 
of returns have an emotional impact and contributions 
have a financial impact, whereas time is just being 
diligent.”

Yet this is something many people struggle with because 
they don’t realise its significance early enough in their 
careers.

“It’s not just clients that don’t have a strong income that 
come to us in their forties and they haven’t saved 
anything,” Pask says. “It’s often people with a very strong 
income who just always thought that they would be okay 
and delayed saving because there were other things that 
they thought were more important.”

While it’s never too late to start saving, the less time you 
have, the more difficult it becomes. With a long time 
horizon, your contributions don’t need to be as high, and 
you don’t have to take as much investment risk. However, 
if you have limited time, then you have no choice but to be 
more aggressive with the other two factors.

“If you start at 45 and want to retire as soon as possible, 
you have to look at things differently,” Pask explains. “You 
can’t then invest in a money market fund, because you will 
never reach your goals. You have to increase your contri-
butions and invest in more volatile, riskier asset classes.”

Contributions
The second factor is the one that investors have the most 
control over. It is up to every individual how much they 
save – and, quite simply, the more you save, the more your 
wealth will grow.
However, it is crucial for every investor to understand how 
their level of contributions balances the other two factors.

“A question we are getting a lot at the moment is what do 
I do when I am getting poor returns,” says Pask. “And the 
best thing you can do is to up your contributions.” Saving 
more means that you can reach your goals even if you 
receive a lower return. This is not just relevant for times 
when markets are underperforming, but also if you are 
the kind of investor who can’t handle too much volatility.

“If you know that you are a conservative type of investor 
and don’t want to invest too much in equities, then you 
must make peace with the fact that you will have to make 
greater contributions,” says Pask. “Similarly, if you are 
prepared to invest quite aggressively, and you have time 
on your side, you wouldn’t need to save as much.”

Returns
The last of the three factors is the one investors tend to 
worry about the most – the performance of their portfoli-
os. Ironically, however, it is the one over which they have 
the least control, since markets are largely unpredictable 
in the short term.

That doesn’t, however, mean that returns should be left to 
chance. It is important that investors are in the right mix of 
products and asset classes to achieve the targets they 
have set for themselves. 

“If your goal is inflation plus 6%, you are going to waste 
your time in a money market product,” says Pask. “You 
can’t control the markets, but you can at least control that 
you are in the right mix of asset classes to get to where 
you need to be given the time you have left and your 
contribution sizes.”

The right balance
This is why having a wealth manager is so important.
“A lot of wealth planning revolves around financial coach-
ing, regular mentorship and regular discussions around 
these three factors,” says Pask. “When you sit with your 
advisor you have to make sure that you are suited to the 
kind of investment you have chosen. If you are the sort of 
person who checks their balance every day and is nervous 
every time you lose a few rand, then you can’t be fully 
invested in the stock market. Your advisor should adjust 
the product mix and recommend that you increase your 
contributions rather than putting yourself under emotion-
al stress.” 
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Ultimately it is about understanding how the three factors 
work together and the trade-offs you can make between 
them. That is what gives you options to ensure that you 
reach your goals.
“These are fairly simple calculations that any wealth man-
ager can do, but in the absence of those calculations 
people aren’t really planning for retirement,” says Pask. 
“That is why we are finding ourselves in the situation 
where people are not saving enough.”

“Someone is sitting in the shade today because
  someone planted a tree a long time ago”
- Warren Buffet
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