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LESSONS TO LEARN FROM THE GREEK TRAGEDY 

We are very aware of the tremendous impact that the Greek 

financial crisis and the recent (last minute deal) will have on the 

Greek society. We do however think it worthwhile to look at how 

Greece got into this position, and what we can learn from this (as 

investors and as South Africans). 

SO WHERE DID THINGS GO WRONG? 

The risk of a Grexit (Greek exit from the EU) frankly comes from 

when Greece joined the new look (common currency) EU in 2003. 

The reason is that countries wishing to join the EU are subject to 

a range of entry criteria (still applies to new members today), 

including a number of financial metrics, known as the ‘Euro 

convergence criteria’ (commonly known as the Maastricht 

criteria). While these include metrics such as inflation rates and 

long term borrowing costs, the two critical ones are: 

 A Government budget deficit of 3% or less of GDP. Some 
leeway was given where these deficits were marginally 
above 3% (if a deficit of 3% or less is sustainable), and 

 A Government debt-to-GDP ratio of 60% or less. Once again 
some leeway could be given in cases where the debt level 
exceeded 60%, if there was clear evidence that debt levels 
would fall. 

 

Illustrated opposite are the Greek government budget deficit and 

debt to GDP in the period leading up the Greece’s entry into the 

EU and the period after. It is not only evident that Greece never 

really satisfied these criteria in the past two decades, but how 

quickly these metrics deteriorated (after entering the EU) over 

time, especially after the global financial crisis, with the budget 

deficit running well above 8% and debt growing to well over 

100% (even after bond holders took a haircut). 

THE SEEDS OF FAILURE (NOT ONLY FOR GREECE) WERE SOWN 

WHEN THE EU WAS FORMED 

While many would argue that the blame lies wholly at the feet of 

Greece (and a few bankers) who manipulated their numbers to 

gain entry into the EU, we believe that the fault lies equally at the 

feet of those who oversaw the formation the EU in the early 

2000’s, given what appeared to be an overriding (burning) desire 

to see a unified Europe.   

 

 

The mistake was compounded when: 

1. The global financial crisis hit GDP and employment hard 

in Greece (and the rest of the PIIGS). 

2. Greece failed to tackle the structural issues required to 

achieve sustainability. Examples include fiscal policy, a 

bloated civil service and overly generous pension 

benefits, and 

3. The EU failed to achieve the required level of policy 

integration (e.g. in labour markets, retirement benefits, 

fiscal rules) among member states. 

 

Source : http://blog.unitee.eu  

http://www.kornerperspective.co.za/
https://en.wikipedia.org/wiki/Government_budget_balance
https://en.wikipedia.org/wiki/Debt-to-GDP_ratio
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SO HOW DOES IT END? 

We are frankly not confident in Greece’s ability to tackle the huge 

structural challenges before them, given challenges like: 

 A small taxpayer base. 

 An estimated 35% of the citizens support the rest of the 

population (the rest are minors, pensioners or unemployed). 

 An elderly population. In Greek society almost 50% of 

households classify a family pension as the primary source of 

income. 

 A massive debt burden (interest costs on debt of 180% of 

GDP are massive), and 

 Rampant unemployment, with overall unemployment at 

over 25% and youth unemployment at almost 50%. 

In short, we cannot realistically foresee a situation where Greek 

GDP will grow quick enough to reverse the debt burden. 

We feel it inevitable therefore that Greece will, sooner or later, 

(as was the case in 2012 and last week) default on its debt. 

It is, in our view, inevitable therefore that Greece will need to: 

 Offically default on its debt repayments and fail to secure 

new sources of funding, and/or 

 Force debt holders to accept massive haircuts (difficult given 

the huge EU & ECB holdings) in their holdings, and/or  

 Debase the value of the debt (which requires a massive 

depreciation in currency). 

WHAT WE CAN LEARN? 

There are many lessons that one can learn from the Greek 

situation.   

The most important one is probably the importance of being very 

clear on what you are trying to create before you create it. This is 

as true for the creation of an economic and political union as it is 

for sensible wealth management. It is also then vital to stick to 

your principles, as what may seem a minor relaxing of standards 

on the short term can have greatly amplified long term 

consequences. 

Another vital lesson is that highly intelligent people can deceive 

themselves for extended periods of time (well over a decade).   

Equally important though is that you can fool some of the people 

some of the time, but you can’t fool all the people all the time. 

 

Failure to face reality (i.e. not tackling structural problems 

with structural reforms such as spending reform) can and will 

quickly compound your problem. This is a valuable lesson for 

South Africa to learn. 

Taking on debt to pay current living expenses (i.e. 

government spending) is a really bad idea. This is also a great 

lesson for South Africa. 

Future generations cannot pay for the spending (service and 

repay debt) of previous generations if only 1 in 2 is 

employed. 

The pain and loss (for citizens and debt holders) will grow if 

one continues to fund a losing story.  

Our last lesson is that life is not fair. This is as true for many 

citizens of Greece and emerging markets who were hit by a 

somewhat illogical contagion effect. 

OUR CONCLUSION 

We see the recently concluded debt extension as nothing 

more than Europe (and the world) kicking the can down the 

road!  

As suggested, our simplistic assessment that the only real 

long term solution is for Greece to enjoy a significantly 

weaker currency (requires them leaving the Euro) to make 

them competitive once more and for Greece to significantly 

reduce their aggregate debt by forced haircuts for ALL debt 

holders. 

Greece looks set to remain an issue for some time! 

 

http://www.kornerperspective.co.za/
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CHINA – INTERESTING TIMES! 

There is supposedly an old Chinese proverb (many dispute the true 

origin) that says ”may you live in interesting times”.  We see this as 

very relevant today as China is not only in a naturally very 

interesting phase, but seem (in part at least) to be making life 

more interesting by their own actions (e.g. intervention).  

While the market turmoil is of some concern, the real question 

must be whether this volatility is reflective of deeper, more 

concerning issues (e.g. rapidly slowing economic growth). 

 CHINESE EQUITIES – CASINO OR MARKET? 

The movement of the Chinese equity market (see graph of the CSI 

300) over the past six months or so, seemed to more closely 

resemble a casino than the benchmark equity index of the 2nd 

largest economy in the world.  

As can be seen opposite, the CSI 300 more than doubled in the 7 

months from November 2014 to early June 2015. While the 

underperformance of the Chinese equities after the global 

financial crisis was surprising, we (like most others) were amazed 

by the incredible run in that market over a six month period. 

WHY ALL THE VOLATILITY? 

We ascribe the incredible moves to a number of factors, including: 

 Attempts by the authorities to cool the property market 

essentially ‘forced’ capital into equities. 

 Accommodative monetary policy encouraged speculation. 

 Some regulatory relaxation. 

 The rally itself sucked new speculators (retail) investors into 

the market, and 

 Our perception of somewhat of a gambling culture in Chinese 

equities (from retail investors). 

IS IT REFLECTIVE OF A BIGGER PROBLEM? 

While we are long term China bulls, we recognise that some key 

indicators (e.g. PMI, Industrial output, retail sales to name but a 

few) are pointing to a much less optimistic near term economic 

outlook than was the case a year two ago, and that the structural 

transformation (to a domestic demand economy) is experiencing a 

classic J Curve (getting worse before it gets better).  

We should however learn to be patient and strategic in our 

thinking like our Chinese friends, and focus on the incredible long 

term story rather than the near term noise. 

Current industrial output growth rates are 

half the long term average 

Retail sales growth is well below a rapidly 

declining trend 

http://www.kornerperspective.co.za/
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GLOBAL EQUITY MARKETS 
 
The first half of the year saw very choppy global asset markets, 
with news flow once again driving the overall direction of markets.  
 
The main themes driving markets yet again included: 

 The timing and magnitude of higher rates in the US and UK. 

 Questions over the real state of the Chinese economy and 
greater intervention and control over financial markets, and 

 Concerns over the viability of a unified Europe, as Greece 
moved closer to a Grexit. 

 
Global equity markets generally started the year very well (e.g., 
DAX and MIB up 22% to March), but had a lousy 2

nd
 quarter. 

Europe however had a particularly strong pull back on the back of 
Grexit fears in the last few months, with notable losers being the 
DAX (-9%), CAC (-5%), FTSE 100 (-4%) and the Italian MIB (-4%). 
 
US markets in contrast had a dull start to the year (S&P +0.2% and 
DJ -1.1% in the first half). We sense this dull performance reflected 
the somewhat confused state of macroeconomics and markets 
(e.g. when the Fed will raise interest rates, weather conditions, 
mixed economic data flows, and the likely impact of the stronger 
Dollar).  
 
Asian markets however enjoyed a very strong start to the year, 
with China having a particularly good run, being up 15% in the first 
3 months and a further 8.5% rally in the 2

nd
 quarter (overall gain of 

27% for the first half). See our note on China for more detail on 
what drove this performance. Other Asian markets also had a good 
run, with Japan’s Nikkei up 16% and the Hang Seng up 11%. 
 
As mentioned in our note on China, our fears of a pullback in the 
CSI 300 (from mid June) were well founded as the Chinese equity 
bubble seemed to burst. Authorities did however (in typical 
Chinese fashion) intervene with a variety of measures (e.g. the 
halting of trading in a large portion of the market, liquidity support 
and restrictions on the sales of large holders) all designed to 
stabilise the market and possibly limit the overflow into the 
broader economy. 
 
GLOBAL RATES 
 
Global rates (generally) moved lower in the first quarter this year, 
with many 10 year benchmark yields hitting record/multi-year lows 
(Aus 2.27%, UK 1.33%, France 0.36%, Germany 0.08%, Italy 1.4%, 
China 3.4%, and Japan 0.2% to name a few).  
 
We saw these incredibly low rates not only as unsustainable, but 
inherently very risky, given the significant capital effect of modest 
changes in yield on capital values. 
 

NAME Jan - Mar Apr - Jun 6M % Chg 

JSE ALSI 4,8% -0,9% 4,1% 

CAC 40 17,8% -5,4% 12,1% 

DAX 30 22,0% -8,8% 11,6% 

MIB (Italy) 21,8% -3,9% 18,1% 

FTSE 100 (UK) 3,2% -4,2% -0,7% 

S&P 500 (US) 0,4% 0,2% 0,2% 

Dow Jones (US) -0,3% -0,4% -1,1% 

NIKKEI 225 
(Japan) 

10,1% 6,3% 16,0% 

HANG SENG 5,5% 4,7% 11,2% 

CSI 300 (China) 14,6% 8,5% 26,6% 

 

As expected therefore, bond yields ticked up in the 2
nd

 
quarter, with some fairly big moves from key bonds, most 
notably so from Germany Bunds (10 year bunds increased 
from about 0.08% to just under 1%). 
 
We sense the market’s dislocation from official rates, is clear 
evidence of the markets shifting risk appetite and 
expectation of normalising monetary policy. We remain 
cautious of long dated bonds, due to the capital 
vulnerability, especially as we are clearly moving closer to  
more ‘normal monetary policy’ in the US & UK, as soon as 
late 2015. 

Source: thegaurdian.com – David Simonds 

http://www.kornerperspective.co.za/
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KÖRNER PERSPECTIVE 
RESOURCES AND 
LOCAL MARKET REVIEW 
 

COMMODITIES 
 
Commodities were particularly hard hit in the first half of 2015 as 
supply demand dynamics placed massive downward pressure on 
prices. Platinum lost almost 11%, Copper shed almost 10% and 
Iron Ore was particularly hard hit (down 17%). As previously 
mentioned this is due to a combination of the following factors: 
1. China’s growth rate has slowed to below 7%, opposed to 

closer to 10% GDP growth per annum. 
2. China is moving away from an infrastructure and export 

driven economy. 
3. Large stockpiles exist for selected commodities (i.e. Platinum 

and Iron Ore), and 
4. Large scale commodity producers are producing higher 

volumes, disrupting the supply demand dynamics (this is true 
for most of the listed commodities, but particularly true for 
Iron ore and oil). 

 
We do however feel that the supply demand conditions will not 
persist, especially as (smaller) high cost producers close loss 
making, which will rebalance the supply and demand. Commodity 
shares have negatively impacted by the movement of commodity 
prices, which has moved selected companies into value territory 
and ripe for inclusion into portfolios. 
 
LOCAL EQUITY MARKET 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The local market held up relatively well (ALSI up 4.1%) in the first 
half of the year, considering the pressure on resources (-6.7%) 
and, industrials (-4.6%). Our local market was boosted by a good 
performance from financials which had a good run during the first 
quarter (banks were the stars), as well as by the listed property 
sector, that did however have a difficult 2

nd 
quarter, effectively 

wiping out most of the gains for the year. 
 
We feel that the local market remains fairly overvalued, with 
some counters in ‘very expensive’ territory. We are in the process 
of trimming some fairly overweight big counters (e.g. BAT, 
Firstrand, BVT, NPN, and Steinhoff), to lock in NAV as the markets 
move into a fairly nervous phase. 

Index 
Jan - 
Mar 

Apr - Jun 6M % Chg 

ALSI 4,8% -0,9% 4,1% 

Top 40 4,7% 0,0% 4,9% 

RESOURCES -2,2% -3,2% -6,7% 

FINANCIALS 9,8% -4,3% 5,5% 

INDUSTRIALS -0,2% -4,2% -4,6% 

MID CAPS 6,5% -6,9% -0,9% 

SMALL CAPS 2,4% 0,4% 2,6% 

LISTED PROPERTY 11,8% -6,6% 3,7% 

 

NAME JAN - MAR APR - JUN 6 Month 

Platinum -6,4% -5,6% -10,6% 

Brent Crude -2,3% 9,2% 9,6% 

Copper -4,8% -5,2% -9,6% 

Iron Ore -26,4% 15,4% -16,7% 

Coal -11,8% 2,8% -9,8% 

Gold 0,1% -2,6% -1,4% 

 

Notable outperformers in the first half of 2015 include Brait 
(+57% on corporate action), Capitec (+43%), Steinhoff 
(+30%), Woolworths (+28%) and Distell (+23%).  
 
On the other side of the scale, the big losers include 
Grindrod (-40%), some of the resources shares (Kumba -37% 
and Amplats -20%), PPC (-36%), Tiger Brands (-23%), and 
Tsogo Sun (-16%) to name a few. 

http://www.kornerperspective.co.za/
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We consciously look for companies well placed to benefit from 

the emerging middle and upwardly mobile classes in developing 

(emerging), as they strive for branded products. Diageo PLC (a UK 

listed company) fits this profile well, featuring prominently in our 

offshore model portfolio. 

INTRODUCTION TO DIAGEO 

Diageo is a beverage company with brands in spirit, beer, wine, as 

well as ready to drink beverages as part of their portfolio. The 

company owns manufacturing/production facilities in various 

geographies which include malting sites, distilleries, breweries, 

vineyards, wineries, packaging plats, maturing warehouses and 

distribution warehouses.  

The company owns an incredible portfolio with iconic brands that 

include Johnnie Walker, Crown Royal, J&B, Buchanan's, Windsor, 

Bushmills, Captain Morgan, Smirnoff, Ciroc, Ketel One vodka, 

Baileys, Don Julio, Tanqueray, and Guinness, to name but a few.  

Diageo firmly fits the profile of a global giant and market leader in 

its industry, and with the ability to expand its market share (both 

by product and geography) through active management makes it 

a good prospect for solid growth in the future. 

WHY DIAGEO? 

While in a fairly competitive space, we like the investment case of 

Diageo for a number of reasons, including: 

1. A strong emerging market presence and a clear beneficiary of 

the emerging middle and affluent class in China and India. 

2. An incredible brand portfolio, with many brands being market 

leaders with significant market share, and with the added 

benefit of market share expansion. 

3. Great geographic and product (spirits, wine, RTD etc.) 

diversity. 

4. A great Single Malt whiskey portfolio that is value accretive as 

it ages. Premium whiskey is becoming very popular among 

new (younger and emerging market) consumers. 

5. Diageo has a history of strong earnings growth (in GBP) 

however recent results were impacted by currency 

translations. 

6. Solid management with good operational prowess, evidence 

by the firm margin expansion, and 

7. Excellent pricing power. 

 
 

Company Price Cur. PE 
Fwd. 

PE 
FWD Divi 

Yield 

DIAGEO PLC GBP 19.30 20.2 21.4 2.8% 

 

SUMMARY 

Diageo is a very well run business, with energetic 

management producing good value creation for 

shareholders. While the last results might have been 

somewhat disappointing (mainly due to currency 

translation), we remain bullish on a medium to long term 

view. Through a combination of Diageo’s emerging market 

exposure/footprint, incredible brands portfolio, and strong 

operations, we feel Diageo warrants exposure in our 

offshore model portfolio. 

http://www.kornerperspective.co.za/
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KP FIDUCIARY SOLUTIONS 
TRUST MATTERS 
INCOME TAX RETURNS 
 

NEW INCOME TAX RETURNS FOR TRUSTS 

 

It seems the Taxman is determined to get more insight into the 

parties involved in, and the activities of trusts.  

On 6 October 2014 the South African Revenue Service’s new 

income tax return for trusts (ITR12T) came into effect.  

The new income tax return replaces the previous return form 

(which will no longer be accepted). SARS has however given 

taxpayers some concessions when completing the new form in 

the 2014 tax year (not all information needs be given for 2014), 

but these concessions will not apply to trust returns from 2015, 

from which date all requested information must be given. 

 

WHAT DOES THE NEW TRUST INCOME TAX RETURN REQUIRE? 

 

According to the SARS Comprehensive Guide to the ITR12T 

Return for Trusts, the main features of the new return are: 

 Expanded financial and legal reporting requirements. 

 Details of all the parties contributing to the trust will have to 

be provided as well as details of the transactions made, and 

 Details of all parties receiving or enjoying a benefit from the 

trust. 

 

In light of this, the trustees (or the authorised tax practitioner) 

have to, amongst others: 

 Provide particulars of the trust’s local and offshore assets 

and liabilities.  

 Provide all certificates and documents relating to income 

and deductions (this might include loan agreements, lease 

agreements, etc.). 

 Provide the details of the parties benefitting from the trust. 

These details include identification and demographic 

information of the beneficiaries. 

 Indicate what type of rights the income and/or capital 

beneficiaries enjoy (i.e. vested or discretionary rights). 

 When calculating any capital gain/loss with the disposal of a 

capital asset, indicate whether the gain/loss is distributed to 

or vested in beneficiaries or retained in the trust, and 

 

 

 

 Provide details of all the transactions that took place 

during the year of assessment. If the trust has 50 or 

fewer people to whom the transactions applied, details 

of each transaction for every person must be provided. 

If the trust has more than 50 persons to whom the 

transactions applied, details of transactions at 

consolidated level and details of each transaction for 

every person with the highest transactions in excess of 

R500 000 must be provided.  etc. 

 

These are just some of the requirements the trustees or 

authorised person will have to comply with to ensure that 

the trust return is correct. It is clear that a lot more time, 

effort and knowledge will be put in to completing the new 

tax returns.  

 

Although the requirements for trust’s tax returns are 

undergoing reform, there is still merit in utilising a trust in 

your estate plan.  

 

If you would like to set up an inter vivos trust for your 

family or for even for a public benefit, or if you would like 

more information on trusts, you are welcome to contact 

Ilandi on (011) 706-3970 or ilandi@kpfiduciary.co.za. 

 

 

 

 

http://www.kornerperspective.co.za/
mailto:ilandi@kpfiduciary.co.za
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KÖRNER PERSPECTIVE 
NOTE - DAVIS COMMITTEE  
RECOMMENDATION ON ESTATES/TRUSTS 
 

The Davis Tax Committee (“DTC”) recently released its First 
Interim Report on Estate Duty. The report states that the 
relevant legislative amendments be implemented with effect 
from 1 March 2016 which will affect a great deal of estate 
plans – in particular estate plans that focus on tax planning 
(mainly estate duty). 
 
The most significant of the recommendations in the report are: 

 The repeal of provisions related to the conduit principle 

and trusts being taxed as separate taxpayers, and 

 The removal or limitation of inter-spouse exemptions and 

roll-overs for estate duty purposes. 

 
WHAT DOES THIS MEAN FOR YOUR ESTATE PLAN? 

 

ABOLITION OF THE CONDUIT PRINCIPLE 

 

Your family trust will be taxed at the current flat rate from the 
first R1 of income and/or capital gains and the trust will not be 
allowed to benefit from beneficiaries’ marginal income tax rate 
by vesting and having the income and/or capital gains taxed in 
their hands (i.e. the conduit principle is disallowed).  
 
An important statement the DTC makes is that “taxpayers 
must be allowed to make use of trusts when it makes sound 
sense to do so in the pursuit of a commercial benefit, as 
opposed to an estate duty benefit” and on this basis we still 
agree that a trust is an effective estate planning vehicle if it 
does not solely revolve around tax savings. 
 
REMOVAL/LIMITATION OF INTER-SPOUSE BEQUESTS 

 

Estate planners will no longer have the (complete) benefit of 
estates only being subject to both capital gains tax and estate 
duty on the death of all spouses. In other words, assets 
bequeathed to your spouse will no longer (or subject to 
limitations) be allowed as a deduction from your net estate for 
estate duty purposes and your estate may be liable for estate 
duty even though your entire estate is bequeathed to your 
surviving spouse.  
 
If these recommendations are implemented, it would mean 
that those estate plans that focus on tax planning would, most 
likely, become ineffective and additional planning and possible 
restructuring will have to be done.  
 
 
 
 

 

INCREASE OF PRIMARY ESTATE DUTY ABATEMENT 

On the upside, the DTC has recommended that the primary 
estate duty abatement be increased from R3.5 million to R6 
million per taxpayer, which means that only estates with a 
net value (after deductions) above R6 million will be liable 
for estate duty. 
 
We recommend that you see a professional to ensure that 
your estate plan (including your Will) takes you and your 
beneficiaries’ needs into account once these changes come 
into effect. Please contact us to make an appointment for a 
review of your estate plan. 
 
For the full DTC report visit www.kornerperspective.co.za 
or send a request to ilandi@kpfiduciary.co.za. 
 
AND ON A LIGHTER NOTE (OLD BUT GOOD) 

 
We had a little space and thought we would use the space 
to share a little humour: 
 
Political systems explained 
SOCIALISM:    You have two cows. The state takes one and 
gives it to someone else. 
COMMUNISM: You have two cows. The State takes both of 
them and gives you the milk. 
FASCISM:   You have two cows. The State takes both of 
them and sells you the milk. 
MILITARY DICTATORSHIP:   You have two cows. The State 
takes both of them and shoots you. 
BUREAUCRACY: You have two cows. The state takes both of 
them, accidentally kills one and spills the milk in the sewer. 
CAPITALISM: You have two cows. You sell one and buy a 
bull. 
PURE DEMOCRACY: You have two cows. Your neighbours 
decide who gets the milk. 
REPRESENTATIVE DEMOCRACY: You have two cows. Your 
neighbours pick someone to decide who gets the milk. 
AMERICAN DEMOCRACY: The government promises to give 
you two cows if you vote for it. After the election, the 
president is impeached for speculating in cow futures. The 
press dubs the affair "Cowgate". 
ANARCHY: You have two cows. Either you sell the milk at a 
fair price or your neighbours kill you and take the cows. 
 
And then... 
A woman hears from her doctor that she has only half a 
year to live. The doctor advises her to marry an economist 
and to live in South Dakota. The woman asks, "will this cure 
my illness"? Answer of the doctor: "No, but the half year 
will seem pretty long". 

http://www.kornerperspective.co.za/
http://www.kornerperspective.co.za/
mailto:ilandi@kpfiduciary.co.za

