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Dear

	
To	start	with	we	would	like	to	wish	you	and	your	families	good	health	and	a	prosperous	New	Year.		2018	was	a	year	that	many
investors	would	rather	forget	as	global	markets	had	their	worst	year	in	a	decade.		The	continued	uncertainty	caused	by	the	trade
wars	between	Mr	Trump	(USA)	and	China	has	investors	looking	at	other	asset	classes	and	as	a	result	causing	a	lot	of	pressure	for
equities.	 	 In	 the	 last	 year	we’ve	 seen	 an	 increase	 in	volatility,	 especially	 in	 the	 final	December	month.	 	The	 large	S&P500	 lost
more	than	1%	on	9	separate	days	during	December	alone,	compared	to	only	8	days	during	the	whole	of	2017.
	
The	 local	 Johannesburg	 Stock	 Exchange	 actually	 had	 a	 very	 good	month	 compared	 to	 global	markets	with	 the	 local	 JSE	All
Share	Index	finishing	the	month	up	4%	compared	to	 large	global	 indices	such	as	 the	S&P500	which	lost	9%	during	 the	month
(the	worst	December	since	1931).		A	lot	of	the	outperformance	in	the	local	markets	is	due	to	the	overselling	that	we	highlighted
in	previous	articles.		Nevertheless	locally	we	still	had	a	terrible	year	with	the	index	being	down	by	12%	over	the	year	–	this	was	in
line	with	the	European	markets.
	
The	Rand	continued	its	slow	decline	as	global	investors	move	out	of	emerging	markets	into	“risk	free”	assets.		Unfortunately	we
are	often	impacted	by	global	happenings	well	outside	of	South	Africa’s	control.		Mr	Trump	remains	unpredictable	and	many	of
his	decisions	are	surprising	even	to	his	own	Republican	party.		In	this	environment	many	investors	may	be	comfortable	to	sit	on
the	sideline	as	they	adopt	a	wait	and	see	attitude.
	
South	Africa’s	 inflation	 ticked	 up	 to	 5.2%	 year	 on	 year	 as	 a	weakening	Rand	 started	 to	 feed	 through	 to	 prices	 of	 the	 general
basket	of	goods.		There	are	a	number	of	different	factors	that	can	impact	the	cost	of	the	basket	and	weather	is	one	of	these.		Food
prices	have	been	on	 the	 increase	over	 the	 last	 couple	of	months	 as	 a	 dry	 spring	 and	 summer	has	 impacted	on	 crops.	 	The	big
relief	for	the	consumer	is	the	continued	drop	in	the	price	of	oil	and	the	knock	on	into	the	fuel	prices.		Fuel	prices	are	never	going
to	be	low	going	forward	as	currently	the	taxes	and	levies	constitute	a	staggering	R5.30	per	litre.		Increasing	the	fuel	levy	appears
to	be	one	of	the	favoured	methods	of	increasing	tax	collection	so	we	could	see	another	increase	in	2019.		Unfortunately	for	the
consumer	any	reduction	in	the	costs	due	to	a	lower	oil	price	may	be	offset	by	an	increase	in	the	fuel	levy.
	
In	terms	of	the	political	scene	we	are	expecting	a	very	volatile	first	half	to	2019	as	we	lead	into	the	General	Elections.		There	will
be	 much	 mudslinging	 and	 a	 lot	 of	 political	 rhetoric	 as	 the	 political	 parties	 try	 gather	 support.	 	 Expropriation	 without
Compensation	is	one	of	 the	matters	 that	have	been	raised	and	will	be	 in	 the	spotlight	as	 it	 is	viewed	as	 important	purely	from	a
voter	perspective.		As	we	pointed	out	last	month	it	is	not	really	deliverable	but	we	don’t	know	what	other	economic	policies	may
be	raised	as	campaigning	platforms.	 	All	we	can	say	is	 that	 the	2019	election	and	the	outcome	is	 important	 	as	 it	will	determine
	the	future	direction	of	our	country	and	our	economy.					
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FINANCIAL	VIEW

	
THE	SECOND	BIGGEST	DESTROYER	OF	WEALTH
	
It	is	common	knowledge	that	taxes	have	the	most	negative	effect	on	your	ability	to	accumulate	wealth.		In	South	Africa	we	have
individual	tax	rates	up	to	45%	which	means	for	every	Rand	that	you	earn	up	to	45	cents	goes	towards	the	state	coffers,	leaving
you	 with	 the	 balance.	 	 However	 as	 Benjamin	 Franklin	 famously	 penned,	 nothing	 is	 certain	 but	 death	 and	 taxes	 and	 thus	 the
imposition	of	taxes	and	the	rate	that	they	are	applied	is	something	that	is	beyond	your	control.
	
What	 is	 under	 your	 control	 is	 the	 second	 biggest	 destroyer	 of	 wealth	 which	 we	 explore	 in	 this	 month’s	 financial	 view.	 	 The
second	 biggest	 destroyer	 of	 wealth	 is	 an	 emotional	 financial	 behaviour.	 	 The	 need	 to	 have	 something	 now	 (immediate
gratification)	and	effectively	“borrowing	from	tomorrow	to	pay	today”	to	obtain	the	item	now.		This	behaviour	is	unfortunately
very	common	and	we	often	see	the	impact	that	it	has	on	people’s	potential	accumulation	of	wealth.		The	argument	often	used	to
justify	this	behaviour	is	that	your	future	earnings	should	be	higher	and	thus	you	would	be	able	to	afford	spending	some	of	your
future	earnings	today.		This	argument	however	doesn’t	take	inflation	into	account.		We’ve	tried	to	avoid	getting	technical	about
this	financial	behaviour	but	just	shown	with	two	common	examples	how	immediate	gratification	can	have	a	negative	impact	on
your	wealth.
	
Example	1:	Retirement	Savings
	
We	all	know	the	reasons	why	you	need	to	save	for	retirement	however	a	common	quoted	statistic	on	retirement	savings	is	that	just
6%	of	South	Africans	will	be	able	to	retire	comfortably	(defined	as	being	able	to	maintain	their	standard	of	living	as	they	enjoyed
prior	to	retirement).		There	are	four	main	contributing	factors	giving	rise	to	insufficient	savings	at	retirement.		They	are:

Starting	too	late
Contributing	too	little
Earning	investment	returns	that	are	lower	than	market	related	(not	taking	appropriate	risk)
Early	withdrawals	from	retirement	savings

	
We	see	the	last	of	these	as	being	the	saddest	and	the	most	negative.		People	can	withdraw	from	their	pension	and	provident	funds
when	 they	 change	 jobs.	 	 Statistics	 aren’t	 freely	 available	 however	 we	 can	 make	 some	 assumptions	 based	 on	 the	 member
behaviour	in	the	funds	that	we	look	after.		The	general	trend	is	that	the	younger	the	person	is	when	they	change	jobs,	the	more
likely	they	are	to	withdraw	their	funds.		For	individuals	under	the	age	of	35	this	is	as	high	as	1	out	of	every	2	people	(or	50%)
meaning	only	half	of	the	youth	changing	jobs	preserve	their	retirement	savings	(and	pay	no	taxes).		The	other	half	withdraw	their
savings	to	spend	on	immediate	gratification.
	
There	are	two	reasons	why	early	withdrawals	have	the	most	negative	impact	on	your	retirement	savings.	 	The	first	reason	is	the
fact	that	the	withdrawal	is	taxed.		All	withdrawals	are	taxed	using	a	lump	sum	tax	table	which	is	both	tiered	and	cumulative.		The
more	you	withdraw	the	more	 tax	will	be	given	 to	 the	state	coffers.	 	The	cumulative	 tax	method	is	something	 that	people	aren’t
very	familiar	with	–	the	lump	sum	tax	tables	are	based	on	a	life	time	allowance.		Any	previous	withdrawals	are	taken	into	account
when	calculating	the	amount	of	tax	that	is	to	be	paid	on	the	latest	withdrawal.		This	means	that	a	small	withdrawal	could	be	taxed
at	a	very	high	rate	due	to	previous	withdrawals.
	
The	second	reason	that	early	withdrawals	are	negative	is	that	it	removes	those	early	retirement	contributions	that	will	eventually
contribute	the	most	to	your	final	balance.		To	demonstrate	this	lets	use	a	simple	example.		The	typical	career	in	South	Africa	is	40
years	long.		To	perform	the	calculation	we	have	assumed	a	starting	salary	of	R10k	per	month;	average	annual	salary	increases	of
inflation	plus	1%;	 investment	 return	of	 inflation	plus	6%;	 inflation	at	6%;	and,	a	contribution	rate	of	10%.	 	These	are	numbers
that	are	very	typical	in	South	Africa.
	
A	contribution	rate	of	10%	means	that	R1	000	would	be	contributed	in	the	first	month.		The	final	month’s	contribution	would	be
R83	081	as	a	7%	increase	over	40	years	would	result	in	an	83x	increase	in	earnings.		It	is	clear	that	from	a	Rand	perspective	you
would	thus	be	contributing	more	in	your	final	year	than	in	your	first	year	even	though	it	would	always	remain	static	at	10%	of
earnings.		The	blue	columns	in	the	following	chart	plot	the	annual	contributions	towards	retirement	savings.
	

The	red	line	is	far	more	important	 though.	 	This	represents	what	each	year’s	contribution	would	be	as	a	percentage	of	 the	final
value	that	you	would	have	at	retirement.		As	one	can	see	the	first	year,	with	the	lowest	Rand	contribution,	actually	contributes	the
most	to	your	retirement	savings.		This	is	because	of	the	effect	of	time	and	compound	interest.		It	intuitively	make	sense	because
the	investment	is	returning	more	at	inflation	plus	6%	compared	to	what	the	contributions	are	increasing	by,	effectively	the	salary
growth	of	inflation	plus	1%.
	
Year	1’s	contributions	will	grow	to	be	2.81%	of	the	final	value	whilst	year	40’s	contributions	are	only	2.22%	of	the	final	value.	
If	 someone	 withdraws	 their	 retirement	 savings	 after	 10	 years	 they	 will	 reduce	 their	 final	 retirement	 savings	 picture	 by
27.32%.		This	is	a	number	that	just	cannot	be	caught	up.		You	effectively	already	wipe	out	a	quarter	of	your	retirement	savings
through	 a	 decision	made	 30	 years	 prior	 to	 retirement.	 	 Immediate	 gratification	 has	meant	 that	 one	 cannot	 retire	with	 the	 same
standard	of	living	and	thus	becomes	part	of	the	statistic	of	the	94%	who	cannot	retire	comfortably.
	
Example	2:	Credit	Purchases
	
Buying	on	credit	is	very	common	in	South	Africa.		We	are	amongst	the	biggest	users	of	credit	in	the	world.		There	is	a	reason	that
banks,	retailers	and	other	parties	are	so	eager	to	grant	credit	–	they	make	huge	amount	of	money	out	of	it!		The	interest	that	they
charge	together	with	admin	fees	more	than	makes	up	for	the	risk	of	default	(someone	not	making	the	instalment	payment).		Just
remember	that	wherever	someone	is	making	money	someone	else	is	losing	money.
	
Although	 this	 section	 indicates	 that	 using	 credit	 to	 purchase	 items	 is	 a	 negative	 we	 do	 feel	 that	 using	 credit	 is	 justified	 when
buying	 a	 growth	 asset.	 	Where	 the	 value	 of	 your	 purchase	 is	 going	 to	 increase	 quicker	 than	 the	 interest	 rate	 expense	 on	 the
financing	then	you	are	generating	wealth	–	effectively	leveraging	off	the	bank’s	money.		The	most	common	asset	purchased	in
this	manner	is	property	but	people	have	had	success	with	things	such	as	art,	vintage	cars	and	other	commodities.		Where	the	item
being	purchased	is	not	going	to	increase	in	value	then	by	using	credit	to	buy	the	item,	you	just	end	up	paying	more	for	it.
	
The	 South	 Africa	 Repo	 rate	 (the	 rate	 that	 the	 Reserve	 Bank	 lends	 money)	 is	 currently	 at	 6.75%	which	 means	 that	 the	 prime
overdraft	 rate	 is	 currently	 10.25%.	 	 The	 maximum	 interest	 rate	 that	 can	 be	 charged	 on	 credit	 cards	 however	 is	 currently	 a
staggering	21.50%.		Most	institutions	have	managed	to	charge	even	higher	rates	through	the	levying	of	admin	fees.		This	can	be
demonstrated	through	a	current	example.	
	
This	time	of	the	year	means	that	newspapers	are	full	with	advertisements	from	the	large	retailers	and	one	of	the	biggest	(lets	just
say	there	is	a	lot	of	pink	in	their	logo)	are	currently	advertising	a	32”	HD	Ready	Television	for	R2	599	or	if	you	cannot	afford
that	amount	you	can	still	buy	it	now	using	your	store	card	and	pay	R139	per	month	over	the	next	36	months	or	total	payment	of
R5	004.		Before	we	unpack	the	calculation	this	means	that	if	you	meet	each	and	every	instalment	when	it	becomes	due	you	would
have	 paid	 93%	extra	 to	 own	 the	Television	 now	 as	 opposed	 to	 in	 3	 years	when	 time	when	 you	 can	 afford	 it.	 	When	 offering
credit	 the	credit	grantors	are	required	to	disclose	the	interest	rate	 that	 they	will	charge.	 	 In	 this	case	 this	retailer	has	advertised	a
rate	of	20.75%	which	is	very	close	to	the	maximum	rate	that	they	are	allowed	to	charge.	 	On	a	simple	present	value	calculation
the	monthly	instalment	to	pay	off	R2	599	over	36	months	at	20.75%	is	R97.58.	 	The	difference	of	R41	between	the	advertised
repayment	and	 the	calculated	 repayment	 is	what	 the	 retailer	 is	charging	each	month	as	an	admin	 fee.	 	This	makes	 the	effective
rate	a	ridiculous	48.80%.		The	retailer	will	justify	the	charging	of	the	admin	fee	as	providing	cover	for	the	credit	risk	but	surely
that	is	what	the	high	interest	rate	is	supposed	to	cover.		As	we	said	retailers	and	banks	make	money	out	of	offering	credit…..	
	
Final	2	Cents	Worth	(not	from	future	earnings)
	
These	are	just	two	very	simple	examples	of	how	using	tomorrow’s	earning	for	today	will	have	a	negative	impact	on	your	wealth.	
It	 is	 perhaps	 a	 very	 simplistic	 viewpoint	 as	 there	 often	 are	 times	where	 there	 is	 serious	 justification	 in	 using	 future	 earnings	 to
fund	today’s	expenses.		We	at	Magwitch	however	always	advise	that	one	has	to	assess	and	prioritise	needs	(education,	food)	over
wants	 (holidays,	 fancy	 cars,	 clothes).	 	 Spending	 on	 a	 need	 is	 important	 for	 survival,	 spending	 on	 a	 want	 only	 satisfies	 an
emotional	desire.		Never	find	yourself	taking	money	from	tomorrow	to	pay	for	something	that	you	want	today.
	

	

ABOUT	MAGWITCH

	
Magwitch	Securities	is	a	Financial	Services	Broker	offering	the	following	products	as	a
comprehensive	financial	solution	to	both	individuals	and	businesses:

	
• Employee	Benefits • Retirement	Planning • Money	Market
• Medical	Aid • Investment	Planning • Investments
• Risk	Benefits • Estate	Planning • Treasury	Management
• Short	Term	Insurance • Foreign	Exchange • Trust	Administration
	
t:	011	453	3048 f:	011	453	0715 www.magwitch.co.za

	
Magwitch	Securities	Proprietary	Limited	is	an	authorised	financial	services	provider,
registered	with	the	Financial	Services	Board	-	FSP	number	26829

	
	
	
Disclaimer:	Although	every	 effort	 has	been	made	 to	 ensure	 the	 accuracy	of	 the	 content	of	 this	newsletter,	Magwitch	Securities
(Pty)	Ltd	 accepts	 no	 liability	 in	 respect	 of	 any	 errors	 or	 omissions	 contained	 herein.	The	 contents	 of	 this	 newsletter	 cannot	 be
construed	as	financial	advice	and	does	not	confer	any	rights	whatsoever,	enforceable	against	any	party	and	does	not	replace	any
legal	contract	or	policy	which	may	be	subject	to	terms	and	conditions.
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