
1  
ProVérte Wealth Management is an authorised financial service provider (FSP5966) 
     See disclosure at end of document or at Disclosure  

  

 

 

 
1 June 2012 
 
 
              
  84   Realistically pessimistic (by Andro Griessel) 

  
Usually, positivity is a good thing.  But when you are ALWAYS positive about EVERYTHING, regardless 

of some pretty pessimistic facts, some might start to wonder about your mental health or choice of 

“cigarettes”.  In my opinion it’s important to consider the facts and try and make objective and realistic 

assumptions and decisions based on that information.  To be concerned or to have a pessimistic view on 

something, does not necessarily make you a pessimist.  One thing I find myself being pessimistic on 

these days is where SA is moving economically.  The social (HIV, crime, corruption, inequality in income, 

affirmative action etc.) and political (the ANC policy shift,  outrages remarks by Malema, protests against 

service delivery etc.) debates are regular emotionally charged topics at dinner table discussions.  

However, it seems to me that only a few people worry about how things look on the economic front and 

tend to ignore how the above will impact them on the medium to long term.  I think that this is a 

dangerous and ignorant approach, because there is little you can do on the political and socio economic 

front, but when it comes to your own personal financial planning, YOU have control and can make 

adjustments. 

 

An important part of our job here at ProVérte is to attend presentations.  These presentations are done by 

very intelligent people with access to a lot of interesting information.  This information sometimes appear 

in the business section of the Saturday paper, but journalists of these reports tends to write these so that 

we feel stupid and therefore we don’t really read it, or understand the implication of what we are actually 

reading.  I want to show you a few interesting but disturbing graphs (since a picture paints a thousand 

words) that I took out of some of the presentations I attended recently.  Before I start:  I just want to 

mention that I often find when speaking to people in the higher end of the economic bracket that they 

either don’t want to talk about the issue or feel that the problems we are facing in our beloved country 

does not affect them.  I wish that was the truth, but unfortunately it is just not that easy.  Let’s face 

it.....you CAN shelter yourself from most of the issues mentioned in the prologue by having enough 

money.  What you cannot hide from though (regardless of your social status) is inflation (the big destroyer 

of wealth).  Inflation is the big stick that ulitmately punishes those countries who doesn’t handle their 

finances right or who goes completely insane (like Zim).....and at the moment we are not doing a very 

good job of handling our country’s finances. 
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Please see. below a graph showing the growth in the state's payroll and "social grants" (the red bars) 

compared with the rate of economic growth (in grey). The black line indicates the recent strong upward 

trend.  

 

 

Unfortunately this data is only up to 2010. An excerpt from a presentation, by John Biccard of Investec in 

March this year, makes it clear that the picture has by no means improved in 2011 .... to the contrary. 

 

From this picture we can conclude that South Africans' disposable income increased by an average of 

9% during 2011, but that the Government Wages increased with more than 25% and "social grants" by 

10%. If you leave out the governments payroll, social grants and microloans you will see that disposable 

income (for the rest of us),  only increased by 1.6%. Also note the magnitude of micro-loans....the next 

bubble in my opinion.  Speaking of social grants; it is rapidly growing (much faster than the economy) and 
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according to an article in the Sowetan on 22 February this year, the number of people in SA who rely on 

social grants is to increase to almost 17million in 2015. In 1998 this number was but a mere 2.5 million! 

 

 

 

The fiscal deficit, in other words with how much the country's expenses exceeds its income, has in recent 

years leapt to the skies. Currently, SA does not have a very high debt to GDP ratio (compared for 

example to Greece), but if spending continues to exceed government revenues with such margins, while 

the annual economic growth rate hovers between 2% and 3%, it won’t be too long before we find 

ourselves in a very similar position as Greece. Why is this important to take notice of? Well, when there is 

doubt about SA's financial condition and its ability to pay back debt, the rand will weaken significantly, 

inflation will start to accelerate and your wealth in real terms (whether you live in Clifton or Pofadder) 

will start declining rapidly . The only way the government can increase its revenue is to increase taxes. 

The recent dividend tax shock is probably just the first of a few increases in rates and will have a direct 

impact on your disposable income and also the profitability of your business or company where you work. 

 

The government finance deficits by issuing government bonds.   Like Greece, we may reach a point  

where nobody is willing to buy SA bonds, regardless of what rate the government is willing to pay. During 
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one of Coronation's recent presentations, they showed a slide that was quite enlightening. In 2007, 47% 

of RSA Bonds was owned by local pension funds and only 11% by foreigners. In 2011, only 33% was in 

the hands of pension funds and 29% was owned by foreigners. The huge increase in foreign ownership 

of local shares and bonds are also the reason why the rand barely weakened over the last 5 years. But 

what happens when the major foreign buyers are no longer interested in our shares and bonds? 

 

Now, there might be some of the more informed readers that acknowledge the above, but remind 

themselves that shares have traditionally protected you well against inflation and that they have a 

substantial portion of their wealth in SA shares, so they should probably be "okay"....well, not necessarily. 

If we look at the graph below the huge foreign inflows that our market has had over the past decade or 

so is quite astounding.  

 

By far the largest flows were to our stock market (and a portion to bonds). These funds are not loyal. It 

does not take much for them to panic and start flowing OUT of South Africa. This outflow will be coupled 

with a deprecation of the Rand (experienced again over the past couple of weeks). After the market 

recovery began in 2009, the funds that flowed out of South Africa (during 2008) returned PLUS additional 

capital.  It would be simplistic and dangerous to assume that this trend will continue forever. The 

valuations of shares (something that I've written about a lot lately) is another issue. In 2002 (10 years 

ago) SA shares were ridiculously cheap, it is certainly not the case today. 
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Today, foreigners own more than 40% of all listed shares on the JSE, in particular more than 60% of 

our Resources shares, nearly 20% of our Financials shares and more than 40% of our Industrial shares. 

Foreign ownership of industrial stocks (such as Vodacom, MTN, Richemont, SAB, Pick 'n Pay, Shoprite, 

Naspers, etc.) increased from less than 10% in 2002 to more than 40% today. This appetite from abroad 

+ the unprecedented increase in unsecured lending (micro-loans) + the unprecedented growth in the 

government's payroll, has driven many of these company’s (especially in the retail sector) share prices far 

beyond realistic valuations. 

 

So what I'm trying to say is that our local share market is not being controlled by locals anymore. We are 

significantly exposed to what foreigner’s’ perceptions is of our country, our businesses and our economic- 

and political prospects. When there is constant selling pressure due to foreign perceptions of local risk, 

returns will be hard to come by from our local stock market. 

 

Finally, I want to dwell a bit on the false sense of security the property bubble and the long-term bull 

market in local equities left in our minds. Even though the last 5 years have already been a different 

story, the period between 2002 and 2007 was a fantastic period for investments! In this period many 

people's net wealth has increased significantly due to their exposure to local equities and/or property. It is 

important to understand why it went so well. See chart below. 

 

 
Source: Sharefriend  

Since 1998, the repo rate (the rate at which the Reserve Bank supplies money to the commercial banks) 

decreased by more than 20 percentage points to as little as 5.5% today. It was a massive tailwind in 

terms of people's disposable income, because their payments on mortgages, motor financing and other 
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debt came down dramatically.  This was coupled with an ever increasing willingness from banks to lend 

us money i/e rapid credit expansion.   

 

However, if we look at what happened to the savings rate in SA, it tells a totally different story. See chart 

below. 

 
Source: Nedgroup presentation 

People simply did not take the money that they saved because of lower interest rates and SAVED it, they 

just SPENT it. As properties became more affordable from a payment perspective, the prices also started 

increasing. To top if off, our previous minister of Finance, Trevor Manuel has also made some very 

accommodating tax concessions for individual and company tax payers over this period. In my opinion 

(and I might be wrong) this was a perfect storm of tailwinds (dramatically declining interest rates, a further 

reduction in savings rate, rapid credit extension and an accommodating tax system) and is definitely not 

going to repeat itself over the next decade. There is a better than average chance that we turned the 

corner and that these tailwinds is now and will in the foreseeable future be blowing straight into our faces.  

This, coupled with the very attractive valuations of South African assets with the turn of the century to 

where it is today, makes any person who expects things to be easy going forward a bit of a unrealistic 

optimist.  Thus, if you have a nagging feeling that you have month left at the end of your money (instead 

of the other way around), it is probably because the above winds are already blowing in your face. 

 

So what should we learn from the above? 
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1) The government will have to (and fast) put a lid on the overspending, corruption and waste and 

will have to become more efficient, otherwise our debt levels will grow very quickly to a point 

where we are in the same position as Greece. Unlike Greece, however, we have a massive 

unemployment rate and therefore a lot of people who rely heavily on government for their income. 

In my opinion, any form of capitulation regarding their obligations to these people might 

result in a wave of rioting and violence and these might not be contained to townships. 

 

2) The Rand is vulnerable.  A repeat of 2001's "Blowout" might not be so far fetched. A prolonged 

weakness in the rand will lead to increased inflation, since most of our inflation is imported. There 

should therefore be pressure on the Reserve Bank to raise interest rates, even though the 

consumer is punch-drunk and can barely survive at current record low rates. Remember also that 

hyper inflation is the major destroyer of wealth and should be one of your biggest concerns and 

things to watch. This is something you cannot escape, regardless of your socio-economic status. 

 

3) The money tree (local share and property investments) in your backyard got poisoned and will not 

nearly produce the same amount of fruits (investment returns) as in the 2000's. We will have to 

learn to save again the "old fashioned" way. The making of "easy money" is unfortunately a thing 

of the past. 

 

We've talked about this several times before but, in terms of you investments, it would be wise to 

consider diversifying a fair share offshore.   Ask yourself this: If you were an American, Canadian or 

Australian citizen, and you had to confront the facts above ... what % of your total wealth would you like 

to expose to SA? I doubt it would be 100% like most of us still do. 

 

The end 

“No drug, not even alcohol, causes the fundamental ills of society.  If we’re looking for the source 

of our troubles, we shouldn’t test people for drugs , we should test them for stupidity, ignorance, 

greed and love of power.” - PJ O’Rourke 

 


