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Explain Money Markets and Money Market Instruments 

Introduction 

In finance, the money market is the global financial market for short-term borrowing 

and lending. It provides short-term liquid funding for the global financial system.  

The money market is where short-term obligations such as treasury bills, commercial 

paper and bankers' acceptances are bought and sold. 

 

This module will focus on the reason why money markets exist, the role players in 

the money market as well as the different money market instruments that are 

available or in use currently. 

 
Module 1 

Purpose of the Money Market 

This module deals with:  

 The concept of the money market with reference to the financing and 

investment needs of borrowers and lenders 

 The short term nature of the money market with reference to liquidity, risk, 

time horizons, inflation, nature of return and volatility (covered in formative 

assessment) 

 

1.1 The money market with reference to the financing and investment needs 

of borrowers and lenders 

 

The money market is a subdivision of the fixed income market.  Generally the term 

fixed income is synonymous to bonds, but a bond is just one type of fixed income 

security. The difference between the two is that the money market specialises in 

short term debt (up to one year). 

 

The money market securities are seen as IOUs issued by governments, financial 

institutes and large companies. They are viewed as very safe in terms of the fact that 

they are short term and very liquid. They do however offer significantly less return on 

investment though.  
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Money market investments are ideal for earning a return on money held over a short 

period of time. 

 

1.1.1 When to invest 

Investors always realise that the stock market is a risky place for savings, whenever 

a bear market comes along; a fact they tend to forget while enjoying the returns of a 

bull market. The higher the risk you take on the market, the higher the returns you 

might receive. The money market is an alternative to the high risk investments of the 

volatile market. The biggest difference between the money market and the stock 

exchange is that most money market securities trade in very high denominations. 

The money market is a dealer market where companies can buy and sell securities 

in their own accounts and at their own risks. There is also no central trading floor.  
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Module 2 

The Money Market Environment 

 

This module deals with:  

 The economy, as the environment in which money markets operate, with 

examples 

 Economic conditions in terms of the interdependence between inflation, 

interest rates, economic growth versus recession and exchange rates for 

different scenarios (covered in formative assessment) 

 The way in which monetary and fiscal policy affects money market 

instruments and an indication of the effect on money markets (covered in 

formative assessment) 

 

2.1 The economy, as the environment in which money markets operate, with 

examples 

Let’s look at the economic environment within which the money market investments 

operate and the influences that exist, with the ruling interest rate fluctuating daily 

according to demand and supply. 

 

Key short-term movements and key factors of the money market: 

 Money supply from the Reserve Bank 

 Immediate demand for credit by consumers 

 General demand factors (i.e. reduction in the available cash as the 

deadline for tax payments to SARS is reached) 

 International cash flows (i.e. oil purchases) 

 

Money market rates rely on the following: 

 Market expectations about future investment rates 

 The ruling liquidity premium required by investors in return for the risk of 

tying up capital 

 The effect of the flow of money between asset segments 
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2.2 Economic conditions  

In investment decisions, economic factors are very important.   

 

Example 

The trends in interest rates and industrial production are items of concern for the 

investor.  Interest rates can be directly influenced by government policy but other 

questions arise, such as trends in consumer sales and capital investment, as the 

different aspects are all intertwined. 

 

From an investment viewpoint the purpose of studying economic data is, however, 

usually to forecast the future.  Consequently the greatest care is essential, bearing in 

mind that forecasts are essentially based on assumptions, and this raises questions 

as to the validity of the assumptions made. 

 

 Money supply 

The money supply is regarded as being relevant.  One view is that many economic 

problems, including inflation, can be traced to excess in money supply, although 

others doubt this.  Most, however, probably feel that the supply of money affects the 

fixed interest market more directly than the general equity market. 

 

 Balance of payments 

South Africa trades internationally, therefore the balance of payments figures are of 

great importance.  Trade depends on imports and exports and, while internal policies 

can influence both, external influences, such as a recession in other parts of the 

world, and particularly the state of the economy of the USA, have significant effect. 

 

 Commodity prices 

The balance of payments and the economic welfare of South Africa are greatly 

impacted by the gold price. The world prices of platinum, diamonds and other 

minerals that are exported, such as coal, also have a significant effect, while the 

importance of the oil price is not to be forgotten.  Commodity prices and their effect 

on the general economy can have an impact on interest rate decisions. 
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 Reserves 

The figures relating to the level of South Africa’s reserves, which are published by 

the SA Reserve Bank, must be monitored closely as they are of importance to 

investors and can also result in interest rate changes. 

 

 The Consumer Price Index 

The Consumer Price Index shows the movement of retail prices and is the measure 

used for inflation.  There is typically quite a strong correlation between the rate of 

inflation and interest rates, since interest rates are often raised in order to dampen 

inflationary pressures in the market. 

 

 Other indicators 

Figures are also published by the SA Reserve Bank when there is a new issue of 

stock to investors for cash.  In times of heavy new issue activity, large sums of 

money can be taken out of investors’ pockets and this usually has an effect of raising 

interest rates. 

 

 Currencies 

The stability of the rand against major international currency also has a direct effect 

on our market.  A foreign investor would require a currency to be stable to obtain 

maximum benefit from the return received in Rands. 

 

 Political stability 

Political stability plays an important role in setting the climate for business 

confidence in a country and also supporting positive sentiment towards the region 

within the country is situated. 

 

 

 Climate 

Even the country’s climate can have an effect on the economy.  

 

The South African Bond Market is well established with about 75% of the bonds 

traded being government bonds with a term of up to 20 years.  Offshore players are 
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now also important players and our interest rates are very attractive for foreign 

investors if the currency remains stable against the main currencies of the world. 

 

2.3 The way in which monetary and fiscal policy affects Money Market 

instruments  

 

All investments carry some element of risk. Even “guaranteed investments” come 

with risks. An example of such an investment would be a fixed deposit with a bank. 

What if the bank goes bankrupt? Also because the interest in these investments is 

very low, the value of the investment can be eroded by inflation over time.  

 

If money is tied up in fixed interest investments at a low rate of return and interest 

rates rise, the underlying capital value of the investment will come under pressure 

and there is a lost opportunity to the investor. 

 

2.3.1 Risk and return 

You generally face a lower risk on short-term interest investments than on longer 

ones because of higher liquidity. The more you become reliant on on a fixed income 

(as you become older) the greater the percentage of your assets you should be 

investing in low-risk products. Bank investments are almost risk free, but always take 

inflation into account. Pay attention to the credit rating applied to banks in terms of 

which bank you need to select for the best return on your investment. 

 

2.3.2 Nominal and Effective interest rates 

This is the interest rate that you are quoted by a bank or other lending institutions. 

This interest rate does not take inflation into account. The loan can, however, be 

compounded at different intervals, i.e. monthly or annually. When taking the 

compounding effect into account, you will get the effective interest rate. Always ask 

for the effective interest rate. 

 

2.3.3 Tax considerations 

All interest earned, whether it is local or off shore, is taxable. Investors need to take 

this into consideration. The Income Tax Act does provide for relief, though. There is 

currently an exemption of the first R18 000 per annum of interest for investors under 
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the age of 65 and R26 000 per annum for investors over 65. Any interest earned 

from foreign investments is also exempt for the first R3000 pa. 
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Module 3 
Role players in the Money Market 

 

This module deals with:  

 The lenders in the money market and an indication of why they operate in 

money markets 

 The borrowers in the money market and an indication of why they operate in 

money markets 

 Facilitators in the money market and an indication of the role of each 

 

3.1 The lenders, borrowers and facilitators in the Money Market 

3.1.1 Lenders 

 

 The Government 

The Government needs to support their budget and generate capital for short term 

spending. The central Government issues Treasury Bills at a minimum purchase 

price of R100 000, of which the duration thereof is usually 91 days and will pay the 

investor the capital plus interest incurred. 

 

 Banks 

They offer mortgage bonds and credit to support cash flow. They also finance large 

companies and business ventures. Banks are always willing to borrow money and 

for this reason they are always looking for short term investments to raise capital. 

 

3.1.2 Borrowers 

 Corporates 

They have a need to invest for short periods of time and have the money available in 

an interest bearing but accessible account.  

 

 

 Individuals 

They require short-term cash investments, which will yield the highest returns 
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3.1.3 Facilitators 

 Collective investment schemes 

These schemes are required to hold some liquid money market investments but will 

also often hold far higher levels when uncertain about the market or when building 

up funds for a specific purchase. 

 

 The SA Reserve Bank 

Although the Reserve Bank is not a commercial bank, it plays a vital role in the 

financial services sector of the country’s economy.  As a central bank it carries out 

functions that are not performed by other banks, and its primary objective is “to 

protect the value of the currency in the interest of balanced and sustainable 

economic growth in the Republic”.  

 

The functions of the Reserve Bank include: 

 Managing public debt  

 The issuing of bank notes and coins 

 Acting as a banker to the Government 

 Acting as a bank and a supervisor of other banks 

 Looking after the country’s gold and other foreign reserves 

 

 Investment managers 

This form of investment is particularly attractive to fund managers seeing some 

security, and insurers, retirement funds, collective investment schemes and various 

other investment managers will be buyers of fixed interest investments.   

 

 Brokers 

Brokers may play a role in negotiating the trade in these investment instruments, but 

the banks facilitate much of this. 

 

3.1.4 Other players 

Other players include: 

 Land bank 

 Development bank of South Africa 
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 Industrial Development Corporation 

 Public Investments Corporation 
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Module 4 
Money Market Instruments 

 

This module deals with:  

 The different money market instruments in terms of nature of return and 

liquidity. 

 Different types of money market instruments compared in terms of cash flow, 

nature of return and liquidity (covered in formative assessment) 

 Interest bearing instruments other than the money market instruments that are 

offered to the general public investors and an indication of when it is 

appropriate to use each (covered in formative assessment) 

 A typical money market instrument compared to typical instruments in other 

asset classes in terms of risk, nature of return, term, liquidity and issuer 

 

4.1 Money market Instruments 

4.1.1 What is a money market fund?  

A money market is a type of unit trust fund. Where general equity unit trust funds buy 

shares on the stock market and pay you a largely dividend income, money market 

funds are invested in money market instruments and pay you an interest income. It is 

much the same as having your money on call at the bank, except you earn a higher 

interest rate.  

 

This is because the money market fund pools your money, let's say R20 000, with 

other people's money to total, say, R1-million, and is thus able to command the 

higher interest rates available in the wholesale money market.  

 

The fund’s other main advantage to smaller investors is that, unlike bank fixed 

deposits, you are able to withdraw your money on demand.  

 

Money market funds are invested in interest-earning instruments such as bankers’ 

acceptances, treasury bills and NCDs. Broadly these are the financial instruments 

used by banks, government, parastatals and local municipalities to borrow money.  
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As an individual investor you won't have access to the wholesale market unless you 

have over R1-million to spend.  

 

Money market instruments are all short term; the funds have been lent to the 

government or institution for less than a year.  

 

The average term of all instruments held by the fund has to be less than 91 days.  

 

4.1.2 How does the fund work?  

The price of each unit of the fund is R1, and this is constant. Where you make your 

money is on the interest income paid out to you.  

 

The rate quoted in the media is the average interest rate the fund has paid out over 

the last seven days - the purpose of this calculation is to smooth out short-term 

fluctuations to give you a better idea of the fund's performance. Interest is calculated 

on a daily basis, but all payments are made at the end of each month.  

 

It is important to note that the rates quoted can be misleading as it may make you 

think you are earning more than you are. The rate quoted is an effective rate, which 

means you only earn this if your money is on deposit for the entire year with all 

interest being reinvested and therefore compounded - you will not be earning this 

rate if you take your money out sooner or if you withdraw your income.  

 

The nominal rate is lower (see the table), and this is the rate you should use to 

compare with what the banks are offering. A nominal rate is the amount you actually 

earn each month.  
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There are costs for the investor to pay. The funds offer either a low or no entry fee, 

and a relatively low annual cost.  

 

The quoted interest rates on funds are stated net of the annual fee. 

 

4.1.3 Who should invest in money market funds and when?  

Anyone wanting a cash element in their investment portfolio should invest money in 

a money market fund. Money market funds do not replace but rather complement 

equities.  

 

This means you should not be looking to cash in all your unit trusts and to sell your 

shares in order to buy into the funds - even professional portfolio managers cannot 

time the market.  

 

It is unwise and costly for you to continually chop and change your equity 

investments in anticipation of market movements. And in the long term, the chances 

are you will lose out if you have absolutely no exposure to the stock market.  
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Money market funds should rather be used as an alternative to other cash options 

such as call accounts and fixed deposits with the bank.  

 

In uncertain times when you want to be more conservative and reduce the risk of 

your portfolio, then you would shrink, but not eliminate, your equity exposure and 

increase your cash holdings.  

 

Money market funds are also targeted at investors who are retired, need to live off 

their interest income, and who may be called to draw down on their cash at any time.  

 

The funds are preferred for investors with a lower tax rate - as interest earned in 

excess of R2 000 a year is fully taxable (this is why they are called tax inefficient 

investments).  

 

The funds have also found favour with non-resident blocked funds.  

 

4.1.4 What are the advantages of money market funds over cash-based 

alternatives?  

Money market funds offer accessibility and higher interest rates. On a R10 000 

investment placed with a bank, you can currently earn about 9.7% on a call account, 

13.5% on a 12-month fixed deposit and 13% on a 32-day call account. Compare this 

to fund nominal rates of about 14.5%.  

 

The funds are often used as a "parking lot" for money, pending investment into other 

assets. They are an excellent vehicle to keep your funds while you slowly trickle the 

money into equity unit trusts. Putting your money into unit trusts over a couple of 

months is a less risky alternative to investing a lump sum and you achieve rand cost 

averaging (in an upwards moving stock market).  
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4.1.5 What aspects of a fund need to be evaluated in order to make your 

selection?  

The maturity of the stock in the fund's portfolio affects its flexibility. So a fund that 

has a lot of short-dated instruments will be able to respond more readily to interest 

rate changes. This is great in times of rising rates.  

 

When rates are falling, you may prefer to select a fund with a greater proportion of 

longer dated instruments as it will be able to keep the interest rate it pays you higher 

for a little longer. Some funds require you to maintain the minimum lump sum 

investment as the minimum balance in your account.  

 

4.1.6 What other features are on offer?  

Absa is the only fund manager so far to offer some kind of banking facility. Through 

ATMs, you can make deposits, cash withdrawals, and transfer money to and from 

your Absa money market fund. You can also request a statement via the ATM.  

 

Local money market funds are a long way from their US counterparts, which offer tax 

breaks and banking facilities such as being able to write cheques.  

 

4.1.7 What are the risks?  

Money market funds are considered to have a very low risk. This is because of the 

creditworthiness of the institutions who issue the financial instruments of the 

wholesale money market.  

 

One risk is that there is a run on a fund and the manager is forced to sell some of the 

instruments at a capital loss. There is also the risk of a fund being invested mostly in 

longer-dated stock when interest rates rise.  

 

4.1.8 Money market instruments 

This class of investment is generally referred to as high liquid and low risk, but there 

is some difference in the profile of the different instruments. 

The following instruments carry no risk factor: 

 Notes 
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 Treasury bills 

 Bullions 

 NCDs 

 Reserve Bank loans 

 

The following instruments carry an obvious risk factor: 

 Leases 

 Credit card advances 

 Overdrafts 

 Promissory notes 

 

 Bank acceptance 

This instrument was developed due to the need for supplied goods to be delivered 

and the buyer’s desire for a period of credit.  The seller would draw up a bill of 

exchange, which would allow the buyer to pay for the goods after an agreed period 

of time. The seller would sell the bill to a moneylender at a discounted price. The 

moneylender pays the seller and the lender then has to wait for the expiry of the said 

period stipulated in the bill to be paid by the buyer. 

 

The lenders profit was the discount negotiated by the seller. Banks started getting 

involved in the bill of exchange as the financial markets became more structured. 

BAs are one of the most principle means of arranging business for short-term credit. 

They are drawn up by bank with credit periods of between 30 and 90 days. Banks 

also charge an acceptance commission of 1, 5% pa on the face value of the BA. 

 

The following formula is used to establish the discount that is levied for early 

redemption by the investor: 

 

Face value x days to maturity x discount rate 

365 x 100 
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 Negotiable certificates of deposits 

The buyer will pay the value less the discount calculated on the BA. These types of 

investments are known as NCDs (Negotiable Certificates of Deposits). It is defined 

as a fixed deposit receipt, which is paid together with interest to the holder of the 

certificate on the date of maturity, normally less than 1 year and issued in batches of 

1 million. 

 

 Treasury investments 

 Bonds 

Indefinite period treasury bonds are sold by post offices, on behalf of the Treasury. 

These are relatively short term as an investor may redeem his capital after as short 

as 12 months. Interest rates are subject to change and the tax concession, which 

used to apply, has been phased out. They are now fully taxed along with other fixed 

interest investments. This does not change the fact that, as a secure form of 

investment with a guaranteed capital return, treasury bonds will remain favourites of 

the investors who are reluctant to take a risk with their investment capital. 

 

 Bills 

Tender on a weekly basis in tranches of R10 000 issues them with a minimum 

investment starting at R100 000. They are issued at a discount. 

 

 Commercial paper 

Commercial paper is a way of avoiding the banks. It is an unsecured short term loan, 

issues by corporates. Maturities for this instrument are between one to nine months. 

They are normally issued in denominations of R1 000 000 or more. Because of their 

high liquidity they can be sold on the secondary market if they are no longer suited to 

the needs of the primary investor. 

 

 Promissory notes 

This is an instrument where one person makes an unconditional promise to another. 

It is signed by the maker, agreeing to pay a specified amount at a fixed future time. 

Banks normally endorse the note. 
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 Debentures and Short term stocks 

The Reserve Bank and Land Bank issue debentures of a three year duration. 

 

 Money market accounts 

There are two types: 

 Bank accounts – combine high interest rates with easy access to your money. 

You can deposit and withdraw at your convenience. Transactions are as per 

normal banking protocols (i.e. debit orders, debit cards etc.). Some banks limit 

the transactions to deposits, withdrawals and transfers.  They are designed to 

encourage investment rather that transactions. Minimum opening deposit are 

R10 000, but R100 000 is recommended for good return in investment. 

 Money market fund – similar to unit trust investments. Your money is pooled 

and invested together with others in shares, bonds, property etc. Initial and 

annual admin fees are charged and it is suitable for investment over the 

medium to long term.  

 

 Other types of investments 

 Equities 

Equities or shares are a form of part ownership of a company and can be unlisted or 

listed, the latter meaning that they are traded through a stock exchange.  The JSE 

Limited is the only exchange in South Africa.  The exchange is directed by an 

honorary committee of 16 broking members who are elected annually by the 

members of the exchange in a secret ballot.  The Stock Exchange Control Act of 

1985 controls the exchange externally and internally by its own rules and directives. 

 

A stock exchange plays a vital role in any capitalist economy as it provides a market 

where investors can buy and sell their shares in a company under controlled 

conditions that will ensure them of a fair and competitive price.  It is also the most 

effective channel through which a company can raise fresh capital.  The stocks on 

the JSE are grouped into various sectors and groups within the sectors.  The three 

major sectors are mining, financial, industrials. 
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Examples of the major groups within these sectors are mining houses, banks and 

financial services, industrial holdings, electronics and electrical, food, engineering 

and stores.  Two rather special groups in the industrial sector are the venture capital 

and development capital groups, often used for fledgling company “floatings”. 

 

Each sector and the majority of the groupings tend to have their own risk profile and 

pattern of performance.  Some sectors, such as the financial services and insurance 

components, tend to operate on a lower dividend yield ratio, suggesting more 

stability in the share price. The overall performance of the JSE or one or more of the 

sectors can be tracked via the use of an index – a “basket” of shares selected to 

represent the underlying investment range.  The best known of these is the all-share 

index, which makes use of the entire market, weighted to give an idea of the real 

overall share movement. 

 

Investors seek to gain through regular dividend declarations (every 6 months) and 

also capital appreciation on the shares, although there is also the possibility of 

capital depreciation during an economic downturn.   

 

 Property 

Property investments are a suitable avenue for investment.  By “property”, we refer 

to business premises, industrial properties, shopping complexes and even some 

residential properties.  Since the introduction of the RDP, certain insurers are, 

however, actively investigating the possibilities of providing assistance to first-time, 

low-income homeowners from previously disadvantaged communities.  The question 

of guarantees is unfortunately still a stumbling block to active participation.  The 

question often arises as to what value is to be placed on a property from time to time 

in order to determine its contribution to investment performance.  There are four 

main bases for attaching a value to a particular property: 

a) The cost price (that is, the cost of the building or acquiring the property).  

Property does not normally decrease in value provided it is properly 

maintained.  This method may be regarded as somewhat cautious, but would 

strengthen the reserves of the fund. 

b) The cost of building a similar property at the present time.  This would involve 

calculating the cost of the ground, construction – bricks, mortar, and labour, at 
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current costs.  Unfortunately, this method does not take into account a 

number of important factors such as growth in the area, likely future 

developments in the area, proximity of freeways, and may in some cases 

overstate the value. 

c) The discounted or present value of likely future rent to be received from 

tenants in the property, making allowance for likely maintenance costs in the 

future.  The period taken into account for this calculation would be 10 to 15 

years and the estimated value of the property at the end of the selected 

period would be taken into account.  The disadvantage of this method is that it 

is difficult to estimate likely future vacancies, future competitive property 

developments in the area, shifting populations and other developments in the 

area.  A typical example of this problem is the current high vacancy rate of 

buildings in the Johannesburg CBD (estimated by some to be in excess of 

25%), an area once considered as prime for property investments. 

d) The price that would be obtained from a willing buyer (for example, the current 

market value of the property).  This is a common method of valuing the 

property, but often requires the assistance of a professional valuator or 

appraiser.  The advantage is that values can be easily compared and the 

assumptions made are no more speculative that with the other methods 

described. 

 

Performance is then measured by comparing the valuation of the property at the end 

of the period with that at the beginning of the period, taking into account rent 

received and disbursements made.  Property valuation is not only somewhat 

subjective, but it can also be expensive and so valuations are normally only done 

every 5 years or so, or at the time of sale or purchase.  Where an investment 

portfolio includes property, there will be certain additional duties linked to the position 

of property managers.  These duties will include the recommendation and planning 

of new building projects, the maintenance of existing projects and administration, 

such as the maximising of rental collections, and the selection of tenants. 
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4.2 Comparison of a money market instrument to an instrument in other 
asset classes 
 
4.2.1 Fixed interest investments 

Disadvantages: 

 The main drawback of fixed interest investments lies in the fact that 

historically the average yield offered to the investor is lower than, for example, 

equities. 

 The fact that there is a partial exemption on income tax on interest earnings is 

a drawback for larger investors, including companies.  In the past these 

exemptions applied to interest and dividends from both South African and 

foreign sources.  With affect from 1 March 2007, foreign interest and 

dividends are only exempt up to R3 000 pa. 

 The specialised nature of the bond market means that specialised knowledge 

is needed if investors are going to “trade” in fixed interest bonds. 

 Another problem could be the fact that the general minimum investment sizes 

are not inconsiderable.  Even fixed deposits often carry a minimum amount of 

R1 000 or R2 000, while investing in fixed interest bonds requires large capital 

amounts unless access is gained through a fixed interest investment trust. 

 

Advantages: 

 Fixed interest investments offer a reasonable return with relatively low risk 

involved.  They play an important role in the overall mix of an investment 

portfolio, both in providing a regular income for reinvestment and in allowing 

short term parking of funds earmarked for future investment in equities or 

properties. 

 The secondary market in these instruments means that they are relatively 

liquid. 

 The tax concession on the first R16 500 of interest per annum means that at 

current interest rate an amount of between R100 000 to R180 000 can be 

invested without tax consequences. 
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4.2.2 Equity investments 

Disadvantages: 

 The natural disadvantage, which springs to mind when thinking of equities, is 

that of the risk factor.  Although steps can be taken to control some or all of 

the factors, it is still true that equity investments experience relatively extreme 

volatility over time.   

 Another drawback could be that the income produced from shares is normally 

relatively low (of the order of 2-6% pa). 

 Shares in companies, which are not listed on the stock exchange are 

generally not too easy to sell in times of need.  Fees payable to stockbrokers 

or fund managers need to be considered as they do affect small transactions 

quite significantly. 

 Equities are not usually seen to be good collateral for loans. 

 

Advantages: 

 Equities have proven that they are able to deliver yields, which over the long 

term offer investors a good real return.   

 This fact is substantiated by research done by Winston Floquet of Flemming 

Martin & Company in which he found that the average real return to an equity 

investor over rolling 5 year periods between 1961 and 1997 was 9.1% pa. 

 The stock market ensures ready marketability, while access can be obtained 

in relative small value units, especially through the unit trust system.   

 Of course the volatility of the market could place a form of restriction on 

marketability in that it is not sensible to sell when the market is depressed and 

this may force the investor to hold shares even where money is needed for 

other purposes and so it is generally accepted that an equity investment is a 

relatively long term venture, even though there are times where a short term 

opportunity is able to be exploited, such as when a new share is listed. 

 Capital growth is not taxed and neither is dividend income, provided the 

investor is not declared as dealing rather than simply investing. 

 Dividend income can grow in Rand amounts over time, resulting in an 

increasing income stream.  This is because, even though dividends declared 
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when expressed as a percentage of the current share price tend to stay 

relatively stable over time; when expressed as a percentage of the original 

price they generally increase dramatically as can be seen from the table 

below, which has been based on the JSE All Share Index. 

 

Table Showing the Change in Dividend Yield on the JSE (not accurate) 

Original purchase date Original yield date Yield @ 1 Jan 2012 

(based on original cost)

1 January 1992 8.6% 82.6% 

1 January 1997 7.9% 24.0% 

1 January 2002 3.8% 8.4% 

1 January 2007 3.3% 4.8% 

1 January 2012 2.3% 2.7% 

 

In fact, the dividend yield offered on the JSE has tended to drift downwards over the 

past few decades, partly indicating positive share value trends and partly due to the 

tendency towards lower declarations with more profits being held back in the 

company – a trend which has been spurred on by company tax treatment of 

dividends. 

 

4.2.3 Property 

There is a school of thought that considers property to be a good solid basis on 

which to build an investment portfolio.  Whilst their thinking can be considered 

sound, one must be cautious of the danger of placing “all your eggs in one basket”.  

Property can, in theory, be classified as a potentially high-risk investment.  Due to its 

immovability, a building is susceptible to the economic, social, political environmental 

and climatic conditions of the area in which it is situated. 

 

Should the area thus be rezoned (from cluster residential to light industrial, as an 

example) the value of the building would diminish.  The cost of converting a building 

(should this be possible) could also be a major expense to the landlord.  

Maintenance costs are another issue to be taken into account. 
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Nevertheless, the fact that land is a limited resource tends to indicate that, as 

population increase, the need for more living space will force the value of land 

inevitably upwards.  Even a factor such as rent control should only impact on the 

investment returns of the property owner and have little or no effect on the capital 

appreciation of his investment. 

 

Where the investment is made in a property trust or property holding or property 

management company via the stock market, it should be accepted that the 

investment is more of an equity investment in nature and the attributes listed below 

may not all apply. 

 

Disadvantages: 

Apart from the risk factors mentioned above and the problem of maintenance costs, 

which need to be factored into the calculation of the potential yield, the other 

disadvantages are as follows: 

 Normally a relatively large amount of initial capital is required, although this 

may be at least partially obviated by use of syndicate groups, property trusts 

or even financial borrowing against the property; 

 Marketability is a problem in most cases; 

 Costs associated with the registration of property, legal fees, etc. are relatively 

high and these generally result in property investments being seen as long 

term ventures.  There are also often ongoing costs such as the payment to a 

letting agent for rental collection; 

 Rental is taxable; 

 It may be a problem to find a suitable tenant for property from time to time; 

 Yields have not historically been that high 

 

Advantages: 

 A good property can generate a regular income and, interestingly enough, 

this may be an escalating income. 

 Loans may be taken out using property as collateral 

 The capital value of property generally rises steadily over time 
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 Capital profits made on property are not taxable (unless the investor is a 

dealer) 

 Obviously a house could be used to provide residential accommodation for 

the investor, thereby shielding him from the prospect of escalating rental 

payments. 

 

4.2.4 Insurance policy Investments 

The consideration of insurance policies as part of the retirement portfolio requires 

determining firstly, which the best type of policy is, then the best portfolio type and 

finally the best insurance company from whom to buy the policy. 

 

Disadvantages: 

 Administrative charges, including intermediary commissions, are seen to be 

somewhat high.  The initial charges, including commission, are usually spread 

over the period of the investment and amalgamated with the ongoing 

administration charges.  Because of the structure of the legislative maximum 

commission scales, charges tend to increase with the term of the policy.  The 

overall expense charge against a short term endowment of 5 years can be as 

low as 0%-5%, while for long term policies it could be as much as 15%. In 

addition, insurers usually levy a monthly investment charge on the value of 

the investment, with the charges varying from 0.5% pa to 2.25% per annum. 

 The investment is generally seen as a long term one with early surrender 

penalties acting as a deterrent to liquidity; 

 The taxation applicable to the growth of the investment portfolio is seen to be 

a little penal for many, especially those with lower income levels. 

 The end result of the various plans are not generally seen to be up to the level 

of certain other investments, although this usually depends largely on the type 

of investment portfolio underlying the policy and the associated level of risk. 

 

Advantages: 

The use of insurance policies as part of the retirement planning savings offers 

diverse advantages. 

 Some forms of policy, such as RA, offer special tax advantages. 
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 Because of the regular nature of premium payments and the penalties on 

early termination, insurance policies are often seen as a form of compulsory 

retirement savings for those who may not otherwise have the discipline to do 

so. 

 Smoothed bonus and similar portfolios offer considerable security. 

 Loans are generally available and the investment can be ceded as collateral 

 Life cover and other benefits may be added 

 The proceeds of a policy on death before retirement can be paid directly to 

the beneficiary, thereby allowing for more speed of payment and avoiding the 

executor’s fees. 

 Policies may be traded on the second hand market 

 After maturity policies may be open-ended and amounts drawn as and when 

needed, meaning that the capital is easily and effectively turned into income. 

 Life policies enjoy some protection from creditors, especially retirement 

annuities 

 Pension payments from retirement annuity are not included in the deceased’s 

estate for estate duty purposes. 

 

4.2.5 Hard assets 

In the normal course of events it is not usual to employ hard assets as a large part of 

retirement planning outside of countries of political or military instability. 

 

Disadvantages: 

 Hard assets do not generate an income as a rule 

 There is a cost factor involved in the preservation and protection of the assets 

 While hard assets can usually be turned into cash readily, the realisation 

value is dependent on a willing (and able) buyer’s market. 

 Specialist knowledge is often needed in the buying and selling process. 

 Owners may become attached to the items and hence not want to sell them. 

 The minimum investment amount in most hard assets is considerable, purely 

because the items, being valuable, cost a lot. 
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Advantages: 

 Appreciation may be considerable 

 There is no tax on the profits (unless the owner is declared a dealer) 

 The assets may fulfil useful purpose in themselves as commodities 

 Because the investor often becomes attached to the items and interested in 

them, there is less chance of them being sold off before retirement or 

misused. 

 They are generally quite affordable. 
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