INVESTING OFFSHORE
VERSUS INVESTING IN
OFFSHORE ASSETS
Investing in international markets is an important
diversification building block to investors’ portfolios, but there
are different options investors can choose.
Weak economic conditions and political instability has
almost become the new normal in South Africa. Luckily, 2017
ended on a very positive note with the orderly election of
Cyril Ramaphosa as the new ANC president and the Rand
responded well to this news strengthening almost 10%
in December. But many investors are still sceptical. Can
Ramaphosa really turn this ship around? Or, will the February
budget still be weak leaving Moody’s – the last rating agency
that has us at investment grade – to downgrade South
Africa’s debt to junk status?
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Since we can’t predict exactly what the future holds, investing
in international markets remains an important diversification
building block to investors’ portfolios.
The good news is that you as an investor are spoilt for choice
in your search for investments uncorrelated to the local
economy, since the South African Gross Domestic Product
(GDP) represents only 0.5% of the world economy. This is an
exciting prospect, but it is crucial that you add or increase
offshore exposure in line with your long-term investment
objectives and clearly understand the ins and outs of the
offshore investing.

INVESTING OFFSHORE - “LITERALLY”
The purest form of investing offshore is physically moving
your money out of South Africa by converting Rand to a
foreign currency and then investing the foreign currency. This
can be as simple as holding cash in an offshore bank account
or investing in funds domiciled outside of SA.
There are fund managers based all over the world, including
in South Africa, that manage a wide range of offshorefocused, foreign currency denominated funds with varying
degrees of growth assets (equity and property) and income
assets (cash and bonds) for you to choose from.
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However, the absolutely critical consideration of investing
offshore is the exchange rate. Using the Rand/$ as an
illustration below, exchange rates can be incredibly volatile in
the short term. You need to guard against taking your money
out of the country at say R16.1 (the level it was at January
2016), converting it back into Rand a year later at R13.5 and in
the process losing 15% of your initial investment to currency
movement.
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As a South African tax payer you can, however, only move up
to R1 million out of South Africa per tax year without applying
for a tax clearance certificate. You do have the option to
move up to R10 million out of our borders, but you will have to
apply for tax clearance from South African Revenue Services
(SARS) for anything above your first R1 million per tax year.

15

14

13

12
Oct-15

Jan-16

Apr-16

Jul-16

Oct-16

Jan-17

Apr-17

Jul-17

Oct-17

Source: IRESS

Once you have converted your Rands to a foreign currency,
the basic investment principles remain unchanged. Finding
the balance between time, risk (both your tolerance and
appetite) and return remains vital to successful investing.
In order to increase your expected growth rate, you need to
be prepared to sit through some short term capital volatility
and loss and stay invested for longer in order to achieve your
expected growth rate. If you can’t afford, or bear, to lose any
capital in the short-term, you will have to lower your growth
expectations.
US dollar cash, just like SA cash, is the stable, but low growth
option suitable for US dollar capital protection needs. The
offshore equity markets (as illustrated by the MSCI World
index below), just like the local market (as illustrated by the
All Share index below), offer significantly higher growth over
the long-term, but at much higher short-term volatility.
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Even though this money has left the country, as a South
African tax payer you are still liable for tax on income and
dividends earned, as well as capital gains realised – just
according to a slightly different tax treatment, which we will
discuss later.

KEEPING IT LOCAL
What many investors don’t realise is that it is possible to
gain exposure to the likes of the booming US equity market,
without your money physically leaving the country.
For example, numerous companies listed on the Johannesburg
Stock Exchange (JSE) have very little exposure to our economy
since they earn the bulk - or even all - of their revenue outside
of South Africa. These companies are commonly referred to
as ‘rand hedges’ and regarded as SA investments, despite
the drivers of their performance being globalised. Some of
the larger, well-known names are Naspers and Woolworths
that fall in the 40% - 60% offshore revenue bucket and
British American Tobacco at close to 100% offshore revenue.
The South African, Rand-denominated unit trust industry
offers a few offshore exposure options for you to choose
from, without needing to worry about breaching a maximum
rand value per tax year or getting tax clearance.
• Exposure to local ‘Rand hedges’ within the local equity
and property building blocks
• Various single and multi-asset class funds that can invest
directly in offshore equity, property and fixed income
markets within the rand-denominated fund
• Global feeder funds that hold a single position in an
underlying fund that is domiciled outside of South Africa,
foreign currency denominated and completely offshore
focused.

As mentioned above, if you invest directly offshore you will be
using your foreign allowance afforded to a natural person of
R1m. However if you invest into a rand denominated offshore
unit trust that holds foreign assets, you will be using the
foreign allowance of the MANCO itself.
Just like offshore investing, it is important to consider the
impact of the exchange rate on these investments, especially
when investing in a global feeder fund. If the underlying fund
is USD-denominated the USDZAR exchange rate is added to
the feeder fund price every day.
The ASISA fund classification system according to which
South African unit trusts are grouped determines how much
direct offshore exposure (excluding rand hedges) funds
within each category is allowed to hold.
• ‘South Africa’ fund classes must have a minimum of 70%
invested in South Africa and a maximum 25% offshore
and maximum 5% in Africa
• ‘Global’ fund classes must have a minimum of 80%
invested offshore and a maximum of 20% in South Africa
(with less than 80% in any specific country/region)
• ‘Regional’ fund classes are concentrated to a specific
country or region with at least 80% invested in any one
specific country or region, with South African exposure
limited to 20%
• ‘Worldwide’ fund classes, on the other hand, have no
restrictions on South Africa vs offshore allocation and
the regional allocation is completely up to the fund
manager’s discretion
Once you have chosen the level of direct offshore exposure
that is suitable for you, each category offers various types
of funds managed by various different fund managers to
choose from. It includes the full ‘risk-return-time horizon’
spectrum that can be summarised into four broad categories,
depending on the level of growth and income asset each fund
mandate allows:
Money Market and Income

Low Risk

Medium Risk

High Risk

Time horison:

Less than 1 year

Return expectation

CPI + 0% - 1%

Cash-like exposure

100%

Growth assets

0%

Time horison

Min 1 - 3 years

Return expectation

CPI + 2% - 4%

Growth assets

10% to 40%

Time horison

Min 3 - 5 years

Return expectation

CPI + 4% to 6%

Growth assets

40% to 75%

Time horison

Min 5 to 7 years

Return expectation

CPI + 6% to 7%

Growth assets

75% to 100%

Another important consideration is whether or not your
investment is for retirement savings or discretionary
savings. Offshore exposure within retirement savings must
be Regulation 28 compliant and are, amongst a few other
investment restrictions, limited to 25% direct investment in
offshore markets and an additional 5% in African markets.

UNDERSTANDING THE TAX IMPLICATIONS WHEN YOU
INVEST OFFSHORE
Interest earned on offshore and local investments is taxable
at your marginal income tax rate and offshore and local
dividends are taxed at 20%.
Capital gains tax, on the other hand, is the tricky one as the
exchange rate plays a different role in the calculation when
you invest offshore vs. gaining offshore exposure through
local investment vehicles. When you disinvest, the difference
between the proceeds and base cost* will be subject to
capital gains tax (CGT).
• When you invest offshore the taxable capital gain is
effected by the growth earned on your foreign currency
investment and the exchange rate on the day you realise
the gain.
• When you obtain offshore exposure through a local
investment vehicle, your taxable capital gain is effected by
the growth earned on your rand denominated investment
– which includes the exchange rate at the start and end
of your investment period.

Let’s look at an example of how currency movement can affect
your capital gains tax liability
Sam decides to invest R1.6m and can invest either directly into
a US dollar denominated foreign fund or a rand denominated
feeder fund. At the time of investing the Rand was trading
at R16 to the dollar. This means that Sam invested $100k
directly into a foreign fund.
Rand amount invested

Exchange rate

Equivalent $ amount

R 1 600 000

R16/$

$ 100 000

A year later the US dollar fund has returned 20% and Sam
decides to fully disinvest his current market value of $120k
(assume no other purchases or withdrawals made prior to
sale of units). At the time of disinvestment, the Rand was
trading at R14 to the dollar.
$ Market value
one year later

Exchange rate

Equivalent R amount

$ 120 000

R14/$

R 1 680 000

* Nedgroup Investments uses the weighted average base cost (WAC) method in
determining the base cost.

If Sam invested offshore, the $20k capital gain will be
converted at the current exchange rate of R14 which
translates into a taxable capital gain of R280k. If Sam
invested in a rand denominated feeder fund, the strength
of the currency would’ve largely offset the growth of the US
dollar fund and one year later sits at a capital gain of only
R80k. I.e. in periods of Rand strength, it is more tax efficient
to realise capital gains from a rand denominated investment
vehicle than an offshore investment.

Let’s redo this example assuming that the Rand weakened to
R20/$ over one year.
• The $20k capital gain in the US dollar fund translates to
a R400k capital taxable gain
• The equivalent rand amount in the rand denominated
feeder fund is R2.4mil ($120k * 20) and translates to an
R800k taxable gain.

STICK TO THE BASICS
While there is definitely a good case for diversifying offshore,
it is important to stick to the basic principles of investing
and remember to keep a long-term view and investment
time horizon. Listed (and discussed in more detail by Trevor
Garvin in a previous newsletter**) are a few suggestions to
think about to ensure that you have “ticked the boxes” before
making any final investment decisions

•

So when the Rand weakens, it is more tax efficient to realise
capital gains from a foreign currency denominated, offshore
investment vehicle.

•
•
•
•
•
•

Choose investments that are appropriate to your risk
profile
Choose a credible investment partner
Diversification is crucial
Avoid making emotional decisions
Remember that valuation drives long-term return
Don’t base your decision on currency alone
Seek advice.

* Nedgroup Investments uses the weighted average base cost (WAC) method in
determining the base cost.
** http://www.nedgroupinvestments.co.za/Insights/InsightDetailsPage/Investingoffshore-have-you-ticked-the-boxes

Nedgroup Collective Investments (RF) Proprietary Limited is the company
that is authorised in terms of the Collective Investment Schemes Control
Act to administer the Nedgroup Investments unit trust Portfolios. Unit
trusts are generally medium to long term investments. The value of your
investment may go down as well as up. Past performance is not necessarily
a guide to future performance. Nedgroup Investments does not guarantee
the performance of your investment and even if forecasts about the
expected future performance are included you will carry the investment
and market risk, which includes the possibility of losing capital. Unit trusts
are traded at ruling prices and can engage in borrowing and scrip lending.
Certain unit trust funds may be subject to currency fluctuations due to its
international exposure. Nedgroup Investments has the right to close unit
trust funds to new investors in order to manage it more efficiently. For
further information on the unit trust funds, including awards, fees and
charges, please visit our website www.nedgroupinvestments.com
A money market fund is not a bank deposit. The total return to the
investor is made up of interest received and any gain or loss made on any

particular instrument held. In most cases the return will merely have the
effect of increasing or decreasing the daily yield, but in an extreme case
it can have the effect of a capital loss. The Nedgroup Investments Money
Market Fund aims to maintain a constant price of 100 cents per unit. The
yield is calculated using an annualised seven day rolling average as at the
relevant dates provided for in the fund fact sheet. Excessive withdrawals
from the fund may place the fund under liquidity pressures and that in
such circumstances a process of ring-fencing of withdrawal instructions
and managed pay-outs over time may be followed. A schedule of fees and
charges and maximum commissions is available on request from Nedgroup
Investments.
This document is of a general nature and intended for information
purposes only. Whilst we have taken all reasonable steps to ensure that
the information in this document is accurate and current on an ongoing
basis, Nedgroup Investments shall accept no responsibility or liability for
any inaccuracies, errors or omissions relating to the information and topics
covered in this document.

Nedgroup Investments MultiFunds Plc / Nedgroup Investments Funds PLC
(the Fund) is authorised and regulated in Ireland by the Central Bank of
Ireland. The Fund is authorised as a UCITS pursuant to the European
Communities (Undertakings for Collective Investment in Transferable
Securities) Regulations 2011 (S.I. No. 352 of 2011) as amended from timeto-time. This document is not intended for distribution to any person or
entity who is a citizen or resident of any country or other jurisdiction where
such distribution, publication or use would be contrary to law or regulation.
Nedgroup Investment (IOM) Limited (reg no 57917C), the Investment
Manager and Distributor of the Fund, is licensed by the Isle of Man Financial
Services Authority. The Prospectus of the Fund, the Supplement of its SubFunds and the KIIDS are available from the Investment Manager and the
Distributor or from its website www.nedgroupinvestments.com

