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We catch up on the events currently shaping the globaeconomy.

The prospects for the South African
economy continue to improve. Hot on the
heels of President
announcement of a $100 billion
Investment Conference that is being led
by a high-level delegation, the
International Monetary Fund (IMF)
upwardly raised its 2018 and 2019
growth forecast for South Africa to 1.5%
and 1.7%, respectively. Just earlier in
April, the World Bank had also raised its
forecast for the domestic economic
growth to 1.4% for this year, up from its
September forecast of 1.1 %.

not just the two main players, America
and China, but also the overall global
é&ygnomyl Ramaphosads

In Wealth Trends we explore the 2018
AfrAsiaBank South Africa Wealth Report
and discover the driving factors behind
what was a solid year (2017) for South
African High-Net-Worth Individuals
(HNWIs). Meanwhile, in theFocus on
Philanthropy corner, we look at how the
Master Card
a $100 million will foster financial
inclusion for 30 million young Africans to
ensure they get dignified and fulfilling

Foundati on

These improved figures come as the
United Kingdom (UK) has committedE50
million (R857 million) in funding to help
South Africa improve its business
environment @ this in a bid to make the
country more attractive to investors.

work by 2030.

Winston Monale
Managing Executive, Wealth
Management: Africa

Also make sure to sure to read this

mo n t Ho@iseviewreport for an in-depth
analysis of the fundamentals behind what
has been driving stock markets.

Al'l of this and
edition of The Benchmark Enjoy.

With this in mind, it is hard denying the
positive shift that is currently taking place
in the country. This positive shift
continues even as worries about a
possible US/China trade war have not yet
fully abated. I n Thehi s
Benchmarkwe discuss the elements of a
trade war and how it is likely to impact

more in this monthos

of

edition

mont hods
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Local Economic and Market Outlook

LocalEconomicOutlook the R186 and the 9%tday Treasury bill and
a decline in the composite leading
Inflation business cycle indica Af r |
South African Consumer Price Inflation ~ major trading-partner countries; the
(CPI) surprised to the downside in March, South African composite leading business
coming in 0.3% points lower than market cycle indicator has increased by 1.4%
consensus at 3.8% yeaton-year. This month-on-month in February.
further affirmed the South African
Reserve Bankds ( SARThiswas mainly onthe back of an
Commi tteeds ( MPC) ™ dincreaseinthe business confidence index
of March, to cut the repo rate by 25 following a better than anticipated
basis-points. economic growth figure in 2017 and the ‘
successful avoidance of a credit rating
The MPC&6s decision downgrade to O0junké Sk(egr?pg'%eLg) ”O_cr edi t
an improved inflation outlook, an over ratings agency Moody?d Iglv_estment Strategist, GI&S
valued currency and low demand pull
inflationary threats stemming from An increase in the number of buildings
decreasing household credit extensions. plans approved, an increase in the prices
This decision was broadly in line with of South Africa6s mai
consensus estimates and the local commodities in United States dollar
interest rate market. The Forward Rate (USD) terms and an increase in the
Agreement market (FRA) had priced in a number of new passenger vehicles sold
25 basis point cut in the repo rate in the  have all contributed positively to the
first quarter of the year and another 25 business cycle lead indicator.
basis point cut in the fourth quarter of the We further look towards expansionary
year, but these expectations were Purchasing Manageros up
somewhat optimistic. tick in global economic activity to bolster
local economic activity over the next two
The FRA market has since rgriced its years. We forecast the South African
position with more realistic expectations economy to expand by 1.6% in 2018 and Ricardo Smith
in our view. It is no longer pricing in by 1.8% in 2019, which is a strong Investment Strategist, GI&S
another interest cut in the year, but improvement from the last two years but

instead has a bias towards a hike over the still well below full economic potential.
next 24 months.

Local Market Outlook
We expect a plethora of forthcoming
inflationary headwinds. Global oil price Even though South African listed equities
increases, a recovering United Stated remain in negative territory yearto-date,
dollar and increasing electricity and April was a strong month with the All
administered costs are expected to push Share Index up 5.40%. The recovery was
the inflation trajectory beyond consensus led by resource and basic material
estimates. We have therefore left our two companies on the back of a globally
year inflation forecasts unchanged at 5.2 heating economy with increased demand

and 5.3 percent respectively. for commodities.

Given the volatile nature of commodity
Production prices in United States dollar (USD) terms
Notwithstanding a decrease in the volume coupled with the volatility of the South
of orders in manufacturing production, African rand (ZAR) in the shorterm, we
reduced average hours worked per do not see this strong performance as

factory, an increased spread between being sustainable.
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Global Economic Outlook

We do, however, continue to expect remains that economic selfinterest would
improved global economic prospects to  immediately prevail, albeit with plenty of
contribute positively to the medium term  posturing from both sides.
return outlook of this asset class.

Inflationary pressures in the US remain

Notwithstanding the recent low benign so far, despite a tight labour
household credit extensions; the 25 basis market characterised by multiplying
point cut in the repo rate and a low shortages of labour. Notwithstanding that
inflation environment have added Barclays still see US inflation picking up as
positively to financials and consumer transitory factors behind | ast yeards
goods & services companies. weakness fade, it still sees no cause for
alarm as the relationship between
However, with unemployment rates in demand and inflation has always been
excess of 25%, a debito-income ratio looser than economic theory implies.

above 70%, inflation expected to return

closer to the upper bound target of 6% Central banks across the developed
and a possible rate hike over the next 24 economies have become more

month period d we could see consumers comfortable with the gradual removal of

going back to their debt consolidation monetary accommodation. The US is
stage which will adversely impact the furthest along this path, but Barclays is of . . )
earnings of these companies. the view that Europe and Japan will Valuations in the equity
gradually follow suit. Nonetheless, while market appear stretched
Valuations in the equity market appear inflationary forces remain in abeyance, in the absence of a
stretched in the absence of a strong central bankers should have the strong earnings catalyst
earnings catalyst in maintaining the 2017 necessary flexibility to effect gradual in maintaining the 2017
rally of the All Share index. We favour policy normalisation. rally of the All Share
rand-hedged stocks on the back of a index.
moderately depreciating ZAR against the Barclays forecasts that the world
major global currencies irline with the economy will continue to grow and still
interest rate differentials of the respective see the cycle end as a relatively distant
government bond yields. prospect. Nonetheless, Barclays is on high
alert for signs of cyclical excess. In such a
Global Economic Outlook context, Barclays welcomes moves
towards a more normal monetary
The acceleration phase of the global backdrop in the developed world.

economic expansion seems to be passing,

as evidenced by easing momentum in the Global Market

latest cyclical indicators. However, those

same indicators tell us that growth Despite the recent bout of volatility within

remains on a solid footing. equity markets, underlying economic
fundamentals remain positive. The

Trade protectionism is back on the top of fundamental backdrop for stocks remains

the market agenda again. Recent trade  attractive. A healthy global economy is

actions from the US have increased the  allowing for strong profits growth across

risk of a damaging trade war between the a range of sectors. There are few serious

US and China. With the costs of such a  signs of excess and inflationary forces but

conflict so high and likely fairly remain contained.

i mmedi at e, Barcl ays
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Global Market Outlook

Dividend yields alongside plausible
estimates of earnings growth suggest
mid-to-late single digit percentage
annualised returns are still well within
reach, in United States dollar (USD)
terms, even if valuations do contract a
little.

In spite of the sharp pickup in nominal
yields seen so far yeato-date, the real
returns on offer from large chunks of the
government bond universe are still
negligible. Barclays sees a steeper higher
yield curve as the eventual byproduct of
the return to a more normal monetary
setting.

The world economy is providing a
demand tailwind for the more
economically sensitive commodities.
However, the ongoing slowdown of
Chinadés ol d economy
stiffer headwind to base metal prices as
we go through the year.

Although equity markets are not the only
source of investor returns, it is stocks that
are going to provide the bulk of the long
term returns and volatility to investment
portfolios. This ultimately means that an
investor looking to grow assets above
inflation will have to accept an investment
portfolio that will be reasonably correlated
to equity markets over time.

shoul

d

provide

a

In spite of the sharp pick
up in nominal yields seen
so far yearto-date, the
real returns on offer from
large chunks of the
government bond
universe are still
negligible.
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Economic Summaries

Local Global

Growth

Inflation

Exchange
rates

The economy of South Africa is likely to
expand at less than full potential over the
next two years. Subinvestment ratings, a
volatile currency and poor corporate
profitability levels, are expected to increase
the cost of servicing debt, where companies
will be forced to either cut capital spending,
undergo debt stress or reduce labour force.
We therefore expect unemployment rates to
remain stubbornly above 25% over the
foreseeable future.

Challenges to CPI moderation or even a low
and stable inflation print continue to linger.
These challenges stem from stubbornly high
meat price inflation, increasing administered
costs and pass through inflationary
headwinds from oil price normalisation. We
therefore expect inflation to remain
uncomfortably range bound over the medium
term, with strong upside limitations from
benign consumption propensities.

Although the rand is still undervalued against
the dollar from a purchasing power parity
perspective, faltering growth and a high
inflation differential with our trading partners,
make it unlikely for the currency to
strengthen above the ZAR10 level again. We
are currently pricing in a rand depreciation
that is broadly in line with inflation

differentials between SA and G10 economies.

Prospects for the world economy seem a bit
brighter over the next two years, as evidencec
by a pickup in leading economic indicators
across major world economies. However,
fiscal policy uncertainties and low household
consumption rates continue to threaten the
medium term global economic outlook. Global
economic activity is now forecast to expand
by 4.0% and 3.8% over the next two years
respectively.

Notwithstanding historically low
unemployment rates, policy makers continue
to remain concerned by weak demand
pressures which are forecast to anchor global
core inflation rates well below target.
Conversely, low US unemployment rates, a
weak US dollar and renewed growth
optimism and above target inflation rates
currently infer restrictive Fed interest rate
policy intervention over the short to medium
term.

A gradual removal of excess monetary supply
and resilient economic conditions are set to
benefit G10 currencies relative to their
emerging market counterparts. Restrictive
Fed policy is set to correct any shorterm
devaluation of the US dollar, while an
increasing current account surplus in the euro
area suggests a renewed appreciation in the
euro against most G10 and emerging market
currencies.
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House View Matrix

House view matrix

Asset Class

View

Rationale

SA Equities

SA Property

SA Bonds

SA Cash

Commodities

DM Equities

DM Bonds

DM Property

Neutral

Bearish

Neutral

Bullish

Bearish

Neutral

Bearish

Bearish

Source: GI&S Africa, April 2018

The absence of a strong earnings catalyst with a number of counters already
trading above fair value currently mutes shorterm appetite. We favour rand
hedged stocks on the back of a correction in G10 currencies to improve the
medium term return outlook.

Interest rate geared earnings and currencedged growth continues to justify
a cautious yet long SA REIT position within the asset allocation portfolios. Th
recent dip in performance and limited room in yield compression has led to tF
marginal reduction in exposure to this asset class.

Weak economic activity and increasing inflation expectations favour a duratic
neutral strategy. High budget deficits and growing threats a weaker rand
outlook is conversely prone to bid yields high in the medium term.

The riskreward profile of cash and shorterm maturity bonds appears
fundamentally strong relative to other asset classes. We expect shetérm
yields to appreciate slower than long term yields in response to currency and
macroeconomic risks.

US monetary policy normalisation and shifts fronmdustrialisationto
consumption led economic policies in China are set to keep the commodity ri
premium unattractive for extended time periods. Increased exposure towards
energy commodities may be justified by planned production cuts.

A strengthening dollar is expected to undermine US equity earnings while the
ongoing pick up in global inflation should lead to better pricing power and
attractive nominal returns for developed market equities. Long developed
market equities relative to emerging market counterparts.

Valuations indicate that these securities are currently trading at a significant
premium, where real returns appear to be particularly stretched on the back c
increasing inflation expectations.

Due to low diversification benefits, this asset class remains a tactical call as i
carries a high level of systematic risk relative to the DM equity index. Limited
room for yield compression anchors yet another reason we remain reluctant t
hold offshore REITS over the medium term.
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Key Macroeconomic Projections

Economic Forecasts

_ Real GDP (%) Consumer prices (%)
_ 2017E 2018F 2019F 2017E 2018F 2019F
3.9 4.2 4.0 2.1 24 23

Global

Advanced 2.2 2.5 2.2 1.8 2.0 1.8
Emerging 5.2 5.4 5.3 2.6 3.0 3.1
United States 2.3 2.9 2.6 2.1 2.3 2.1
Euro area 2.5 2.5 2.1 1.5 1.7 1.7
Japan 1.5 1.6 1.2 0.5 0.6 1.1
United Kingdom 1.7 1.4 1.2 2.7 2.4 2.2
China 6.9 6.7 6.5 1.6 25 2.3
Brazil 1.0 2.4 2.3 3.4 3.9 4.5
India 6.4 7.7 75 3.3 4.6 45
Russia 1.5 1.8 1.5 3.7 2.8 4.3
South Africa 1.3 1.6 1.8 4.7 5.2 5.3

Source: Barclays, GI&S Africa, Bloomberg April 2018

Currency Forecasts

22.00 i,
19.57
20.00 -
18.57
17.96
17.4 17.66 e
18.00 5
16.48
15.81
§ 16.00 15.28 15.49
) 14.31
13.63
o 13.14
12.50 12.62 12.79 Y
>r— = = == ¢
12.00
10.00
M 3M . N . -
Tenor
e=t==JSDZAR ==l==EURZAR GBPZAR
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Market Forecasts

Market Forecasts

South Africad ZAR denominated

Equitiesd JSE All Share 51 2.6 21.0 8.2 104
Bondsd Beassa ALBI -3.9 15.4 10.2 7.4 6.2
Propertyd JSE SA Listed Property 8.0 10.2 17.2 6.2 8.3
Casho STeFI Composite 6.5 7.4 7.6 6.3 6.9
Commoditiesd Bloomberg commodity 0.9 -1.4 -7.9 -2.1 0.3
Alternatives ASISA SA MA Low Equity 7.6 3.6 8.4 7.8 6.5

Global marketd Base currency

United Statesd S&P 500 1.4 12.0 21.8 8.7 9.1
United Kingdomd FTSE 100 -1.3 19.1 12.0 10.6 8.0
Europed Euro Stoxx 50 7.3 4.7 10.1 6.9 9.0
Propertyd S&P Developed Property 0.9 5.4 13.2 3.1 4.6

Source: GI&S Africa, April 2018

Strategic Asset Allocation

ST e wedn | tow |

Local Equities 33.95% 26.25% 19.95%
Offshore Equities 24.25% 18.75% 14.25%
Local Property 8.87% 6.86% 5.21%
Offshore Property 0.00% 0.00% 0.00%
Local Bonds 11.73% 9.07% 6.89%
Offshore Bonds 0.00% 0.00% 0.00%
Commodities 0.00% 0.00% 0.00%
Alternatives 18.20% 14.07% 10.69%
Cash 3.00% 25.00% 43.00%

Source: GI&S Africa, April 2018



Presidency Launches $100 Billion Investment

Drive

Newly elected president, Cyril RamaphosaA Mr JackoMaree, Chairman of Liberty

is on a massive charm offensive. He
recently launched an Investment
Conference aimed at generating at least
$100 billion in new investments over the
next five years. Thanks to low business
confidence and regulatory uncertainty,
foreign direct investment inflows declined
from around R76 billion in 2008 to just
R17.6 billion last year, hampering the
governmentds plan t
unemployment and boost growth.

The newly launched Investment
Conference is in response to the
pronouncement the President made in
the State of the Nation Address (SONA)
back in February wherein he announced
that a central priority for government this
year is to encourage significant new
investment in the domestic economy.

South Africafs
stood at 24% of gross domestic product
(GDP) in 2008 but this figure since
declined to around 19% last year. As per
the National Development Plan (NDP)
however, the economy needs to increase
its total fixed investment to at least 30%
of GDP by 2030.

Even as President Ramaphosa maintains

that economic conditions in the country

are changing, he is of the view that there

still exist room to work with all social
partners to seize the opportunities that
are opening up for greater investment
and faster growth. To this end, the
president appointed the following South

Africans as his Special Envoys on

Investment:

A Mr Trevor Manuel, former Minister of
Finance,

A Mr McebisiJonas, former Deputy
Minister of Finance,

A Ms PhumzileLangenj Executive
Chairperson ofAfropulse Group and a
non-executive director of several
leading South African companies,

Group and former CEO of Standard
Bank.
In addition, Ms Trudi Makhayahas been
appointed as the
adviser and among her immediate

responsibilities will be the coordination of
the work of these four Special Envoys and

a series of investmentroadshowsin
preparation for the Investment

Gonferengen i f i cantl y

The Special Envoys will spend the next
few months engaging both domestic and
foreign investors on the opportunities
that exist in this country. They will be
travelling to major financialcentresin
Asia, Middle East, Europe and the

Americas to meet with potential

investors. The President says a major part

of their responsibility will be to seek out
investors in other parts of Africa, from

t ot a Nairgbiiolaggs andrpra Rakapig (ajro

as part of a broader push by government

to advance economic integration in the
Southern African region and across the
continent.

According to the African Developmental
Bank (AFDB), trade between African
countries has the greatest potential for
building sustainable economic
development and integration and as per
the institutionds
2017, trade among African countries
expanded from 10% in 2000 to about
16% in 2014, refl
recent economic upturns.

Just in March 2018, 44 African countries
signed a freetrade deal- the Continental
Free Trade Area (CFTA)aimed at
creating a single continental market for
goods and services, with free movement

of business persons and investments, and

thus pave the way for accelerating the
establishment of the Continental
Customs Union and the African customs
union. South Africa however was one of

10

Pres

redu

Zukelwa Solomon
Collateral Writer, GI&S

At the end of January, the
company was rated as
the world's most valuable
brand, knocking Google
from the top spot down

to third while Apple

imakntainedcactentative c
hold on second place.
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Presidency Launches $100 Billion Investment
Drive

Figure 1

I Money for yarn
Intra-African trade, exports of goods, $bn

W Manufactured Other Share of total
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Source: Economist.com - April 2018

several countries who did not sign the investment climate. President Ramaphosathe World Bank had also raised its
agreement along with Nigeria, Botswana, then expects the Conference to report on forecast for the domestic economy by

Lesotho, Namibia, Zambia, Burundi, actual investment deals that have been  1.4% this year, up from its September
Eritrea, Benin, Sierra Leone and Guinea concluded and to provide a platform for  forecast of 1.1 %.
Bissau. would-be investors to seek out It is for these reasons that the presidency

opportunities in the South African market. says it is embarking on an ambitious
President Ramaphosa says South Africa It would appear the United Kingdom (UK) investment drive alongside the
will become a signatory to the agreement has already put its weight behind the implementation of necessary economic
once the legality of the agreementhas Pr esi dent s initi atrefeeres. Pr esi dent
been processed and ratified by the South Ramaphosa has already successfully
African parliament, cabinet as well as the secured£50 million (R857 million)
National Economic Development and funding from the UK to help South Africa
Labour Council Nedlag. improve its business environment,
making it more attractive to investors
As one of the cont iwitlethetabtnof ceatingjobsmndc

power houses, Sout h opdorunites Dhés agreensehtwasi on i n
the CFTA is vital given that trade in Africa reached between the President and the
is still shaped by relationships and British Prime Minister Theresa May.

infrastructure dating back to the colonial For President Ramaphosa, South Africa

era. In fact, countries on the continent has entered a new era of hope and

mostly sell primary commodities to other confidence. He says the task at hand now

continents and only 18% of their exports is to ensure that this becomes an era of

are traded within Africa, where they often investment, growth, job creation and

face high tariffs (Figurel). meaningful economic transformation.
Thanks to the presidentds initiatives,

On the Investment Conference, South International Monetary Fund (IMF) has

Africa aims to hold sessions in August or raised its growth forecast for South Africa

September this year and involve domesticfrom 0.9% in 2018 and 2019, to 1.5%

and international investors to discuss the and 1.7%, respectively. Just earlier in April,



Consumer

Confir dence

These were the descriptive words used by the Bureau for Economic
Research (BER) to title and explain the spectacular turnaround in the
FNB/BER Consumer Confidence Index (CClI) for the first quarter of 2018.

The CCI, which has been in negative
territory for some years (see the graph
below), jumped 34 index points to reach
an alttime high of +26 points (from-8 in
Q4 2017). The previous high of +23
points was recorded in Q1 2007 but since
then consumer confidence has mostly
been in the doldrums. This has been a
direct result of the political landscape, the
economic environment and the interplay
between the two. The quarterly jump of
34 index points was also the largest on
record after the 27 point jump recorded in
Q4 2004 when SA was awarded the
rights to host the 2010 Soccer World
Cup.

The attraction of the CCIl as an economic
indicator is its simplicity and the fact that
it is the result of a survey of real
respondents. Between 2,000 and 2,500
adults in urban areas are interviewed in
person every quarter to sample the
sentiment of the nation. The bounds of
the index are between complete
optimism (+100) and complete
pessimism (100) with the historical

Consumer Confidence: 1982 - 2018

average level being at around +2 index
points. Apart from a few demographic
questions to assist with a postsurvey
analysis, consumers are asked just three
questions. Two of the questions relate to
expectations about the future and one
relates to present economic conditions.
Consumers are quizzed on their outlook
for the local economy and their outlook
for their own personal household
finances. They are then also asked if they
consider the present time to be a suitable
time to buy durable goods. The answers
to each of these three questions is then
used to create a subindex to the CCI with
each index score equal to the net balance
between the percentage of positive
responders and the percentage of
negative responders.

Craig B Pheiffer

Chief Investment Strategist,
Absa Stockbrokers and Portfolio
Management

The detailed results for this survey reveal
that all three subrindices of the CCl
showed dramatic increases on the past
quarter with consumers now optimistic
about the outlook for the South African
economy as well as their own household
finances.

t 30
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Consumer Confi dence 0s

The respondents to the survey also and CCI augur well for a faster pace of
reversed their previous thinking on growth in the South African economy in
durable goods, believing that the present 2018. The higher BCI may well lead to
time was indeed a good time to buy greater investment and hiring by

durable goods. In terms of the subindex corporates and that may give consumers
values, the Economic Outlook index the means to satisfy the increased

jumped from -2 to +34, the Household demand brought about by their higher
Financial Outlook subindex leapt from +2 levels of confidence.

to +31 and the Durable Goods subindex

jumped from -24 to +13. Looking atthe ~ The share prices of companies geared
CClI by income and race, it was evident  towards the local economy such as banks

that the surge in confidence was and retailers received a boost with the
widespread with massive increases acrosschange in political leadership and the
high-, middle- and low-income promise of greater state efficiency,

consumers as well as across race groups.reduced corruption, better government
finances and faster economic growth.
Confidence is a prerequisite to There has been a subsequent pullback in
generating demand within the economy  those prices, however, as recent earnings
and boosting economic growth. Higher  updates have shown that it will take time

confidence levels, in general, lead to for that confidence to make its way

higher levels of spending by consumers, through the system and into reported _ _

as they are less worried about job company earnings and share prices. But !—hgher confidence Igvels,
security, their future income and their wedve taken that very Ingeneralileadtohighers
ability to pay off debt. As consumers and confidence is high. | repeat, levels of spending by
demand more furniture, cars, insurance confidence is high. consumers, as they are
policies, holidays and other goods and less worried about job
services, suppliers and manufacturers security, their future

meet that demand and the pace of income and their ability
economic growth gathers momentum. to pay off debt.

While increased consumer confidence is a
necessary condition for greater demand
for consumer goods, it is not a sufficient
condition. Consumers still need to have
the ability to satisfy their increase in
demand. As a consumer, | may become
more confident in the future of the South
African economy and my own household

finances but if | doné6t have the means to
satisfy the demand created by my new
faith in the future, my confidence wonot

translate into increased economic activity.

The fantastic CCI followed a strong
improvement in the Business Confidence
Index (BCI) for the same quarter. The BCI
picked up to +45 from +34 but remained
well below its alttime high of just over
+90 index points achieved a number of
decades ago. However, the stronger BCI



Trade War 101

All You Need To Know

Ever since American President, Donald
Trump imposed steep tariffs on imported
steel and aluminium, there have been
fears that the move could result in an
international trade war. President Trump
imposed a 25% tax on steel imports and
a 10% tax on aluminium imports and this
could negatively impact some $60 billion
of Chinese industrial exports. Should
Beijing and the other countries that are
likely to be affected by the move choose
to retaliate with their own tariffs on US

Is America likely to be the biggest loser?
Depending on which publication you read
and on which day you do so, it would
appear a fultblown international trade

war could be a zeresum game as nobody
would essentially win. For American
broadcaster, CNBC, because the threat of
a trade war between the US and China
comes just as China is shifting its
economy, the US stands to lose the most
as it could miss out on the opportunity a
changing Chinese economy could provide

for US exports. To this pointAlibaba
Executive Vice Chairman, Joseph Tsai says
there are now 300 million Chinese
consumers that are demanding and
desiring to buy from all over the world, as

products, a fulkblown trade war could be
the likely outcome.

Zukelwa Solomon
Collateral Writer, GI&S

What is a trade war?

By definition, a trade war is a conflict
between two or more nations regarding  such, there's a great opportunity for

trade tariffs on each other. This type of  producers from America, from Europe, to
conflict usually arises because the nations sell to China, and access this large
involved try to improve imports or exports consumer-base. A reduction in trade

for their own individual countries. Trade  activity at US ports could see the

wars have the potential of increasing the employees that are tied to the ports

costs of certain imports if the nations hardest hit as about half of the US
involved refuse to make a compromise.  maritime trade with China goes through
the twin ports of Los Angeles/Long Beach
so they are especially exposed to any
trade dispute.

What happened in previous trade wars?
One of the more weltknown examples of
what has happened in previous trade
wars is the SmootHawley Act passed by
the US Congress in 1930 and often On the other hand, others argue that it is
blamed for deepening the Great in fact China that has more to lose. Also
Depression. The law hiked US tariffs by anspeaking to CNBC, US Commerce

average of 20%, initially to protect Secretary, Wilbur Ross says America has a
American farmers but then broadened as stronger hand than China as the US is the
other industries lobbied for protections.  one in the deficit position- referring to

Trade wars have the
potential of increasing
the costs of certain
imports if the nations
involved refuse to make
a compromise.

Is China likely to be the biggest loser?

As demand collapsed, countries Chinads $375 billion trade surplus wit
scrambled to maintain their gold reserves US in 2017. That means China has more
by devaluing their currencies or imposing to lose at the end of the day than
even more trade barriersd sending global America. Further, the other reason that
trade off a cliff. has been cited for why China stands to
lose more from a possible trade war with
Are tariffs the only weapon in trade wars? the US is that American technology firms
No, there are many others. Clamping operating in China are already under
down on Chinese investments in the US, pressure from President Trump to shift
which President Trump is considered to  their manufacturing businesses back to
be already doing, is one example. Talking the US and create more jobs for the
down, or mani pul at i domesliceaoromy. If soah e ghit
currency is another. One big worry for the happens, there would likely be job losses
US is that China, wihnChine. i s also Americads
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All You Need To Know

Where does this leave the rest of the investment changes based on irrational
world? fears. Attempting to guess the right time
In the unlikely event that a fultblown to get in or out of the market is

trade war does ensue, trade barriers notoriously difficult, if not impossible,

would not only damage both China and  which is why successful investing is often
America but would also disrupt global more about time spent in the market,
supply chains, raising prices for rather than timing the market.

consumers worldwide. Any disruption to

supply and distribution chains, which are

a key part of world trade, could have a

lasting impact. In the worstcase scenario,

companies may have to relocate factories

or distribution centres.

And South Africa?

The countryds bid to be granted an
exemption by the US on its increased
steel and aluminium tariffs failed, in spite
of the Department of Trade & Industry
(DTI) making representations to the US
government. US President Trump
however signed proclamations granting a
select number of countries exemptions
until 1 June. These countries include the
European Union (EU), Mexico, South
Korea, Australia, Argentina, Brazil and
Canada.

Are the trade war fears overblown?

Foll owing President Trumpds tariffs, Ch
retaliated by slapping a 25% tariff on

American pork along with a new 15%

duty on other kinds of agricultural

product (including fresh fruit, almonds,

dried fruit and wine). President Trump

however, sought to downplay the talk of

a trade war with China saying Beijing will

ease trade barriers Obecause it is the
t hi ng Thepredidedt is not the only

individual that thinks a trade war is

unlikely. Barclays Strategist Azi@underji

advances that a single round of tariffs and

foreign retaliation does not constitute a

trade war. For that, further measures

from the US would be needed.

In the midst of the current uncertainty
surrounding the trade war, investors will
be best served exercising caution and
steering away from making any

In the midst of the
current uncertainty
surrounding the trade
war, investors will be
best served exercising
caution and steering
away from making any
investment changes

i ppased on irrational fears.

right
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A client recently contacted the writer
hereof about the drafting of his will. He
posed the question as to whether he
should be using a usufruct with a term of
one year in his will to save estate duty.
What the client was alluding to was the
use of successive usufructs of which the
second was for a fixed term, being
typically one year. This is also referred to
as the so-called oneyear wonder. The
value of a usufruct for estate duty
purposes is determined with reference to
provisions of The Estate Duty Act No.45
of 1955 (section 5). The value is
calculated with reference to the right of
enjoyment that a successor to the right
will have. By reducing the term of the
successords right,
usufruct can be reduced for purposes of
estate duty.

The objective of this article is to illustrate
the working of the one-year wonder and
the complexities associated therewith.
This will be done with reference to a
specific client scenario.

In this scenario the client was a 49%
shareholder in a private company with a
value of R213 million. The main asset of
this company was a portfolio of shares in
listed companies. The other 51% of the

Applying the effective rate of 18%, capital
gains tax of R13 035 593 will be payable.
The total amount of tax that will be

payable is therefore R63 910 593. There
is not enough cash i
cover these taxes and investments will
need to be realised to do so.

Due to the hefty price tag in the form of
taxes, the client would prefer to defer the
tax liability until the death of his surviving
spouse. The following scenarios will be
explored:

1. The client bequeaths the shares to
the family trust subject to the
usufruct of his spouse.

2. The client bequeaths the shares to

t htke famdyltrusesubgedt to thé e
usufruct of his spouse and a further
condition that after her death the
usufruct will continue in the hands of
his children for one year. The
objective of this structure is therefore
to limit the impact of estate duty by

Theunis Stofberg

Senior Advisory Specialist
Wealth and Investment
Management

using the so-called oneyear wonder.

A direct bequest of the
shares to the trust will
trigger estate duty and
capital gains tax payable
by the estate of the

By comparing the estate duty and capital
gains tax consequences of these two
scenarios the impact thereof can be
illustrated.

sharehol di ng was h e Scenarpoy: bequest ofthe lifetongt & s client.
family trust. |t waugsufuditethesurviingdpduse wi sh t o
bequeath the 49%-shareholding to the
family trust to ensure that the entire 1. Estate duty and capital gains tax
shareholding in the private company was consequences: estate of the deceased
administered and protected by the client
trustees for the benefit of his wife and
descendants. 1.1 Estate duty
The bequest of the usufruct to the
A direct bequest of the shares to the trust surviving spouse will qualify for a
will trigger estate duty and capitalgains deducti on in the clientds estate in

tax payable by the estate of the client.
Considering the abatement of R3.5
million, estate duty of R50 875 000 will

section 4(q) of The Estate Duty Act. The
value of the interest is calculated by
capitalising the annual value at 12% over

be payable in respect of this bequest. The the life expectancy of the person receiving

base cost of the shares for purposes of
capital gains tax is R140 580 034,
therefore a capital gain of R72 419 966.

the benefit, being the spouse of the client.
The annual value is calculated at 12% of
the market value.
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However, this is subject to a proviso that Base cost of the bare dominium value: R180 615
the Commissioner may reduce the annual 555/R213 000 000 X R140 580 034 = R119 206
value to less than 12% if he considers the

annual yield that the property can Value of bare dominium R180 615 555
produce to be less than 12%. In this Less base cost R119 206 295
instance the assets held by the private Capital gain R61 409 260

company are listed shares. The annual

yield of this private company is therefore  Amount of capital gains tax payable at an
the dividend yield that is generated by the gffective rate of 18%: R11 053 666.
portfolio of listed shares. An annual yield

of 12% is unrealistic. For purposes of this The total amount of tax payable in the
article we assume a reasonable annual  eyent of the death of the client is R53 832
yield to be 3,5%. The lower yield as well 554, However, the tax payable in the

as the age of the spouse, being 80, estate of the surviving spouse also needs
reduces the value of the usufruct thatis g pe considered.

deductible for estate duty purposes.

2. Estate duty and capital gains tax
Annual value: R213 000 000 X 3.5% = R7 consequences: estate of the surviving

455 000 spouse

Spouse 81 age next birthday: present

value of R1 per annum discounted at 2.1 Estate duty

12% over her life expectancy: 4.34399  The successor to the usufruct is the trust.
Value of usufruct for purposes of section Due to it being an entity a value of 50
4(q): R7 455 000 X 4.34399 = R32 384 years must be utilised when valuing the

445 usufruct.

Estate duty payabl eAskuhingthaethe sfolsedies Pygarse st at e:
The bare dominium value will be subject after the client and that the value of the

to estate duty in tdmpasylisiR850 000 600, e alde of -
Value of bare dominium: R213 000 000  the usufruct will be the following:
less R32 384 445 (usufruct value) = R180

615 555. Annual value: R350 000 000 X 3,5% =

Net estate for estate duty R180 615 555 R12 250 000

purposes: Present value of R1 per annum

Less abatement: R 3500000/ discounted at12% over 50 years: 8, 3045

Taxable estate R177 115555 | Value of the usufruct: R12 250 000 X

Tax on first R30 million R 6000000 9:3045=R101730125

Tax on amount above R30 R 36 778 888 . . .

million Because the usufruct is terminating the

Total amount estate duty R42 778 888 | value cannot be more than the difference

payable between the market value and the bare
dominium when it was first created:

1.2 Capital gains tax R350 000 000 less R180 615 555 = R169

Because the usufruct is inherited by the 384 445,

surviving spouse, no capital gains tax will The value of the usufruct for estate duty
be payable in respect thereof due to being purposes is therefore R101 730 125.

a rolkover of the base cost. Capital gains

tax will be payable in respect of the bare

dominium value (paragraph 33 of the

Eighth Schedule to The Income Tax Act

No. 58 of 1962).
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Estate duty payable:

year instead of over 50 years.

Annual value: R350 000 000 X 3.5% = R12 250 000
Present value of R1 per annum discounted at 12%
over 1 year: 0.8929

Value of the usufruct: R12 250 000 X 0.8929 = R10
938 025

Net estate for estate duty R101 730 125
purposes:

Less abatement: R 3500000
Taxable estate R 98 230 125
Tax on first R30 million R 6000 000
Tax on amount above R30 R 17 057 531
million

Total amount estate duty R 23 057 531
payable

Net estate for estate duty R10 938 025
purposes:

Less abatement: R 3 500000
Taxable estate R 7438025
Estate duty payable @20% | R 1487 605

2.2 Capital gains tax

In the event of the death of the surviving
spouse the usufruct ceases and do not
have a value for capital gains tax

There is thus a difference of R21 569 926
in the estate duty payable between
scenario 1 and scenario 2. Due to this
dramatic reduction in estate duty this

purposes. The loss in the form of the basesircture is often called the oneyear

cost must be disregarded due to not
being utilised in the carrying on of a trade
(paragraph 15 of the Eighth Schedule to
The Income Tax Act).

The total amount of taxes payable in this
scenario can besummarisedas follows:

wonder.

2.2 Capital gains tax
The capital gains tax consequences will
be similar to that of scenario 1.

The total amount of taxes payable in
scenario 2 can be summarised as follows:

Estate duty in R42 778 888

Capital gains R11 053 666 Estate duty in R42 778 888

estate Capital gains R11 053 666

Estate duty in R23 057 531 estate

Total amount of tax payable R76 890 085 Estate duty irn R 1 487 605
Total amount of tax payable R55 320 159

Scenario 2: bequest of successive
usufructs

1. Estate duty and capital gains tax
consequences: estate of the deceased
client

The tax consequence
estate are the same as calculated in
scenario 1.

2. Estate duty and capital gains tax
consequences: estate of the surviving

spouse

2.1 Estate duty

Due to the successive usufruct of one
year the value of the usufruct in the
estate of the surviving spouse will be
materially less. The value of the usufruct
must be calculated over the term of one

The difference in total tax between
scenario 1 and scenario 2 is R21 569 926.
The difference in total tax between a
direct bequest of the shareholding and
scenario 2 is R8 590 434.

Conclusion

Phe dbéve clebrly Blustfaled tien t G s
complexities associated with using such a
structure in a will. The workings thereof
are also difficult to explain to a client and
clients seldom understand it. If a direct
bequest is compared with that of the one
year wonder, savings of R8 590 434 are
achieved via the one year wonder. It is
debateable whether a client should
implement such as structure, which he
most likely do not understand, with the
only objective to save tax and which is not
a material saving. This in comparison with
a direct bequest which is much more

18

certain from an outcome point of view. A
direct bequest also provides the client
with peace of mind regarding the
consequences of the bequest and is less
of an administrative burden.

When considering using successive
usufructs such as the one year wonder
the following also needs to be taken into
account:

1. These types of structures are
concerning to Revenue. In 2009
changes to the estate duty act was
proposed to clamp down on such
structures. It was however not
promulgated into law.

Proposals made by the Davis Tax
Committee in the Second Interim
Report on Estate Duty could impact
such a structure if promulgated into
law. It was recommended that the
deduction in terms of section 4(q)
should be abolished. Such a change
will materially limit the tax benefits of
the structure.

In the discussed scenario the trust
inherited the bare dominium value.
This value, being less than market
value at date of death of the client,
becomes the base cost of the trust
for purposes of capital gains tax. This
lower value will remain the base cost
even after termination of the
usufruct. Should the trust then sell
the shares the gain realised by the
trust would be more than it would
have been if the trust inherited the
shares directly.
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Focus on Philanthropy
MasterCard Commits $100M to Create Job

Itds a phrase youdvyoungpeopte &dd bcgesht@efarmall b e f

that OAfricads bi ggengplbymansancknoststsiggledtemakeo u t

The continent is the second most a decent salary to live on. All lived well

populous in the world, boasting an below $10 per day and those who can

estimated population of over 1.28 billion access steady employment are much

people and 41% are young people under better off than those who cannot.

the age of 15. This population (over 1.28

billion people) is expected to increase by To help address the issue of

roughly 50% over the next 18 years, unemployment on the continent, the

growing to over 1.8 billion by 2035. MasterCard Foundation has committed
$100 million to enable 30 million young

In effect, Africa is expected to account for Africans dignified and fulfilling work by

nearly half of global population growth 2030. This initiatived aptly named Young

over the next two decades and by 2100, Africa Work- is especially targeted at

nearly half (46%) of the global youth young women in a bid to reduce poverty. Zukelwa Solomon
population is expected to be from the To achieve its job creation goal, the Collateral Writer, GI&S
African continent (Figure 1). MasterCard Foundation aims to do the

Unfortunately if economic prosperityd following:

the biggest concern for Africads youth
population - is not urgently addressed, A Design CountrySpecific Strategies
Africads biggest as &fgoaisa\gbrantdgivesse ¢ontinedtn d up as

its biggest burden. Improving education and training, finding
new ways to link people to opportunity,

Africa has one of the highest and increasing financial inclusion are all a

unemployment rates in the world, part of the solution. MasterCard says their

particularly for young people and approach should reflect the unique _

according to a recent study by the challenges and opportunities of the To help address the issue

MasterCard Foundation, very few African country in which they are working. of unemployment on the
continent, the

— MasterCard Foundation

By 2100, almost half of the world's youth will be African has committed $100
million to enable 30
SHARE OF THE WORLD'S YOUTH (%) 1950-2100 million young Africans

dignified and fulfilling

10% ] 17% ] 33% L6EY% work by 2030.
2100
Africa: 603

1950 2010 2050

¢ Africa: 44 o Africa: 205 o Africa: 437
World: 461 World: 1,223 World: 1,312 World: 1,325

YOUTH POPULATION (MILLIONS)

Youth population refers to the population aged between 15 and 24. Source: UNDESA, 2012

Source: The Mastercard Foundation - April 2018
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A Empower Young Women
Young women face additional barriers to

skills development and accessing work  g5ings credit and insurance. These
and Breaking down these barriers is products however must be delivered in a

essential to Maste rrgsﬁorns‘iibge and §u§t§in%1b‘?e§/v§yin order

to have the most effective impact.

financial products and services that meet
their needs it transactions, payments,

A Work With African Organisations
On-the-ground knowledge and expertise
is the bedrock of the MasterCard
Foundationds work
African organisations, be they
government, private sector, or
philanthropical, is a priority.

Each year since 2013 the MasterCard

Fomgwdation convenes hundreds of
air'?dustr)}) p‘raofrestsign(:?llsr tb f0cts th')aFrigrs
to greater financial inclusion around the
world. Its Symposium on Financial
Inclusion (SoF) has been a platform
where experts in the field gather to pave
the way toward a more financially
inclusive world.

A Use Technology to Drive Impact and
Scale

MasterCard says technology has the

power to connect young people to their

first job, including apprenticeships and

cooperative programs. Technology also

From a domestic point of view, the
following are the six main challenges to

greater financial inclusion in South Africa,
according to the World Economic Forum
(WEF):
Perceptions Of High Fees Limits The
Usage Of Banking Services
d The fee structure of South African banks

enables faster, more efficient access to
capital, talent, and business support for
entrepreneurs. It drives growth, inclusion,
and poverty reduction.

MasterCard is however
not oblivious to the fact
that addressing the

. employment challenge in
A Share EvidenceBased Knowledge an

Innovation is up to four times higher than countries Africa will not be easy.
In a rap|d|y Changing environment, such as Germany, Australia and even
creative solutions are needed. In India. HOWeVer, this is partly due to the

response, MasterCard will work to find  high operating costs of banks and the

new insights and share them with others Proliferation of cybercrime.
to magnify the impact of its initiative. Notwithstanding that more than 70% of

adults have transaction bank

MasterCard is however not oblivious to ~ accounts, only 24% make more than

the fact that addressing the employment three monthly transactionssuch as
challenge in Africa will not be easy. The Withdrawals, deposits or card swipes.
company sees the scale and complexity Many people are willing to run the risk of
of the problem at hand as an opportunity loss and theft associated with cash to

to work with African governments, the ~ @void the fees, resulting in more than
private sector, educators, and other 60% of all purchases being paid for in
funders. This is in a bid to create the morecash.

formal private sector employment that

will be needed, along with increased 2. There Is A General Sense Of Mistrust

levels of financial inclusion. In Banks® Motives
People on low incomes have a deep

The Importance of Financial Inclusion mistrust of the formal financial sector,
which is rooted in fears of exploitation.
Financial inclusioraccording to the World Due to widespread financial illiteracy
Bank is when individuals and businesses amongst South Africans, the sense of
have access to useful and affordable mistrust and levels of exploitation can be
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exacerbated. Unfortunately, this is a can be restrictive to people in the low
systemic education problem within South jhcome segment that often need money
Africa that cannot be addressed in the on the same day and do not have access
short-term. to these documents. On the contrary,

these regulatory requirements can also
3. Concerns Of Fraud Negate The make it difficult for South African financial
Convenience Of Cashless institutions to compete.
Transactions
While some people in the lowincome 6. A Significant Amount Of Business Is
bracket do not utilise mobile and internet Conducted Informally
banking simply due to lack of familiarity, According to a 2013 survey conducted by
the fear of fraud involving ATMs and Statistics South Africa, more than 1.5
mobile/internet banking was cited as the ijiion people were running small,
number one reason for preferring to informal businesses in the country. These
transact in cash. This group also informal businesses do not easily satisfy
expressed a preference for transacting  he requirements of the formal financial
face-to-face because in the eventof any  gector. Banks require proper registration
issues they feel there is better. in order to open business banking
accounts and offer loans, but registration
4. People Value A Sense Of Community fees are often prohibitively expensive for
With Trusted Advisors small business owners, limiting the use of
More than 40% of South African such services by these businesses. The South African

households use trustbased models such
as Ostokvel so,
Stokvel Association of South Africa. A
stokvel is a savings or investment society
in which members regularly contribute an
agreed amount which is then divided
amongst them, according to the method
agreed by the members. For many South
Africans, stokvels are more than a
mechanism to save moneyd they provide
a safety net for emergencies and offer an
aspect of social interaction for the
purpose of entertainment or advice.
Especially for the lowefincome
population, community-based
organizations such as these still provide
the flexibility and support structure that is
perceived as lacking in the banking
industry.

5. Banks Require Too Much Paperwork
And Response Times Are Slow

The South African financial services

industry is blamed for creating substantial

barriers for individuals to access products

such as loans. Banks for example, require

payslips and bank statements, and this

eloquently put it back in 2014, "financial
inclusion can contribute to poverty
reduction, economic and social
devel opment ,
is exactly what the MasterCard
Foundation aims to do with its $100
million philanthropic venture.

a ¢ C 0ocyérall Mg thel URited NatfonsMUNj so 0 N a |

financial services industry
is blamed for creating
substantial barriers for
individuals to access

and finan grpddupts §UFQ%Sinapst' y 0.




Wealth Trends

The 2018 AfrAsiaBank South Africa Wealth Report

The 2018 AfrAsiaBank South Africa
Wealth Report has been published and

in line with the rise in overall wealth held
in the country & total private wealth held

ABSA ranks as the seventh largest wealth in South Africa rose from $670 billion at

manager in South Africa Figure J).
According to the report, South Africa is
the largest wealth management center in
Africa and one of the 20 largest
worldwide, with local assets under
management (AuM) of approximately
$82 billion at the end of 2017.

The AfrAsiaBank report says typically,
wealth management companies in South
Africa target individuals with over
$400,000 (R10 million) in investable
assets. They also target young
professionals who are starting their
careers (specifically lawyers and charted
accountants). Services that are most in
demand include: asset management
services, financial planning and
inheritance planning.

HNWI Wealth Trends in South Africa
2017 was a solid year for South African
High-Net-Worth Individuals (HNWIs).
HNWIs are individuals living in South
Africa with wealth of $1 million or more
and according to theAfrAsiaBank report,

volumes of HNWIs in the country grew by

8% during in 2017, reaching 43,600 by

the end of the year. This growth rate was

Figure 1:

the end of 2016 to $722 billion at the end
of 2017, whilst HNW!I wealth rose from
$284 billion to $306 billion.

The rise was facilitated by a
strengthening local currency as the US
dollar exchange rate went from
R13.70/US$ at the end of 2016 to
R12.30/US$ at the end of 2017. The JSE
all share index was also up significantly
during the year (by 30% in US$ terms).

Review Period Performance (2003
2017)

Performance over the past 10 years was
less impressive however with HNWI
numbers rising by only 2% over the 10
year period between 2007 and 2017.
AfrAsiaBank asserts that it should
however be noted that this period takes
into account the global financial crisis in
2008 which damaged wealth numbers in
most countries.

Performance Negatively Impacted by:

A A declining currencyd the Rand
depreciated significantly against the
USS$ from R6.90/US$ at the end of
2007 to R12.30/US$ at the end of
2017.

Zukelwa Solomon
Collateral Writer, GI&S

South Africa: The largest wealth managers by local AuM, 2017

Rank Wealth manager Base
1 Investec SA /UK
2 RMB SA
3 PSG SA
4 Nedbank SA
5 Sanlam SA
6 Standard Bank SA
7 ABSA SA
8 Old Mutual SA /UK
9 Momentum Group SA
10 Citadel SA
Note: Ranked by 2017 year end AuM.

Source: The AfrAsia Bank South Africa Wealth Report - April 2018
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A A sluggish property market (in US$
terms).

A Poor performance of key sectors, most
notably mining.

Performance Positively Impacted hy:

A The JSE All Share Index, which was u
by 17% during the 10 year period (in
US$ terms).

A strong growth in the local professional
services sector (law firms,
consultancies).

A The MSCI World Index (global equity
market index), which was up by 43%
over the 10 year period (in US$ terms).
Many South African HNWIs have
foreign equity holdings so this has an
impact.

As for family offices, theAfrAsiaBank
report says these are a fast growing
wealth management segment in South
Africa (in line with trends throughout the
world). They traditionally provide a more
customised offering than wealth
managers and private banks. Services
they offer include: managing household
staff, property management, philanthropy
coordination, managing family education,
intergenerational transfer and legal and
tax services, on top of the usual
investment services. Typically family

offices are exclusively for family members

and family related trusts, foundations,

Figure 2:

charities and venture capital companies.
Overall total private wealth held in South
Africa amounts to approximately $722

billion. Around $306 billion of this is held
by HNWIs. According toAfrAsiaBank, the
average South African individual has net

Rissets of $12,900 (wealth per capita),

which is the 29 highest level in Africa,
behind Mauritius. The country is home to

43,600 HNWIs, each with net assets of $1

million or more and is home to 2,200
multimillionaires, each with net assets of

$10 million or more. Further, South Africa

is home to 5 billionaires, each with net
assets of US$1 billion or more, according
to AfrAsiaBank.

AfrAsiaBank says it compiles a wealth
report for South Africa because wealth is
a far better measure of the financial
health of an economy than gross
domestic product (GDP). It says reasons
for this include:
In certain countries, a large portion of
GDP flows to the government and
there wealth creation (examples:
Bahrain, Kuwait).

A GDP counts items multiple times (for
instance, if someone is paid $100 for a
product/service and they then pay
someone else that $100 for another
product/service, then that adds $200
to a country?os

South Africa: HNWI Performance, 2007-2027

60
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Source: The AfrAsia Bank South Africa Wealth Report - April 2018

$100 has been produced at the start).
A GDP disregards income levels in a
country.
A GDP ignores the efficiency of the local
banking sector and the local stock
market at retaining wealth in a country.

AfrAsiaBank is of the view that wealth
figures, on the other hand, do not have
any of these limitations, making them a
far better gauge of the financial health of
an economy than GDP figures. Going
forward, AfrAsiaBank sees solid HNWI
growth over the next 10 years. It says the
number of South African HNWIs is
forecast to grow by 28%, to reach
approximately 56,000 by 2027 Figure 2.
This wil/ be driven
strong fundamentals for wealth growth
which include: a welldeveloped wealth
management, fund management and
banking system; a large free media which
helps disseminate reliable information to
investors, helping set the country apart
from most other African markets.

South Africa also stands to benefit further
from having one of the 20 biggest stock
exchanges in the world as the JSE has
been one of the fastest growing stock
markets worldwide over the past 25 years
(in terms of market cap growth). AfrAsia

G D Pagvarfeds thik thds8 ctb hak8 Solitt

Africa a best potential hub for doing
business in the rest of Africa.



News Roundup

What Happened at Home and Abroad?

SA Trade Balance Swings to aEU Warns Of More US

Surplus

South Africaé6s trad
R9.47 billion surplus in March from a
revised deficit of R603 million in February
d this after exports rose by 9.2% on a
month-on-month basis in March, while
imports fell 2% according to the South
African Revenue Service.

World Bank, Kenya in $180M
Loan Guarantee

The World Bank has approved a $180
million loan guarantee for Kenya
Electricity Generation Company to help
strengthen the financial position of the
state-run company, which produces more
than 70% of the cou

Angolan Sovereign Wealth
Fund to Dump Quantum

The sovereign wealth fund of Angola
(FSDEA) is taking s
Swissbased Quantum Global as its asset
manager, citing great concerns about
Quantum G| o bappraach to
investment of the FSDEA funds, as it
believes that is not fully aligned with the
principles for which the FSDEA was
established.

ChristoWiese Sues Steinhoff
For $5B

South African businessmarChristo Wiese
has launched a $5 billion lawsuit against
crisis-hit Steinhoff, a retail company in
which he was a board member and
biggest shareholder until earlier this year.

Barloworld to Sell Iberian
Uncertainty after Tariff Delay Equipment Business

Ehe BugopeanUpien (EUjanchhysingssesSso ut h  Af ri cads Bar |l
warned of more market uncertainty its underperforming Iberian equipment
foll owing the Tr umpbusndssio privatetyowaed itatiam §raup
decision to delay US steel andluminium TesaSpAfollowing a strategic review.

tariffs for the next month. Steel and Barloworld Equipment is the official dealer
aluminium exporters from China,along f or Caterpi |l l ar | nc
with other metal-exporting nations such  mining and industrial machine range.

as Japan and India, have been paying the

U.S. tariffs since late March. Egypt Eyes $lOB Oil Foreign

India Opposes China Investment

Landmark Pro;ect Egypt aims for foreign investment in the

oil and gas sector to reach about $10
China failed to getbilliomdthe®@l8/19diacg year that f o
ambitious Belt and Road infrastructure  begins in July. Egypt aims to increase its
project, before an icebreaking trip to gas production from newly discovered
@hina thisweek &y Indian PrimedMintstgr . fields, which include the mammothZohr
NarendraModi. India has not signeduptoas s et di s c o VvEeiin20d5. by
the initiative because parts of one critical
project run through Pakistar
administered Kashmir, which India
considers to be its territory.

Angola Opens Bids for
Cobalt's Former Oil Blocks

Genmany drims: 2018 &sowth
Forecast

An gol a éuw oikfitméSonangolis
inviting bids for stakes in two offshore oll
bl ocks i n Alargestcradé s
producer. Development on the blocks had
been complicated by a dispute between
Sonangoland US oil company Cobalt
International Energy, which until recently
was the operator of the blocks and owned
a 40% stake in them.

The German government has lowered its
forecast for 2018 growth to 2.3% from
2.4% previously and expressed concern
about international trade tensions, but
insisted the economy remains buoyant
and the upturn is continuing.
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The Economist offers authoritative insight and opinion on international
news, politics, business, finance, science, technology and the connections
between them. Below are some extracts of the stories that caught our

attention.

Medicine: Universal Health
Care, Worldwide, Is Within
Reach

The case for it is a powerful one
including in poor countries

BY MANY measures the world has never
been in better health. Since 2000 the
number of children who die before they

How the other half dies

Universal basic health care is sensible in
the way that, say, universal basic
education is sensiblé because it yields
benefits to society as well as to
individuals. In some quarters the very idea
leads to a dangerous elevation of the
blood pressure, because it suggests
paternalism, coercion or worse. There is
no hiding that public health-insurance

are five has fallen by almost half, to 5.6m. Schemes require the rich to subsidise the
Life expectancy has reached 71, a gain of PoOr, the young to subsidise the old and
five years. More children than ever are  the healthy to underwrite the sick. And
vaccinated. Malaria, TB and HIV/AIDS are Universal schemes must have a way of

in retreat.

Yet the gap between this progress and
the still greater potential that medicine
offers has perhaps never been wider. At
least half the world is without access to
what the World Health Organisation
deems essential, including antenatal care,
insecticide-treated bednets, screening for
cervical cancer and vaccinations against
diphtheria, tetanus and whooping cough.
Safe, basic surgery is out of reach for 5bn
people.

Those who can get to see a doctor often
pay a crippling price. More than 800m
people spend over 10% of their annual
household income on medical expenses;
nearly 180m spend over 25%. The quality
of what they get in return is often woeful.
In studies of consultations in rural Indian
and Chinese clinics, just 1226% of
patients received a correct diagnosis.
That bl e

i's a terri

forcing people to pay, through taxes, say,
or by mandating that they buy insurance.

But there is a principled, liberal case for
universal health care. Good health is
something everyone can reasonably be
assumed to want in order to realise their
full individual potential. Universal care is a
way of providing it that is pro-growth.
The costs of inaccessible, expensive and
abject treatment are enormous. The sick
struggle to get an education or to be
productive at work. Land cannot be
developed if it is full of diseasecarrying
parasites. According to several studies,
confidence about health makes people
more likely to set up their own
businesses.

(The rest of this article appears in the 26
April 2018 print editionof The Economist)

Jitterbugs: Indicators That

Signal Financiaharket

special report shows, the goal of universal Trouble Are Flashing

basic health care is sensible, affordable
and practical, even in poor countries.
Without it, the potential of modern
medicine will be squandered.

Financial conditions in America are finally
tightening

WATCHING financial markets can be like
watching a horror film.

Yet the gap between this
progress and the still
greater potential that
medicine offers has
perhaps never been
wider.
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A character walks into the darkness alone.

A floorboard creaks. The latest spooky
sign is the spread between the three
month dollar London interbank offered
rate (LIBOR) and the overnight index
swap (OIS) rate. It usually hovers at
around 0.1%, but has recently climbed to
0.6%. As it widens, bankers are bracing
for a jump scare.

To see why, consider what each rate
represents. LIBOR is the rate that banks
charge other banks for unsecured loans.
The OIS rate measures expectations for
the federal funds rate, which is set by the
central bank. As LIBOR rises above the
OIS rate, that suggests banks fear it is
getting riskier to lend to each other. (The
gap was 3.65 percentage points in the
depths of the crisis, after Lehman
Brothers filed for bankruptcy.)

Market-watchers were already twitchy.
Last November they shuddered as the
yield curve, which plots the yields of
Treasury bonds of different maturities,
abruptly flattened. When that happens, it
may be because expectations for growth
and inflation - and hence for interest rates
- have slumped. Then in February, as the
stock market dropped, the VIX, an index
of volatility dubbe
spiked.

Sometimes, though, an eerie sound is just
the wind. Non-threatening explanations
are possible for all three measures. Start
with the yield curve. It can also be
flattened by a central bank raising rates in
response to buoyant growth today, while
long-term expectations are unchanged.
Americads recent ta
stimulating the economy now. But their
long-term impact, most analysts agree, is
less certain.

Likewise, the volatility reflected in the VIX
can have a variety of causes. Volatility
rises when a shock hits markets. Traders
might be surprised by bad news about
economic growth and future profits.

Equally, they might be caught offguard
by good news, such as rising wages, that
portends higher interest rates. Because
higher rates depress the present value of
future earnings, they are bad for stocks.

(The rest of this article appears in the 21
April 2018 print editionof The Economist)

Overcharging Undertakers:
Great News For The Dead:
The Funeral Industry Is Being
Disrupted

Changing social norms, competition and
technology are shaking up a stodgy and
exploitative business

FEW choose how they die, but they can
choose what happens next. Most leave
this to loved ones who, in their distress,
usually outsource the decision to an
undertaker. The transaction is often a let
down, with hardly any choices beyond

OBurn or bury?é and GChcquc (o] card?0
The average American funeral with a Market-wa_tchers were

burial costs nearly $9,000. In some already twitchy. Last

countries, the exorbitant cost of staging a November they
oproper o6 funeral can shaddered ashelyiekls t o

curve, which plots the
yields of Treasury bonds
of different maturities,
abruptly flattened.

finanpig) in. flgarly eyeryyingre, g 4
bereaved have put up with ripoff last

rites because of the lack of better options.
At last, technology and competition are
starting to disrupt this most conservative
of industries. This is good news for
anyone who plans to die one day.

The funeral trade has the most basic of
Qusirbestﬁtacgvan%gf ; ine&d@ustible
demand. Every minute more than 100
people die somewhere. Not all pay for a
funeral. Tibetans still practise sky burial,
leaving bodies on mountaintops; the
Cavitefio in the Philippines bury their dead
in hollowed-out tree trunks. But in the
rich world, dying is big business an
industry, for example, worth $16bn in
2017 in America.
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Undertakers have long been able to get
away with poor service. Their customers
are typically distressed, under time
pressure and completely inexperienced
(people in rich countries buy more cars
than they do funerals). As a result, few
shop around, let alone haggle. With
consumers docile, providers can keep
quality low and prices high- much like
tourist-trap restaurants, another oneoff
purchase made in haste with little
information. Some sellers have made
matters worse with techniques ranging
from opaque pricing to emotional
blackmail. The asymmetry in knowledge
between undertaker and griefstricken
client allows ludicrous markups on things
like coffins. It also makes it easier to sell
services that people do not realise are
mostly unnecessary, such as embalming.

But now wundertakers
being challenged on at least three fronts.
One is changing customer demand.
Driven in part by the decline of religion,
and broader shifts in attitudes to death
and dying, fewer bereaved are ready to
cede their dead unthinkingly to an off
the-shelf burial. They prefer shrouds and
woodland burials to coffins and
graveyards; celebrations of life to sombre
rituals in funeral homes; and video
tributes to a life just lost to displays of the
embalmed dead.

(The rest of this article appears in the 14
April 2018 print editionof The
Economist)

Protectionism in Africa:
Donal d
war - with Rwanda- over

used clothes
East Africans seek to defend their
garment-makers from American castoffs

THE secondhand clothes trade often

starts with a gift: an old dress or

unwanted shirt, passed on for another to

use. Along the way it becomes a multi

billion-dollar industry spanning several  Ghana lost fourfifths of its textile and

continents. It ends at a market stall, clothing jobs. In Kenya, the number of big

usually in Africa. And now it is the cause garment manufacturers fell by half. Garth

of President Donal dFraker of thep Universityrof Toreneo! i e s

trade war. estimates that secondhand imports
account for 40% of the collapse in African

Private companies in America and Europeapparel production from 1981 to 2000

buy up surplus donations from charities  (though the underlying data are fuzzy).

and export them to the developing world.

In 2016 east African countries resolved to (The rest of this article appears in the 5

phase out the trade, complaining that April 2018 print editionof The Economist)

cheap castoffs hurt their own nascent

garment industries. America responded

by threatening to impose tariffs on east

African goods. Kenya, Uganda and

Tanzania backed down. But Rwanda has

stood fast. So on March 29th Mr Trump

said he would suspend dutyfree access

®r Randar apparepiro6@ days. i s

behind protective barriers. From the early
1980s they reluctantly opened their
markets as a condition of foreign loans.

Technically, Rwanda has no grounds for

complaint. Like 39 other African

countries, it enjoys access to American

markets under the African Growth and

Opportunity Act (AGOA), enacted in

2000. One of the eligibility criteria is that

countries progressively eliminate barriers

to American goods. Rwanda has done the

opposite, hiking duties on seconehand

clothes12-f ol d. oO0That is al most a de facto
ban on these products, 6 complains an
American official.

East Africa accounts for over a fifth of the
used-clothes market. Rwanda is only a
small part of that. Its stand off with
America is not very costly for either side.
In 2016, according to official statistics,

Trumposgruw@ddh & -cideki®dds Gaal

only $18m (against $274m for east Africa
as a whole). Its exports under AGOA were
just $2m.

But the case has wider resonance. African
countries once nurtured their industries



Fund Performance

Core Portfolios

Absa Multi Managed Core Growth 5.07 -3.35
Absa Multi Managed Core Accumulation 3.83 -1.27
Absa Multi Managed Core Preserver 2.93 0.24

Passive Portfolios

Absa Multi Managed Passive Growth 4.14 -0.13

Absa Multi Managed Passive Accum 3.56 0.03
Best Blend Portfolios

Absa Multi Managed GrowthFoFA 3.89 -2.95
Absa PrudentialFoF 3.46 -0.10
Absa Multi Managed AccumulationFoFA 3.01 -1.44
Absa Multi Managed PreserveFoFA 2.39 -0.28
Absa Global Discretionary Portfolio EUR
Global Discretionary Portfolios Aggressive Portfolio EUR 3.79 -0.20
Global Discretionary Portfolios Growth Portfolio EUR 3.06 -0.31
Global Discretionary Portfolio Balanced Portfolio EUR 2.39 -0.55
Global Discretionary Portfolio Cautious Portfolio EUR 1.29 -0.71
GlobalDiscretionaryPortfolios Stable Portfolio EUR 0.53 -0.88
Absa Global Discretionary Portfolioe GBP
Global Discretionary Portfolios Aggressive Portfolio GBP 3.85 -1.19
Global Discretionary Portfolio Growth Portfolio GBP Sale -1.07
Global Discretionary Portfolios Balanced Portfolios GBP 2.46 -1.12
Global Discretionary Portfolios Cautious Portfolio GBP 1.38 -0.94
Global Discretionary Portfolio Stable Portfolio GBP 0.63 -0.85
Absa Global Discretionary Portfolie USD
Global Discretionary Portfolios Aggressive Portfolio USD 2.22 0.43
Global Discretionary Portfolios Growth USD 1.79 0.30
Global Discretionary Portfolios Balanced Portfolio USD 1.38 0.10
Global Discretionary Portfolio Cautious USD 0.73 -0.03
Global Discretionary Portfolio Stable Portfolio USD 0.30 -0.15
Absa Personal Portfolios
Absa Personal Portfolio Growth 3.82 -5.58
Absa Personal Portfolio Accumulation 3.24 -3.60
Absa Personal Portfolio Preserver 1.75 -1.62

Source: Morningstar(Note: The above represent provisional returns sourced from Morningstar)
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