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Barack Obama 
“These are extraordinary times. And they’re dangerous times. But 
here’s the good news. We have the chance, not the certainty but 
the chance, to restore some semblance of sanity to our politics. ”

South African’s will go to the polls for the sixth gener-
al elections on Wednesday 8th May 2019, in what is 
probably the most important and hotly contested 
general election since the dawn of democracy in 
1994. While there is little doubt that the ANC will 
emerge victorious, a more important question for SA 
and for investors is the margin of that victory. 

The EFF who became “king-makers” could surprise 
on the upside as the young and restless become 
increasingly frustrated with rising unemployment 
and the lack of future prospects…The DA could bene-
fit from the growing black middle class and negative 
voting ie. people voting against something (ANC), 
rather than for it. 

Voters are sick and tired of empty promises, corrup-
tion, load-shedding, patronage, SOE bailouts and the 
lack of service delivery. Service delivery protests have 
increased as we have gotten closer to election day, 
fuelled by disgruntled citizens and possibly in some 
cases driven by political parties with hidden agendas, 
ie. mainly to discredit rival political parties.

The ruling party (ANC) is nervous at the prospect of 
losing its traditional voter share, and with a large 
number of first-time voters being “born frees” they 
are feeling the heat. The on-going battle within the 
ANC between the good (let’s fix the country) and evil 
(I don’t want to go to jail or give back my ill-gotten 
gains) has intensified and hampered the ANC on 
their election campaign. However saying that is 
seems as if many people are voting for Cyril and not 
the party as they believe he will turn the party 
around and for many, the ANC is still their home and 
the thought of voting for another political party is a 
bridge just too far!
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 ELECTIONS 2019: HOW TO 
POSITION YOUR PORTFOLIO 

Peter Armitage, Anchor Capital 
 

It is important to emphasise that, in this note, we only 
consider the impact of various ANC-win scenarios on SA 
and we do not examine the possible performance of any 
other political party, due to the size of the ANC and its 
dominance of the SA political landscape over the past 25 
years. 

Summary
Our base case is for a relatively strong ANC election 
win in May and a mandate for President Cyril Rama-
phosa to continue with his reform and anti-corrup-
tion drive. This will improve investor confidence and 
should see strong inflows into the South African (SA) 
equity market. Recent market performance has indi-
cated support for this view. However, this is by no 
means a certainty and risks are elevated. In addition, 
Ramaphosa will need to show strong leadership and 
take meaningful actions in order to reinforce confi-
dence. Different election outcomes could have vastly 
different equity market, growth and currency conse-
quences. We are hence maintaining meaningful 
exposure to SA Inc. shares but retaining a diversified 
portfolio.

Background
Below, we discuss the current state of the ruling 
party since Cyril Ramaphosa’s ascendancy to the 
presidency and we dissect various possible scenarios 
related to the ANC’s performance in the upcoming 
election. With the ruling party experiencing a serious 
credibility crisis and being deeply divided between 
the so-called Ramaphosa faction (constitutionalists, 
reformist, anti-corruption) and the Zuma faction 
(now seemingly headed by ANC Secretary General 
Ace Magashula), the size of an ANC election victory is 
likely to have consequences for ordinary citizens for 
decades to come.

Where are we currently?
Ramaphosa is, by all accounts, the complete oppo-
site when compared to Zuma in terms of his govern-
ing style – he is a modern leader for whom the rule of 
law is paramount. Following years in the trade union 
movement and in business, Ramaphosa is also an 
astute negotiator and a cautious strategist who 
wants to unify a divided ANC and tripartite alliance. 

 

If Ramaphosa, the constitutionalist, reformist (and 
one of the authors of our constitution), emerges 
victorious, with a strong mandate (c. 58%-60% of the 
vote), political commentators believe he can contin-
ue “gloves off” with his current reform agenda. By 
consolidating his power, Ramaphosa might be able 
to rid the once-proud liberation movement of those 
individuals implicated in State Capture and their 
“fightback” campaign. This, in turn, will be positive for 
SA, and the country might see renewal and growth 
once again, having left the disastrous 9 years of 
ex-President Jacob Zuma’s rule behind it.
In contrast, a marginal ANC victory could lead to 
Ramaphosa’s detractors blaming him for the party’s 
losses with some opposition parties and political 
commentators already claiming that dissident ANC 
factions plan to remove him as ANC president. 
Should that happen it will set the reformist, anti-cor-
ruption agenda (which has been ongoing since 
February 2018) back decades, if not completely 
smothering it. Recalling a sitting president is not as 
easy to do (as we saw with Zuma’s presidency) and 
although the National Executive Committee (NEC) 
can, according to the ANC constitution, “recall any 
public representative”, the ANC has in the past been 
reluctant to recall a party president without consult-
ing wider structures as it undermines the will of the 
delegates expressed at an electoral congress (we 
note ex-President Thabo Mbeki resigned when it was 
clear the ANC didn’t want him as president). The NEC 
can, however, convene a Special Conference of the 
ANC “at any time … at the request of the majority of 
the provinces”, but has to give at least one month’s 
notice and branches have to be represented “in 
proportion to their membership”. Would the ANC 
really want the embarrassment of a third SA presi-
dent not serving out his term?

How did the SA economy fare under various ANC 
presidents?
During the Nelson Mandela (1994-1999) and Thabo 
Mbeki (1999-2008) presidencies, SA’s economy 
thrived as government adopted austere economic 
policies and the country moved from bankruptcy 
(under apartheid, pre-1994) to a budget surplus. 
However, Zuma’s disastrous tenure dragged SA back 
to pre-1994. As Figure 2 below shows, under Mbeki, 
the local economy entered negative territory in only 
one quarter (4Q08), which was likely due to the 
global financial crisis (GFC).
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The average GDP growth rate was at 4.2% for Mbeki’s 
presidency with the country recording 37 consecu-
tive quarters of positive economic growth (Trevor 
Manual was Mbeki’s finance minister). After Mbeki 
resigned (effectively recalled), and Kgalema Motlan-
the was placed in the position of interim president, 
SA posted its first recession (1Q09 and 2Q09 saw 
negative growth) since the advent of democracy. 
During the Zuma years, average GDP growth slowed 
to c. 1.8% for the period of his presidency (which 
ended in February 2018). While this was also due to 
some extraneous factors, policy uncertainty, corrup-
tion on an unprecedented scale (Guptas, Bosasa 
etc.), a revolving door of finance ministers etc. kept 
investment (both foreign and domestic) away.

Figure 2: GDP (QoQ annualised growth) under 
each of the democratic presidents

Source: Bloomberg, Anchor

Looking at the rand vs US dollar exchange rate, when 
Zuma took office (9 May 2009), it stood at c. R8.27/$1. 
However, the average exchange rate for 2017 (the 
last year of Zuma rule – he left office on 14 February 
2018) was at R13.31/$1 – a c.61% depreciation for the 
period he was president vs a c. 30% decline in the 
rand during Mbeki’s presidency. When Mbeki took 
over from Mandela, the unemployment rate stood at 
c. 22% – according Stats SA’s latest Quarterly Labour 
Force Survey (4Q18) it is currently at 27.1%.

 

each of the democratic presidentseach of the democratic presidentseach of the democratic presidents

Figure 3: Rand vs US dollar exchange rate – Zuma 
years

Source: Bloomberg, Anchor

The fragility of the SA economy (with opposing forces 
in the ANC making the right economic outcome diffi-
cult to achieve) is underscored by the fact that 
Moody’s may downgrade SA’s sovereign credit rating 
to junk in November (or before), joining Fitch and 
S&P, which already have SA at sub-investment grade. 
Moody’s is the only major ratings agency that has SA 
at ‘investment grade’ – one notch above junk (with a 
stable outlook). If Moody’s decides to downgrade the 
country, it will results in SA falling out of key gauges 
such as the Citigroup World Government Bond 
index, which may in turn prompt investors to dump 
as much as R100bn of SA assets, increasing the cost 
of debt and putting more pressure on the rand.

Structural issues facing the country
Debt (a combined c. R1.6trn) and corruption at 
state-owned enterprises (SOEs), such as Eskom, SAA, 
Transnet, SABC etc., spiraled out of control during 
Zuma’s tenure. Eskom’s debt alone is now c. R420bn 
(15% of all sovereign debt), and the situation is so 
dire the entity has to borrow funds to pay interest on 
this debt and to try keep the lights on. Thus far, 
Ramaphosa has been carefully walking a tightrope – 
at ease with having the law take its course, while at 
the same time careful to “appease” the so-called 
Zuma faction of the ANC. Ramaphosa’s December 
2017 elective conference victory as ANC president, 
was clinched by a very slim margin (less than 200 
votes out of the c. 5,000 cast by delegates), indicating 
a questionable command of the party’s reins.
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 The composition of the 86-member NEC is also 
reportedly split virtually 50/50 in terms of Ramapho-
sa supporters and those in the Zuma camp. Rama-
phosa, it would seem, is trying to prevent a split in 
the party similar to what happened when ex-presi-
dent Mbeki resigned, and Cope was formed. By all 
accounts, he wants to negotiate a path forward with 
what is a divided organisation.
While winning (or losing) elections are one thing, SA 
has numerous structural issues facing the country 
(some already mentioned above), which Ramaphosa 
has to address before the situation becomes even 
more untenable with Eskom and the continued pos-
sibility of loadshedding the largest threat to the 
economy. Despite SA’s economy being the 
second-biggest in Africa (after Nigeria), it cannot 
seem to rid itself of the deep-rooted structural 
inequalities that are holding back growth and devel-
opment due to the rampant corruption that has 
plagued the country over the past decade. SA’s 
economic performance has been one of the weakest 
in sub-Saharan Africa (SSA), with the IMF recently 
lowering its 2019 forecast for real GDP growth to 
1.2% (from 1.4% in February).

What has Ramaphosa achieved thus far?
While Ramaphosa has made some commendable 
decisions and changes, many commentators have 
highlighted that it will take years for him to address 
the problems facing SA due to the destroyed admin-
istration he inherited from Zuma. To make matters 
worse, he also has to watch his back in terms of 
those above-mentioned Zuma allies within the ANC, 
who do not want their patronage network/s disman-
tled.
Despite the challenges, we view Ramaphosa as a far 
wilier politician than most expect (he did after all 
negotiate at CODESA, spent years in the National 
Union of Mineworkers [NUM], was elected ANC 
secretary-general and headed the ANC team that 
negotiated SA’s transition to democracy). By allowing 
the law to take its course, he is not taking it upon 
himself to act against “comrades” and risking the ire 
of some in the ANC, but rather doing it ‘by the book’. 
Unfortunately, as the saying goes the wheels of 
justice turn slowly (but grind exceedingly fine). A 
punch-drunk SA public is on a weekly basis being 
bombarded with more revelations around corrup-
tion and no arrests but, unlike under Zuma’s tenure, 
there does seem to be consequences.  Ramaphosa’s 
attempted clean-up has seen several commissions 
being set up by the president and a number of initia-
tives launched by Minister of Public Enterprises 
Pravin Gordhan, including new boards at SOEs, 

lifestyle audits and difficult questions being asked 
around the financial (mis)management of SOEs.
In terms of just some of his achievements in his c. 14 
months in office, while critics have accused him of 
being slow to act and keeping corrupt Zuma-era cabi-
net members, Ramaphosa has, in addition to the 
above, overseen the release of a new, more business 
friendly, Mining Charter, and given attention to 
issues at SOEs. He has also been on a charm offen-
sive to boost SA’s investment profile, charming global 
business leaders in Davos and assuring them the 
country is open for business (although we note that 
10 consecutive days of power cuts implemented by 
Eskom in March may have given some investors 
second thoughts). Last year, Ramaphosa announced 
he is targeting $100bn in investment to SA by 2023 
and, at the end of an investment conference held in 
October, he had received combined investment 
pledges of R290bn. According to the latest SA 
Reserve Bank (SARB) data, foreign direct investment 
(FDI) more than doubled in 2018 (R70.7bn vs 2017’s 
R26.8bn), reaching its highest level in five years.In 
our view, criticism that Ramaphosa is moving too 
slowly against those implicated in corruption is to a 
large degree unfounded. The public don’t seem to 
appreciate what he has accomplished in a short 
space of time since his inauguration (February 2018), 
especially considering the opposing forces at work 
within the ANC and the Zuma faction making his 
reform agenda extremely difficult. Since his inaugu-
ration four commissions of inquiry have started their 
work. One commission’s report is public (the SARS 
commission, which resulted in the firing of compro-
mised SARS boss Tom Moyane), while another is with 
the president (the Mokgoro commission into the 
fitness to hold office of Zuma-aligned National Prose-
cuting Authority [NPA] advocates Nomqcobo Jiba 
and Lawrence Mrwebi). Two commissions (the State 
Capture commission and the Public Investment 
Corporation [PIC]) are ongoing.In addition, Rama-
phosa has replaced the previous (compromised) 
head of the NPA (Shaun Abrahams) with Shamila 
Batohi. She is, by all accounts, an excellent choice for 
the role of national director of public prosecutions 
(NDPP) at the NPA. Ramaphosa has also allocated 
prosecutorial resources to her to focus on those 
cases arising from the various commissions’ 
proceedings and has gazetted a special unit in the 
NPA for this, which will study offences arising from 
the various inquiries listed above and will also deal 
with common-law offences such as fraud, forgery, 
theft etc. With a clear ANC election win on a national 
level, it will be Ramaphosa’s prerogative to appoint a 
cabinet (in consultation with the ANC and its alliance 
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partners) and who he chooses may well give South 
Africans a better idea of the ANC’s commitment to 
rooting out corruption.

What the polls and experts are saying about 
potential outcomes
Ramaphosa has proven to be extremely popular with 
voters (more so than his party) and has even led to 
people not usually aligned to the ANC contemplating 
voting for him to strengthen his agenda. This as he 
promises to root out corruption and “renew” the 
ANC. While it has since worn off, the initial bout of 
‘Ramaphoria’ during the first few months of his presi-
dency has also taken the wind out of the sails of the 
major opposition parties (the DA and EFF), for whom 
Zuma was manna from heaven. After all, their whole 
being seemed for so many years to revolve around 
the removal of Zuma.
In a March Ipsos poll (also mentioned below), Senior 
client officer at Ipsos, Mari Harris told 702 that Rama-
phosa is a big reason the ANC is doing well in the 
polls, noting that the trust index “from all registered 
voters for Ramaphosa is 45% but if we just look at the 
registered voters for the ANC the trust index is 83%.” 
Harris added that “both Maimane (DA) and Malema’s 
(EFF) trust index is negative if we look at all voters in 
the country but if we look at supporters of their own 
party, the trust is very high.” Meanwhile, senior 
researcher and political analyst at the University of 
the Western Cape’s Centre for Humanities Ralph 
Mathekga believes that Ramaphosa runs the risk of 
“falling from grace” should the ANC underperform in 
the upcoming elections.
Several polls have come out over the past few 
months predicting election results. An October 2018 
survey by Afrobarometer showed 48% of South 
Africans said that if the election was held at that 
stage‚ they would vote ANC. The DA and EFF were set 
to tie for second place with 11% each‚ according to 
the poll (vs the DA’s 22% and the EFF’s 6% in 2014).
In December 2018, a SA Institute of Race Relations 
(IRR) snap poll suggested the ANC’s position had 
strengthened and, based on voter turnout of 69%, it 
could get as much as 59% of the vote. The DA could 
get 22% on that same basis, with the EFF coming in 
third at 10%. However, the IRR noted that a strong 
turnout among ANC supporters would give Rama-
phosa a solid mandate, “strengthening his grip on 
the ruling party.” This is important, since he won the 
December 2017 elective conference by only a 
razor-thin margin, leaving him unable to push 
through definitive reforms.
Meanwhile, according to the March 2019 Ipsos poll, 
the ANC is expected to get 61% of the vote, followed 

 

by the DA with 16%, while 9% of voters are likely to 
choose the EFF (vs the 6% it received in 2014). The 
latest projected figures are based on “a medium 
voter turnout scenario – if about 80% of those regis-
tered to vote go to the polls”.

The impact of controversies and recent revela-
tions –political manoeuvering or a reality check?
More recently, besides the continuous flow of 
mind-blowing Bosasa revelations (courtesy of Agrizzi 
et al.) at the State Capture commission, several con-
troversies have erupted around the ANC and the 
president. Perhaps most harmful to Ramaphosa 
himself relates to his son, Andile Ramaphosa, who 
admitted in late-March that Bosasa did, in fact, pay 
him R2mn for a business deal, which he now says he 
regrets. Andile reportedly signed an advisory man-
date with Bosasa, earning the business a fee of 
R150,000/month. This revelation came after Rama-
phosa backtracked from his initial Parliamentary 
Q&A session reply several months back, when he 
said the Bosasa payment was a donation towards his 
ANC presidential campaign. The DA has laid a com-
plaint against the president with the public protector, 
saying that Ramaphosa misled Parliament.
In March, the inclusion of controversial candidates 
(such as Bathabile Dlamini, Mosebenzi Zwane, 
Malusi Gigaba, Nomvula Mokonyane, former state 
security minister David Mahlobo and his successor, 
Bongani Bongo) on the lists the party submitted to 
the IEC, once again raised eyebrows around the 
ANC’s true commitment to cleaning up governance.
However, more noteworthy than the above are reve-
lations contained in a book by investigative journalist 
Pieter Louis Myburgh released in April. Gangster 
State: Unravelling Ace Magashule’s Web of Capture 
revolves around the massive corruption during ANC 
Secretary General (SG) Ace Magashula’s tenure as 
Free State Premier detailing his “murky dealings” for 
close to a decade. The book’s release saw disruptions 
at a book launch and threats of book burnings by the 
Free State ANCYL (later called off on orders of the 
mother body, perhaps indicating some leverage on 
the side of the Ramaphosa faction). Political analyst 
Stephen Grootes believes these events “reveal more 
about the levels of support Magashule enjoys than 
he would have liked”. Grootes postulates that no one 
in the ANC seems to be publicly supporting 
Magashule, with the ANC issuing a statement con-
demning both the launch disruption and the pledge 
to burn the book. By all accounts, Magashule seems 
to be on his own. The book is likely to benefit the 
Ramaphosa camp as it could see Magashule stripped 
of his SG position for bringing the party into disre-
pute.
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We note Magashule said he would be pursuing legal 
action, but as of this writing nothing has come of this 
threat.

Possible outcome-scenarios and your investment 
portfolio
Grootes further notes that this election sees the 
highest proportion of so-called floating voters ever – 
those that have, as yet, not made a final decision as 
to which party they should support, and these could 
go any way. While many voters would likely want to 
give Ramaphosa a chance to run the country with a 
resounding mandate, these same voters could also 
be reluctant to give the ANC another five years at the 
helm.

Below, we look at Anchor’s four possible elec-
tion-outcome scenarios for the ANC and the best 
investment portfolio for each outcome:

1.The ANC gets 58%-plus of the vote (55% probabil-
ity): In our view, the most likely outcome and also our 
base case. If this happens the current ‘repair’ scenar-
io maintains momentum, with Ramaphosa embold-
ened and seen as having received the required man-
date from the voters to solidify his position and steer 
ahead with his anti-corruption and growth agenda 
unfettered. Ramaphosa assembles a new cabinet, 
with few Zuma cronies or compromised individuals. 
He makes headway in managing divisions within the 
ANC, gaining the support of the ANC caucus and the 
NEC, as he intensifies the fight against corruption 
and state capture. This, in turn, will be positive for 
the local economy and we are likely to see more 
inflows of FDI and local investment into SA as ANC 
policies are (hopefully) clarified, especially those 
related to EWC, the nationalisation of the SARB etc. A 
more certain future overall, with Ramaphosa 
perhaps serving two terms, boosting the JSE (bar any 
external offshore factors) and the rand strengthen-
ing.
Rand vs US dollar at year-end:  R13.30/$1 
2020 GDP growth rate:  2.5%
JSE 12-month return:   15% plus

2.The ANC receives 50%-58% of the vote (30% 
probability): If this happens, we expect pressure on 
Ramaphosa from his detractors within the governing 
party. There will likely also be a push for more radical 
ideas (aligned with some of the EFF’s views) from 
within the ANC. In this scenario, Moody’s is likely to 
downgrade SA, certain Zuma-aligned individuals 
remain in cabinet and Ramaphosa does not have the 
entire ANC caucus behind him.

Zuma-aligned individuals remain strong enough to 
veto any radical changes Ramaphosa plans to make 
in order to give the economy a kickstart. In this case, 
we would expect the following scenario:  
Rand vs US dollar at year-end:  R14.50/ $1 
2020 GDP growth rate:  1.5%
JSE 12-month return:   5-10%

3.The ANC gets less than 50% of the vote (10% 
probability): This will be a shock result and, in this 
scenario, the EFF (Julius Malema) will likely emerge as 
Kingmaker. Moody’sdowngrades SA’s sovereign 
credit rating to junk,  Ramaphosa becomes a tooth-
less, lame-duck president and his job to turn SA 
around will be arduous, if not impossible. The likeli-
hood of attempts to remove him by the Zuma faction 
(which emerges stronger), come the 2020 ANC 
national general council, rises. Our political land-
scape changes as coalitions become the order of the 
day, resulting in parties having to compromise on 
key issues.
In the event of this happening, we expect to see 
property and banking counters come under renewed 
pressure. The performance of the property sector 
has not been encouraging for quite some time now, 
with the head of the country’s biggest listed real 
estate company, Growthpoint, saying that potential 
tenants were unwilling to make long-term commit-
ments, leading to landlords cutting prices. In the 
event of the ANC getting less than 50% of the vote we 
also expect the EFF to have more leverage when it 
comes to EWC. In this case, we would recommend 
the following outcome:
es stronger), come the 2020 ANC national general 
council, rises.  
Rand vs US dollar at year-end:  R16.00/$1 
2020 GDP growth rate:  1%
JSE 12-month return:   0%-5%

4. The EFF wins over 25% (5% probability) and the 
ANC gets less than 50%: The Black Swan outcome. 
While 5% is probably too high a probability for this 
outcome, we have included it as there have been 
numerous shocks globally over the past few years as 
global populism prevails – for example Donald 
Trump and Brexit. A coalition government would 
become a reality and policy would become much less 
market-friendly. Investor confidence could be 
shaken and the rand would likely take a tumble, lead-
ing to higher inflation, a possible increase in interest 
rates and a sharp decline in SA-Inc. shares. This 
would potentially be very negative for economic 
growth and job creation.
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Rand vs US dollar at year-end:  R18.00/$1
2020 GDP growth rate:  0%
JSE 12-month return:   -10%

Conclusion
SA turned a corner when Cyril Ramaphosa was elect-
ed ANC president at the party’s elective conference 
in December 2017. Many positive moves have been 
made as discussed earlier but, not surprisingly, there 
is strong opposition within a faction of the ANC 
against moves to curb corruption and revive embat-
tled SOEs. faction of the ANC against moves to curb 
corruption and revive embattled SOEs. Our base 
case is for this direction to be sustained and this 
could see underweight foreign fund managers direct 
financial flows back into the SA market. However, 
one needs to watch the balance of power very care-
fully and we would act quickly to pull back from 
SA-Inc. shares if we observe strong signs of a rever-
sion to the politics of the past nine years under 
ex-President Jacob Zuma.
The offshore component of the JSE should provide 
support and, if our base case of a positive SA scenar-
io unfolds (Ramaphosa being given the mandate to 
pursue his reform agenda), this could see a material 
bounce in local equities. However, our bets are 
measured, and we are managing portfolios with one 
eye carefully on the risks.
We continue to have a positive stance on local equi-
ties, but the future is far from certain and, as seen 
above, various scenarios are possible following the 
outcome of the May general election (and we will be 
observing these closely). Being nimble is as impor-
tant as it has ever been, and we will be quick to act in 
the best interests of our clients. Investors in the SA 
market are going through emotional turmoil at pres-
ent, with local news getting worse, although the 
global backdrop is proving to be supportive. Hence, 
sectoral exposure is increasingly critical, and these 
could be materially differentiated over the coming 
months. However, an emboldened Ramaphosa 
could lead to more certainty as well as more defini-
tive policy moves which is likely to boost a flagging SA 
economy.
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MESSAGE FROM 
THE WEALTH MANAGEMENT TEAM

Gareth van der Merwe, CFP ®
WEALTH MANAGER

WHAT HAPPENS TO MY INVESTMENTS 
WHEN I DIE?

Although we do not like to think about it, dying is a 
part of life, so we have to always plan for it. For this 
reason, it is important to ensure your investments 
are aligned with your last wishes, and that they are as 
tax efficient as possible to ensure your Beneficiaries 
receive the maximum benefit possible. 

Below is a table which shows how investments are 
treated when you die, including whether they will 
form part of your estate for estate duty purposes, or 
if executor fees would be payable on these invest-
ments:

                    
 
                    

* If no beneficiary is nominated within the invest-
ment vehicle where possible, the investment will be 
paid to the estate and will be distributed according to 
your Last Will & Testament. Additional Executor 
Fees/Estate Duty may become payable in this 
instance.

As it currently stands, the first R3,500,000 of Estate 
Dutiable assets are excluded from Estate Duty. Bear 
in mind that there is Estate Duty payable on any 
property you own, and this exclusion can very quickly 
be eaten up by the value of your property/ies alone. 

As has been mentioned above, certain investments 
may pay into your estate, and will be distributed 
according to your Last Will & Testament. It is there-
fore extremely important that you ensure that you 
do have a Will in place, and it is updated according to 
how you want your assets distributed. Dependent on 
the size of your estate, and your bequests to your 
beneficiaries, it may be a good idea to consider 
putting in place a life assurance policy, with the 
estate being the beneficiary to cover up to the full 
value of the estimated executor fees and estate duty 
payable in order to ensure your beneficiaries do 
meaningfully benefit from your estate according to 
your wishes.

Winding up an estate is a very intricate and time-con-
suming exercise, and this is why we always recom-
mend appointing a professional third party to act as 
Executor, as opposed to a family member or friend, 
unless they have the required qualifications and/or 
experience.
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It is always a difficult time when a family member or 
close friend passes away, and if they now have the 
added pressure of winding up the estate, may be 
more than the family member or friend can bear and 
this may cause additional costs to be incurred and 
the process being prolonged. We have therefore 
negotiated discounted Executor fees with profes-
sional third parties, who may discount their executor 
fees on a sliding scale, charging as little as 0.50%, 
dependent on the size of the estate

If you do not have a Will, or would like to update your 
current Will, let us assist you in putting a valid Will in 
place as part of our Financial Planning offering, at no 
extra cost to you. We can at the same time estimate 
the current payable estate duty & executor fees on 
your estate, in order to look at the feasibility of 
putting insurance cover in place to negate the costs 
and ensure your beneficiaries do receive maximum 
benefit. 

                    
 

For many of us, investment is not something that we 
deal with in our everyday lives and it can therefore 
feel intimidating. Knowing basic terms, however, can 
help you:

- sort through some seemingly complex terminology 
used in the investment world
- feel that you know enough to understand the basics 
of your own investments
- ask some questions that could significantly   
increase your understanding of your investments

Cash, bonds, property and equities

Let’s start with basic asset classes. These are invest-
ment building blocks that your money can be invest-
ed in. The main asset classes are cash, bonds, prop-
erty and equities.

- Cash is money you have invested in a bank account 
and on which you earn interest.
- A bond is basically a loan that the bondholder has 
lent to the government or a company. A bond usually 
pays a fixed rate of interest over a fixed period of 
time and at the end, the original amount is paid back 
to the bondholder.
- Property is investment into “bricks and mortar” or 
buildings that will be rented out to deliver a rental 

Janina Slawski, principal 
investment consultant, 

Alexander Forbes Investments

UNDERSTANDING KEY
INVESTMENT TERMS 
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income as well as a potential increase in the value of 
the underlying property over time.
- Equities or shares are the certificates that represent 
partial ownership of a company listed on the stock 
exchange. Anyone can invest in the company by 
buying shares. There’s no agreement to repay the 
amount you invested when you bought the equities 
(as there is for bonds). You hope to benefit through 
the dividends that might be paid out to you and 
through the earnings retained in the company that 
should reflect over time in an increase in the price of 
the equity or share.
Most investment portfolios are made up of a combi-
nation of cash, bonds, property and equities. There 
are some variations:

- The companies underlying the equities are based in 
South Africa or another region.
- The coupons on the bonds are fixed or vary with 
interest rates or inflation.
- The government, a state-owned entity or municipal-
ity, or a privately-owned company issue the bonds.

Listed or unlisted

Another key variable that may be introduced into an 
investment portfolio is whether investments are 
listed or unlisted. Listed assets are listed on a stock 
exchange, and prices are quoted daily based on the 
prices agreed by buyers and sellers on the exchange. 
Unlisted assets, however, are investments that are 
not listed on any stock exchange. Their value is deter-
mined periodically (for example quarterly) based on 
an agreed method of valuing the underlying assets.

Unlisted assets are usually expected to be owned for 
longer time periods. If an investor wants to sell earli-
er than this longer time period, it is often more diffi-
cult to find a buyer and to know in advance what 
value you will receive if you can sell the assets. How-
ever, the price of the unlisted assets is a lot less varia-
ble and usually you would earn an increased return 
for being willing to invest over a longer time.

You might also find the term “public market assets” 
used to describe listed assets, and “private market 
assets” used to describe unlisted assets that are not 
listed on public markets.

Some more complex concepts

Now that you understand the basics of the assets 
that will go into your investment portfolio, it is useful 
to consider some more complex concepts that you 
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 will frequently hear referred to in investment discus-
sions.

Alpha or beta

You will often hear people talk about “market beta”. 
This is the impact of overall market returns on an 
underlying asset. This means an equity may go up 
and down in value because of factors that are specif-
ic to that equity, such as a good dividend payment, or 
a change in company management or news that is 
good or bad about the company’s prospects. Often 
these individual company factors are, however, 
swamped by overall market factors. Therefore, equi-
ties in a company that is not doing that well may do 
less well than other equities in the market, but still 
increase in value because overall equity values are 
going up. This overall market impact is called the 
“market beta”.  “Alpha” measures the extent to which 
an asset has outperformed or underperformed rela-
tive to a market measure, often referred to as an 
“index”. 

The market measure will generally be chosen in 
advance and referred to as the benchmark against 
which an asset’s performance will be measured. If an 
asset earns more than the benchmark, then it is 
referred to as having earned alpha relative to that 
benchmark.

Similarly, when asset managers are appointed to 
manage an investment portfolio, their performance 
will be measured against a chosen benchmark. If 
they have outperformed, they will be described as 
having added alpha.

Actively managed or passively managed

This brings us to a topic on which you will see and 
hear a lot of debate: Is it better to choose an active-
ly-managed or passively-managed investment strat-
egy? When you choose an actively-managed invest-
ment strategy, the asset manager you appoint will 
choose which assets to hold in your investment port-
folio. The manager’s aim will be to deliver investment 
returns that beat or “add alpha” relative to your 
chosen benchmark. The managers will actively buy, 
hold and sell assets to try to achieve this goal.
When you choose a passively-managed investment 
strategy, the asset manager you appoint must invest 
to deliver a return that tracks as closely as possible to 
the benchmark that you have selected. 

Because they are only investing in assets in the 
weights that they represent in the benchmark and 
therefore do not need to invest in research that 
would help them make active choices about these 
assets, passively-managed funds will usually charge 
lower asset management fees than will be charged 
by managers of actively managed investments.

The key in deciding whether to choose an active-
ly-managed or passively-managed investment strat-
egy is whether you believe an active asset manager 
will be able to add sufficient alpha over the bench-
mark after deducting their asset management fee 
compared with a passive asset manager that delivers 
close to a benchmark return after deducting a lower 
asset management fee. Many investors believe that 
the more efficient a market, and the more that 
returns in a market are driven by market beta, the 
more it makes sense to invest at least a portion of 
assets passively. In less efficient markets where 
there are more factors that drive individual asset 
values (such as investments in less sophisticated 
markets or in unlisted assets), it makes more sense 
to stick to active management.

Conclusion

In order to understand more about your invest-
ments, you should ask the right questions of your 
advisor who can explain where your money is invest-
ed and what you can expect in investment returns. 
And the more you understand about investing, the 
more questions you can ask and the more you can 
learn. With an understanding of basic investment 
concepts, the world of investing will definitely not be 
as daunting as it might first seem!
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JAMES FERREIRA, CFP ®
WEALTH MANAGER

MESSAGE FROM 
THE WEALTH MANAGEMENT TEAM

PART 1 - FINANCIAL EMIGRATION: 
             WHAT IT INVOLVES

"Every case requires some expert analysis of wheth-
er financial emigration is necessary or if it would put 
you in a more advantageous position than you 
currently find yourself in," comments Powell.

Some experts are advising expats to look at financial 
emigration as an option. Others caution that for 
some expats it might not be the best option, while 
yet others have mentioned the option of rather 
investing in a hard currencies foreign pension fund in 
certain circumstances.

Also, where there is a relevant tax treaty in place, an 
expat may be regarded as exclusively a resident in 
another country for tax purposes - even if he or she 
satisfies SA's domestic residency tests.

Powell is of the view that financial emigration does 
not automatically make a person non-tax resident, 
but it can be a contributing factor in determining the 
ordinary residence test.

Powell explains the process and benefits of financial 
emigration:
•   Complete an MP336 form;
•  Apply for an emigration tax clearance certificate 
through SARS;
•  Should you have no assets in SA and have been out 
of the country for longer than five years, you can 
financially emigrate with an exemption of needing to 
obtain a tax clearance with SARS.
•  Submit the application to SARB;
•  On approval, the proceeds of the sale of any 
remaining assets in SA - for instance the sale of a 
property or surrendering of a retirement annuity - 
will be deposited in an unblocked rand account from 
where it can be transferred overseas;
•  Financial emigration would trigger a once-off capi-
tal gains tax liability on certain assets - in SA and 
abroad.
•  It is possible to "backdate" the financial emigration 
to avoid having to pay capital gains tax on foreign 
assets you obtained after you left SA.
•  You can access your SA retirement annuities before 
the age of 55;
• You can transfer future SA inheritance funds 
out of the country without being subjected to the SA 
resident exchange control process.

Source: fin24

The following article (part 1) was recently published 
on fin24 and highlights some interesting points 
around financial emigration. Part 2 will further elabo-
rate the impending amendments to the income tax 
act.
 
Financial emigration is an exchange control matter 
that allows a South African, with the approval of the 
SA Reserve Bank, to be classified as a non-resident of 
the country, explains Tim Powell, director of forex at 
Sable International.
South African residents who have been living abroad 
- but have not officially emigrated through the SARB - 
are considered SA residents for exchange control 
purposes.

People regarded as South African residents for 
exchange control purposes; who are leaving the 
country to take up permanent residence in any coun-
try outside South Africa, Swaziland, Lesotho and 
Namibia; may apply for financial emigration.

The issue of financial emigration came in the spot-
light because as from March 1, 2020 South African 
tax residents abroad will be required to pay tax to 
the SA Revenue Service (SARS) of up to 45% income 
earned abroad if it exceeds a R1m threshold. The 
fringe benefits of an expat's remuneration package 
will also be taken into account.
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